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PUBLISHERS’ PREFACE 

This textbook was originally edited by the late Mr. Roger N. 
Carter, M.Comm., F.C.A., Lecturer in Accounting at the Univer¬ 
sity of Manchester, and is still familiarly known as ‘‘Carter” by 
hundreds of thousands of practitioners, teachers, and students. For 
this Fourth Edition the book has had a thorough revision. 
Mr. G. W. Murphy, B.A. (Com.), F.C.A., and Mr. F. A. Bailey, 
A.C.A., have been responsible for the chapters affected by the 
Companies Act, 1948, and the Finance Act, 1949; and the 
Publishers thank them for their expert assistance in this connexion. 

A study of the book will fit the student of book-keeping for most 
of the ordinary public examinations in this subject. It contains 
considerably more than is necessary for examination purposes, and 
the student who is fully conversant with all the matters dealt with 
has no need to fear the result of such a test. Great pains have been 
taken to include all matters referred to in the syllabuses of the 
various examining bodies. 

Although the principles of double entry book-keeping are uni¬ 
versally accepted, there are, of course, differences of opinion as to 
the best methods of applying those principles. Where several ways 
of achieving the same result are in vogue, these have, in many 
instances, been given. It has been thought, also, that the inclusion 
of the more theoretical methods, as well as the practical methods, 
will have the effect ol making the explanations clearer to the 
student of the subject. 

Numerous exercises are given, the answers to which are inserted 
at the end of the book. The first part of the set of exercises at the 
end of each chapter contains tests on the work of that particular 
chapter, while the latter part consists of revisionary exercises on 
the previous work. 

HINTS REGARDING EXAMINATIONS 

“Knowledge” of a subject is not synonymous with a “mastery” of 
that subject. Examinations in accountancy are held with a view 
to the measurement of the examinee’s mastery of the subject. The 
degree of mastery is gauged by the way in which the acquired 
knowledge of accountancy has been applied to practical problems 
set for elucidation. Retailing the knowledge of the subject in the 
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form of stereotyped answers to questions set does not convey to the 
examiner the best impression of the examinee’s ability. 

The really deliberate purpose of an examination is to “prove” 
the examinee in two main directions, namely, in tests of “executive 
ability” and “initiative.” The examination is the means provided 
to this end, and examinees are advised to essay the task of an 
examination in the avowal that an examiner shall receive ample 
evidence of these valuable qualities. 

Disconcerting elements, contributing not a little to “examina¬ 
tion nerves,” are the notions entertained by some candidates that 
the examination paper contains traps or pitfalls into which the 
unwary candidate may ignominiously stumble. 

These views lead to loss of confidence, and it is suggested that 
examinees should refuse to be influenced by such notions, and 
should recognize that examinations in accountancy are set to bring 
out the latent powers of independent action. 

“Nerves” seems an ailment common to many candidates when 
confronted with the task of working the examination paper. It will 
be an aid to composure if the question which the candidates find 
most easy to answer is attempted first. Each candidate is happy 
in the conceit (justifiably so!) that at least one aspect of the vast 
subject of accountancy is thoroughly mastered. Well, tackle the 
question which it is thought bears on the phase of the subject so 
well understood. This task does not call for tense action, it just 
demands an easy mental effort which, it will be found, reduces the 
condition of flurry, and creates a sense of confidence and control. 
Many candidates think that the heavy task of final accounts must 
be attempted first because it is the major question of the test. T his 
view is not necessarily right. Until the tension at first experienced 
has passed, it may be better to deal with a shorter question first. 

When comparisons or differences are elicited by the questions set, 
a neat graph, chart, or tabulated statement conveying such results 
will please an examiner, and yield a much more businesslike answer 
to his question than is conveyed by the essay type. Where the essay 
form is used it is advisable to be as concise as possible. 

Examinees are strongly recommended to read carefully the ex¬ 
miners’ reports which are published by most of the examining bodies. 
Many valuable hints are given in these, more especially regarding 
the more common errors to avoid. 

Finally, take the examination test with a smile. Remember, it 
is provided to prove your mastery of the subject, and not to expose 
your lack of ability. Therefore, study to be master of the situation. 
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CHAPTER I 

BOOK-KEEPING UP TO THE TRIAL BALANCE 


Definition of Book-keeping. Book-keeping is the science and art 
oi correctly recording in books of account all those business trans¬ 
actions that result in the transfer of money or money’s worth. 
It may also be defined as the art of recording mercantile trans¬ 
actions in a regular and systematic manner; the art of keeping 
accounts in such a manner that a man may know the true state 
of his business and property by an inspection of his books. 

Objects of Book-keeping. The objects of book-keeping are 
twofold— 

1. To have a permanent record of all mercantile transactions. 

2. To show the effect of each transaction and the combined effect 
of all the transactions upon the financial position of the party 
concerned. 


CAPITAL 

Definition. In book-keeping, the Capital of a business is the 
sum total of its assets; and the Capital of the proprietor of the 
business is the surplus or excess of assets over liabilities. An excess 
of liabilities over assets is called a Deficiency. In the case of a 
joint stock company, however, Capital is the amount contributed 
by the shareholders, without taking the assets and liabilities into 
consideration at all. 

Trading Capital consists of the fixed and floating assets. 

Fixed Capital comprises all the fixed assets. 

Floating or Circulating Capital consists of the floating or cir¬ 
culating assets. 

Positive Capital is represented by material assets, such as land, 
buildings, stock, machinery, etc. 

Negative Capital consists in the amount of credit that a trading 
company or firm can obtain. 

Money borrowed by means of ordinary loans, mortgages, deben¬ 
tures, bonds, etc., is frequently spoken of as Loan Capital. Some 
accountants, however, consider it loose to describe such a liability 
as capital . 

Working Capital is the amount that remains for the working or 
running of a business after the purchase price of the fixed assets 

1 
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has been paid. Thus, if a trader started with a capital of £20,000 
and expended £12,000 of it in the purchase of buildings and plant, 
then the balance of £8,000 would constitute the working capital. 
This term is also applied to the excess of floating assets over current 
liabilities. 


ASSETS 

Definition. Assets are the property and possessions of a business, 
i.e. its stock, land, buildings, book debts, etc. They are classified 
according to their nature and are of various kinds— 

Fixed Assets are those acquired and held permanently lor the 
purpose of earning income, as, for example, plant and machinery, 
ease, etc. 

Current Assets are those assets such as cash, book debts, etc. 
Assets that can easily be realized and are therefore readily available 
to discharge liabilities are also current assets. Further examples are 
gilt-edged securities, bills receivable, stock in trade, etc. 

Note. The same asset may be either fixed or current according 
to the nature of the business. Thus, investments would be a current 
asset to a stock-broker, but a fixed asset to an ordinary trader. 
Machinery would be a fixed asset to an ordinary manufacturer, 
but a current asset to a machinery trading company. Horses to a 
horse-dealer would be a current asset, but to a cartage con¬ 
tractor a fixed asset. It depends on whether the asset is held 
merely for the purpose of sale, or is intended to be kept in the 
business. 

Intangible or Fictitious Assets are those the real value of 
which may be extremely doubtful and might quite conceivably be 
nothing, such as Goodwill, Patents and Trade-marks, or items which 
are merely debit balances not written off. Examples of the second 
type are Preliminary Expenses of a Limited Company or Profit and 
Loss Account debit balance. 

Wasting Assets are fixed assets that depreciate through wear 
and tear; as, for example, plant and machinery; those whose 
value expires with lapse of time; such as patents and leases; also 
those that become exhausted or consumed through being worked; 
such as mines, quarries, etc. The expression is more generally 
applied to the last named. 

ACCOUNTS 

Definition. An account is a Ledger record, in a summarized 
form, of all the transactions that have taken place with the par¬ 
ticular person or thing specified; as J. T. Brown’s Account, Plant 
Account, Wages Account. There are two main divisions of 
accounts— 
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1 Personal Accounts comprise both debtors and creditors. 
Debtors are people who owe money, e.g. persons to whom (he 
firm has sold goods. Creditors are people to whom money is owing, 
e.g. persons from whom the firm has bought goods. 

2. Impersonal Accounts include both real and nominal 
accounts. 

(a) Real or Property Accounts are those that refer to assets; 
such as plant and machinery, stock-in-trade, cash, etc. 

(b) Nominal Accounts are those that relate to gains and losses; 
such as discounts, wages, rent, rates, sales, purchases, etc. 

Note 1 . Some accounts though impersonal in name are really 
personal in signification. For instance, the Capital Account and 
Drawings Account are personal accounts either of the proprietor 
ol the business or of the partners thereof, who are creditors of the 
concern for the amount ol their capitals, and debtors to the extent 
of their drawings. An account for outstanding items, though 
impersonal in name, is really a personal account, being merely the 
account of unnamed creditors or debtors. 

Note 2. Some accounts are both real and nominal ; as, lor 
example, the Sales Account, which is a real account so far as the 
goods themselves are concerned, but nominal in relation to the gain 
or loss arising from the sales. 


SYSTEMS OF ACCOUNTING 

1 he modern system ol book-keeping or accounting in use is known 
as “double entry.” 

Double Entry is a system of book-keeping by means of both 
personal and impersonal accounts. 

Single Entry (in which only personal accounts are kept) can 
scarcely be dignified with the name of a “system,” and can only 
be described by showing its deficiencies as compared with Double 
Entry. It is dealt with later in Chapter IV. 


THEORY OF DOUBLE ENTRY 

Two-fold Aspect of Transactions. Every transaction that 
results in a transfer of money or money’s worth involves a two-fold 
aspect, (a) the yielding of a benefit, and ( b) the receiving of that 
benefit. It is impossible to think of one without the other- a 
giver necessarily implies a receiver, and a receiver necessarily 
implies a giver. The giving and receiving, however, take place 
between accounts and in the same set of books. Thus, if furniture 
is bought frpm Smith, Furniture Account receives and Smith’s 
Account^. Hence, to have a complete record of each trans¬ 
action there must be a double entry. The one transaction has 
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therefore, to be booked up twice , an entry being made in the receiv¬ 
ing account, and a similar entry in the giving account. 

Debit and Credit. In order to distinguish the two entries neces¬ 
sary for the complete record of a transaction, the Receiving Account 
is termed Debtor, and the Giving Account is called Creditor. The 
two sides of the ledger account in which each transaction is recorded 
are likewise arbitrarily distinguished, the left-hand side ol the 
account being termed debit, and the right-hand side being desig¬ 
nated credit. Thus, we see that each transaction involves two 
entries in the same set of books, a debit entry and a credit entry; 
and that every debit must, therefore, have a corresponding credit 
and vice versa. Upon this foundation has been reared the whole 
superstructure of modern double entry book-keeping. 

Advantages of Double Entry. These may be enumerated as 
follows— 

1 . A Complete Record of each Transaction. In double entry not 
only are personal accounts kept, but impersonal accounts are also 
opened in order to record all those transactions that involve assets, 
gains, or losses; as, for instance, the purchase of plant, the pay¬ 
ment of wages, the receipt of discount. 

2. Full information concerning the Business. The information supplied 
by the books is not limited to the debtors and creditors as in Single 
Entry. The impersonal accounts furnish additional information 
concerning the property and assets of the business, and the various 
gains and losses. 

3. A Check upon the Arithmetical Accuracy of the Clerical Work. 
Since every debit has a corresponding credit, the total debits must 
at any time equal the total credits. Whether this be so or not is 
easily ascertained by means of a Trial Balance. Again, the differ¬ 
ence between the assets and liabilities on the Balance Sheet must 
be equal to the balance of the Capital Account in the Ledger. 

4. The Preparation of a Trading and Profit and Loss Account and Balance 
Sheet. This can be done from the double entry books themselves, 
as they are self-contained. 

NATURE OF LEDGER BALANCES 

Debit Balances. The debit balances in a Ledger may be classified 
as either assets, expenses, or losses. If they denote debts, e.g. ac¬ 
counts receivable, or if they represent tangible expenditure, e.g. 
property, such as plant, fixtures, etc., they are assets. If they 
represent intangible items such as wages, rent, etc., they are 
expenses; whilst discounts allowed are losses. 

Credit Balances. The credit balances that are in a Ledger must 
be either liabilities or gains. If they denote debts, e.g. accounts 
payable, they are liabilities; if they represent income, such as 
discounts received, they are gains. 
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Note. The above distinction is of the utmost importance in the 
preparation oi a Profit and Loss Account and Balance Sheet, as 

gains, expenses, and losses are entered in the former, and assets 
and liabilities in the latter. 


BOOKS USED IN BOOK-KEEPING 

The books utilized for the purpose of book-keeping fall naturally 
into two divisions— 

b FmaHcial Books or Books of Account. These comprise all 
die books that are an integral part of the system of book-keeping. 
I hey are subdivided into two classes— 

(a) Principal Books, namely, Ledger and Cash Book. 

(b) Subsidiary Books, or books of prime or original entry - such 
as Purchases Book, Sales Book, Journal, etc. 

2 . Statistical or Memorandum Books. These are books in 

which are entered the numerous details connected with the business 

operations; details that cannot conveniently be recorded in the 

financial books. Examples of these are the Policy Registers of an 

insurance company, the Cost Books and Stock Books, etc., of a 
manufacturing firm. 

Note. The subsidiary books were originally designed as aids or 
helps (Latin, subsidium = help, aid) to the Journal proper, and the 
totals of the subsidiary books were regularly entered in the Journal, 
t hey are now aids or helps to the construction of the Ledger, and 
are no longer auxiliaries of the Journal in its present modified use. 


QUESTIONS 

1. Define “Book-keeping.” What are its objects? 

W , ha - is ,?,. Defi . ci . enc ,V- Ex P Iain ‘he terms “trading,” 
ing’ capitil 5 ’ Clrculatlng ’ P° sltlve - “negative,” “loan,” and “work- 

T What is meant by “Assets”? Explain the following terms in reference 

hl et0: “hating,” “liquid,” “wasting,” “fictitious ™Give examples 

h a wu that fixed asscts ma >' sometimes be “floating,” and vice versa P 

are*th Vhat “ f! ant by 3 u “ Acc ° unt ”? What two main divisions of accounts 

and “ h nom an p- hOW are th 7 subdlv,ded? Explain what is meant by “real” 

how ,„T ma aCC °r tS ’ and S ,ve cxam P les of them. Show by means of examples 
w some impersonal accounts may be personal in meaning and also hm*# 
accounts may be both real and nominal meaning, and also how some 

b00k ' kCeping and aCCOUntin e are there? Give a 

7 * wf lain br ; efl V the theory of “double entry,” and of “debit and credit ” 

7. \\hat are the principal advantages of “double entry”? t# 

wrt' r x P a . m the signification of the debit and credit balances in * t 
W Q hy » Acir proper classification of great importance? edger. 

What are the books used in book-keeping? Give a short evnl^ot- <• 
each class. Explain the meaning and application of the term “ subsidiary.” 10 " ° f 
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JOURNAL 

Definition. The Journal, or “daily record” as originally used, 
was a book of prime entry in which transactions were copied, in 
order of' date, from a Memorandum or Waste Book. The entries, 
as they were copied, were classified into debits and credits so as to 
facilitate their being correctly posted afterwards in the Ledger. 

Journal Superseded by Subsidiary Books. The method of 
entering every transaction into the Journal was soon found to be 
cumbersome and tedious, and also to lack facilities for ready refer¬ 
ence First, the cash transactions were omitted and dealt with in 
another book; then the credit purchases and sales were entered in a 
separate book; finally, the use of the Journal in its original form 
became obsolete, and the book itself was superseded by the sub¬ 
sidiary books or books of prime entry. The use of separate books lor 
cash, purchases, and sales, besides being a great time saver, also 
provides greater facilities for reference. Strictly speaking, however, 
these books are but modified forms of the Journal proper, though 
the Cash book may be said to be partly a Journal and partly a 

Present-day Use of the Journal. In modern counting-houses, 
the Journal, if in use at all, is kept for the purpose of recording 
opening and closing entries, transfers, the writing ofl of bad debts 
and depreciation, the debiting and crediting of interest, the correc¬ 
tion of errors—in short, for such entries as cannot conveniently 
be made in any of the other books of original entry, or which are 
not sufficiently numerous to necessitate a special book being devised 
for them. As, however, all these entries can be made direct from 
one Ledger account to another, it is quite possible for a set of books 

to be kept without using a Journal at all. f 

Such a practice cannot, however, be recommended. Iransters 

should certainly be recorded in the Journal before being made in 
the Ledger, so as to obviate the danger of one-sided entries, i.e. 
the entering of a Debit or Credit without the contra entry; for 
instance, crediting a personal account By Bad Debts , and omitting 
to make the corresponding debit in the Bad Debts Account itsel . 
Such entries, of course, prevent the periodical agreement of the 
books. Further, the cause of discrepancy between the debit and 
credit totals of the Trial Balance is, in such cases, very difficult to 
trace, as calling-over, re-casting, re-balancing, all fail to find it. 
It often involves the examination of large numbers of ledger 

accounts, in order to find any entries not ticked. 

Furthermore, it is impossible to keep a set of books on the self¬ 
balancing principle, the sole object of which is to localize errors, 
unless every entry passes first through a subsidiary book. It is a wise 
precaution, therefore, to insist upon all transfers being made 
through the medium of the Journal. 
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Narration. The modern use of the Journal requires an explana¬ 
tion at the foot of each entry, in technical language a “ narration.” 
Whether a Journal entry involving more than one debit and more 
than one credit should be preceded by the phrase Sundries to Sundries 
is a matter on which there is a difference of opinion; but a narration 
is always necessary unless the item speaks for itself—thus “Bad 
Debts Dr. to A” is obviously the writing off of a debt irrecoverable 
from A. On the other hand, if we have “A Dr. to B,” the reason 
for the entry is not clear without a narration such as “ Error in 
posting 20th Jan.” For examination purposes, a narration is 
essential. 

PURCHASES BOOK 

Nature and Use. This is one of the subsidiary books, or books of 
original entry in which are entered all goods bought on credit . In 
addition to being called the “Bought Book,” “Bought Day Book,” 
or “ Purchases Day Book,” which terms are self-explanatory, it is also 
termed the “Invoice Book,” owing no doubt to the fact that the 
purchases invoices are copied into it, sometimes in detail, sometimes 
in total. Cash purchases are best dealt with in the Cash Book alone, 
though the practice of entering them in the Bought Book as well, 
in order to post the purchases in one total to the Purchases Account, 
still obtains. The rulings vary from the ordinary two columns for 
details and total respectively to the several columns in use in those 
businesses where, owing to the complexity of the transactions, 
analysis becomes imperative if the system of book-keeping is to 
furnish really satisfactory information. 

Trade Discounts. I hese are abatements or allowances from 
the catalogue price of goods. They should be deducted from the 
invoices which will be entered net in the Purchases Book and so 
posted into the Ledger. 

Common Errors in the Purchases Book. In writing up the 

ordinary two-column Purchases Book, care must be taken to see 

that no purchases are entered in it except those that are for re-sale. 

If purchases of machinery, fixtures, stationery, coal, etc., are so 

entered, the Purchases Book must be analysed and summarized at 

the end of the month in order that all such items may be posted 

to appropriate asset and expense accounts. These commodities are 

for own use or consumption, and if posted to the Purchases Account 

would cause the gross profit to come out at less than the actual 
amount. 

Trade Purchases Book. There is a marked tendency in many 
businesses to keep the Purchases Book for trade transactions only 
ue. for purchases of goods for re-sale; and, in such cases, the 
Bought Ledger is often called the “Trade Ledger.” Invoices for 
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assets and expenses are filed as and when received, and, when paid 
for at time of purchase, the personal side is ignored by posting the 
payment in the Cash Book direct to the asset or expense account 
involved. Thus, suppose on the 15th of the month we bought some 
stationery from Messrs. Brown & Co. When the invoice was received 
it would simply be filed, and at the end of the month when the 
account was paid, the entry in the Cash Book would be By Station¬ 
ery (Brown & Co .); which would be posted direct to the Stationery 
Account. This saves a considerable amount of entering up in the 
Bought Book, and is, perhaps, quite satisfactory in those businesses 
where the items are few and it is the custom to pay all such accounts 
at the end of the month. 


SALES BOOK 

Nature and Use. This is another of the books of original entry. 
In it are recorded all goods sold on credit , i.e. not paid for at the 
time of sale. The book is known by various names: “Day Book,” 
“Sold Day Book,” and “Sales Day Book.” The ruling may be 
the ordinary two columns or it may be the tabular form—which is 
a matter dictated by the requirements of the business. Cash Sales 
should not be included in this book, but should be entered in the 
Cash Book only. If, however, a regular credit customer happens 
to pay cash down for some particular goods in order to reap the 
benefit ol a cash discount, it is best for such sale to be passed through 
the Sales Book in the usual way, so that the customer’s account 
may be a full record instead of a partial one. But where a customer 
has not a Ledger account with the firm, such a course is, as a general 
rule, wholly unnecessary. It duplicates the work without offering 
any compensating advantage. 

Odd and Even Day Books. In some businesses where bound 
books are used, the custom exists of keeping odd and even Day Books; 
that is to say, all transactions on even dates, such as 2nd, 4th, 6th, 
etc., will be entered in one book; and all transactions on odd dates, 
such as 1st, 3rd, 5th, etc., will be entered in another book. This is 
done in order to prevent loss of time through one clerk having to 
wait for a book that another clerk is using. It also ensures the clerical 
work being up to date, for the ledger clerk can be using one Day 
Book to post up the previous day’s transactions, while the invoice 
clerk is using the other Day Book to write the current day’s 
transactions. 

Trade Discounts. As with the Purchases Book, so also with the 
Sales Book, these allowances off the selling price should be deducted 
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on the invoice, and only the net sale carried out and posted into the 
Ledger. 

Sales Journal. This is a form of 
businesses where press-copy or carbon-copy Invoice Books are in 
use. No details are entered in it, but merely the date, name, and 
total of each transaction, columns being provided for the purpose 
of analysis. Reference is made to the detail by quoting the number 
of the invoice or the folio or page of the press copy book. The 
following is an example— 


Sales Book adopted in those 


SALES JOURNAL 


Date 

No. of 
Invoice 1 

Name 

Led. 

Fol. 

Total 

Mantles 

Dress 

Materials j 

Felts 





• 





1 Or press copy book folio. 


PURCHASES RETURNS BOOK 

Nature and Use. This book, called also “Returns Outwards 
book,*’ is a book of original entry in which are recorded all returns 
°1 goods bought. The reason for return may be that the goods are 
ol the wrong kind, or not up to sample, or because they are damaged. 
I he ruling of the book will naturally be identical with the ruling 
of the Purchases Book. Allowances claimed for breakages, short 
weight, overcharge, etc., are usually dealt with in the same book. 
Quite frequently this will be found at the back of the Purchases 

Day Book. 

Debit Note Book. A specially printed Memorandum Book is 
generally utilized. Debit Notes with full particulars are sent to 
the parties concerned, the counterfoils providing the material for 
writing up the Returns Book. 

1 Posting to Ledger. Each person to whom goods have been 
^returned, or from whom an allowance has been claimed, is debited 
}n the Bought Ledger, and, at the end of the month, the total is 
credited to the “Purchases Returns and Allowances Account” in 
the General or Impersonal Ledger. Some accountants, however, 
prefer to open a separate “Allowances Account” for such items 
are not actual returns, i.e. abatement in price, claims for broken 
Or damaged articles, etc. The Allowances Account is finally closed 
to Trading Account through the Purchases Account. 
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SALES RETURNS BOOK 

Nature and Use. This book, termed also “Returns Inwards 
Book/’ is a subsidiary book used for the purpose of recording all 
returns of goods sold. The circumstances necessitating the return 
of the goods may be that they are of the wrong description, or of 
inferior quality, or damaged. The ruling of the book will, of course, 
correspond with that of the Sales Book. Allowances claimed in 
respect of short delivery, breakage, overcharge, etc., are usually 
included in the same book. The back of its corresponding Day 
Book is sometimes used for such returns, etc. 

Credit Note Book. A specially printed counterfoil Memor¬ 
andum Book is in common use. Credit Notes, printed in red ink, 
with full details, are sent to the customers concerned, the counter¬ 
foils supplying the necessary particulars for writing up the Returns 
Book. Since, however, these items arise from claims by customers, 
another method is to fde the claims and enter up the Returns Book 
from the file. This ensures that all credits are bona fide claims 
and obviates the possibility of an amount being collected and 
embezzled and then entered as “Returns.” 

Posting to Ledger. Each person who has returned goods is 
credited in the Sales Ledger, and, at the end of the month, the total 
is debited to the “Sales Returns and Allowances Account” in 
the General or Impersonal Ledger. For items of allowances other 
than actual returns, a separate “Allowances Account” is some¬ 
times kept in addition to a Returns Account, and closed at 
balancing time to the Trading Account through the Sales 
Account. 


QUESTIONS 

1. Define.the term “Journal.” Explain why the Journal has been gradually 
superseded by other “books of original entry.” 

2. Explain the present-day use of the Journal. Why is it important that 
transfers should always be made by means of Journal entries? What is meant 
by “narration”? 

3. Explain the nature and use of the Purchases Book. What other names has 
it? How should Cash purchases be treated? 

4. What are “trade” discounts, and how should they be treated in books? 
Give examples of some common errors in the Purchases Book. 

5. What is meant by a “Guard Book,” and a “Trade Purchases Book”? 

6. Explain the nature and use of the Sales Book. What other names has it? 
How should Cash sales be dealt with? Are there any exceptions to the general 
rule? 

7. Explain the practice of keeping “odd” and “even” Day Books, and its 
advantages. 

8. Explain, with facsimile ruling, the nature and use of a “Sales Journal.” 

9. Explain the nature and use. of a Purchases Returns Book. What other name 
has it? What is a Debit Note Book? 

10. Explain the nature and use of a Sales Returns Book. What other name 
has it? What is a Credit Note Book? 
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CASH BOOK 

Nature and Use. This is a book of original entry, the object of 
which is to record all receipts and payments of money. It is wrongly 
classed as a subsidiary book, for it is really part of the principal 
book, i.e. the Ledger, being nothing more or less than the Cash 
and Bank Accounts taken out of the Ledger and bound separately 
for the sake of greater convenience. This is at once apparent when 
we remember that the Cash and Bank balances, like all other 
Ledger balances, must be entered in the Trial Balance and Balance 
Sheet before either of the latter can be agreed. 

Headings of Cash Book. The ornamental headings Cash and 
Contra are still sometimes found, though they serve no useful 
purpose. 

Rulings of Cash Books. There are different rulings of Cash 
Books in vogue: With the ordinary Cash Books the number of 
columns varies from one (for Cash or Bank) to three (for Discount, 
Cash, and Bank respectively). With tabular Cash Books the number 
of columns may be numerous, according to the nature of business or 
the requirements of the counting-house. (See page 12 under “Bank 
Cash Book ” for a more modern method of recording cash.) 

Contra Entries. In the ordinary three-column Cash Book there 
will be, in addition to the usual receipts and payments of money, 
cross or contra entries, i.e. transfers of money from Cash to Bank, 
and contra transfers from Bank to Cash. A surplus of Cash is paid 
into Bank, and a shortage of Cash is made good by withdrawals 
from Bank. In all such cases an adjusting entry is, therefore, 
required in the Cash Book. These contra items do not require to be 
posted as they ofTset each other. This is indicated by a contra sign 
— e —in the folio columns. 

Cash Discounts. These are deductions made from accounts 
receivable and payable at the time of settlement. They are entered 
m a special column of the Cash Book, and their totals are respec¬ 
tively posted to a “ Discounts Allowed ” and a “ Discounts Received ” 
account in the Ledger, so that the exact gain or loss by discount 
ma Y easily be ascertained. 

Treatment of Cheques. In some businesses all cheques received 

are entered in the Cash column; in others they are entered direct 

into the Bank column. Again, in some businesses, cheques received 

from customers are endorsed on to creditors. Such cheques must, 

both when received and also when paid away, be entered in the 

Cash columns. This practice is, however, very unsatisfactory—all 

cheques should preferably be cleared through a bank the same dav 
as received. 7 

Cash Sales. Where the Cash Sales, or “till takings,” as they 
are often called, are not very large or numerous, the total is generally 
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entered at the end of the month in £he General Cash Book, and 
posted to the Sales Account in the General Ledger. But where the 
transactions are both large and numerous, a separate Cash Sales 
column is provided for the daily or weekly amount, and the monthly 
total of this column is posted to the Sales Account. 

Bills Receivable and Payable. Where Bills Receivable and Bills 
Payable are very numerous it is not unusual to find separate columns 
provided in the Cash Book to accommodate such receipts and pay¬ 
ments. Only the monthly totals of such columns are posted to 
the General Ledger accounts for bills, thus saving the labour of 
posting a considerable amount of detail. The detail posting, how¬ 
ever, possesses the advantage of showing at a glance which bills 
are outstanding, although the Bill Book, if kept marked up, will 
show this. 

Posting to Ledger. All items in the Cash Book (excepting bal¬ 
ances and contra entries) are posted into the Ledger. The receipts 
on the debit side of the Cash Book are posted to the credit ol the 
Ledger accounts affected, 11 By Cash” and “By Discount” (il any); 
and the payments on the credit side of the Cash Book are posted 
to the debit of the Ledger accounts concerned, To Cash” and “ To 
Discount” (if any); or, the Cash and Discount are frequently 
added together and posted as “Cash, etc.” It depends largely upon 
whether the advantage of having the two items in the Ledger com¬ 
pensates for the time occupied in making two entries instead of one in 
each case. The discount total on the Dr. side of the Cash Book is 
posted to the Dr. of Discount Account in the Ledger, as the items 
have been posted individually to the credit of the personal accounts. 
The reverse applies to those on the Cr. side, i.e. the total discount 
on the Credit side is posted to the credit of the Discount Account, 
the items having been posted individually to the debit of the 
personal accounts. Very often the discount totals on each side are 
posted to separate accounts, as previously mentioned when dealing 
with Cash Discounts. 

Balancing the Cash Book. To avoid the trouble, as well as the 
possibility of error, of continually carrying forward large amounts 
on each side, the Cash Book is balanced at least once a month, 
and the balances are carried down to the new period. 

Bank Cash Book. A modern development of the three-column 
Cash Book (Discount, Details, Bank), known as the “Bank Cash 
Book” is much in use at the present day. All money received 
is paid into the Bank intact, and all payments except Petty Cash 
payments are made by cheque. The debit side of the Cash Book 
is written up from printed and numbered carbon copy receipts, 
and the credit side from the counterfoils of the cheques paid away. 
No cross entries are necessary; when money is paid into the Bank 
the amount is simply extended into the Bank column; and when 
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money is drawn for Petty Cash, the amount is credited cut of this 
Cash Book and posted to the debit side of a separate Petty Cash Book. 

Cash Systems. The forms of Cash Books outlined, whilst in 
very general use, do not represent the last word in system as applied 
to the control of cash under modern conditions of commerce. The 
student must not imagine that there is a one and only Cash Book 
in use (though ruled with two or more columns) in the counting- 
house. As the Journal has been superseded by a number of sub¬ 
sidiary books which contain transactions peculiar to them, so also 
has the Cash Book proper been adapted to meet modern require¬ 
ments. The first change is wherein the Cash Book is composed of 
two books, namely, “Cash Received” and “Cash Paid,” neces¬ 
sitating the use of a third or Private Cash Book in which to show 
the balance. These books are again subject to division as determined 
by the circumstances of the business. The counting-house may 
have “Received” and “Paid” Cash Books corresponding to Debtors 
and Creditors for different localities, etc. Again, a “Cash Paid” 
Book may be had for control over “real” expenditure, and a further 
one for expenditure on “fixed” charges. Whenever transactions in 
cash in any particular direction assume sufficient importance as to 
their nature and extent, then special provision for their control in 
the cash system will be effected. A cash system develops side by 
side with a business, and only a thorough knowledge of practical 
conditions can indicate the best system of control of cash. Cash 
systems are applied in a very thorough and efficient manner by 
public utility companies, such as Gas companies, Water companies, 
and Railway companies, etc. Insurance companies have an 
elaborate system of control over cash, and an idea of the system is 
appended. 

Reverting to the “Cash Book,” it remains to be said that its 
function under a cash system is that of a summary—or “total” 
cash account—and contains only the final figures taken from the 
subsidiary cash books. 

The cash system of a life assurance office provides the following 
Cash Books and registers for control over money received and paid 
through its offices and agencies. 

A General Cash Book, for daily totals, with two subsidiary 
cash books, namely, “Cash Received” and “Cash Paid.” 

1. The Cash Received Book is provided with the following 
columns— 

(a) Premiums. The amounts entered in the respective 

{b) Interest. columns are, in turn, supplied from 

M Dividends on loans and invest- “subsidiary” cash books. 

ments. Examples of these are— 

{d) Loans repaid. 1. H.O. Premium Cash Book. 

{e) Branch and agency remittances. 2. Agency Remittances Cash Book. 

(/) Consideration for annuities. 3. Loans Cash Book, etc. 



14 


ADVANCED ACCOUNTS 


2. The Cash Paid Book is provided with the following columns— 

The amounts entered in the respective 
columns are, in turn, supplied from 
“subsidiary” cash books. 

Examples of these are— 

1. “Claims” Cash Books (Ordinary and 
Industrial). 

2. Loans on Policies Cash Book. 

3. Annuities Cash Book. 

4. Surrenders. 

5. Petty Cash Book, etc. 

Although special Cash Books may not be provided for all classes 
of receipts and payments, there would be adequate means of control 

by records in appropriate books, registers, etc. 

Reconciliation Statement. This is a statement drawn up in 
order to agree the Bank balance as shown by the Bank Pass Book, 
with the Bank balance as shown by the Bank column of the Cash Book. 
The statement is generally copied into the Cash Book at the end 
of the month as a permanent record. The two balances seldom 
agree. Cheques paid away to creditors are entered in the Cash 
Book as at the date they are drawn, but they will not be shown 
in the Pass Book until the creditors have cleared them. Again, 
cheques paid into the Bank do not always appear in the Pass Book 
on the same date; the pass books are usually made up the 
dav following. On checking the Pass Book with the Cash Book 
at the end of the month there will be several items not ticked 
in the Cash Book, simply because they are not included in the 
Pass Book. These items furnish the material for the adjusting 
entries as shown in the pro forma example below. 


RECONCILIATION STATEMENT 


Bank Balance as per Pass Book 

Add Cheques, etc., paid in, not credited 

Deduct Cheques paid away, not yet pre¬ 
sented— 

Smith & Son . 

Jones & Co. ..... 

Brown & Roberts . . • • 

Bank Balance as per Cash Book 

Where the balances are overdrafts the position is of course 
reversed, cheques paid in but not credited being deducted and those 



(a) Claims. 

( b ) Annuities. 

(c ) Bonuses. 

(d) Surrenders. 

( e) Loans. 

(/) Investments. 

( g) Reassurances. 

(h) Management expenses, etc. 

( i ) Sundry Expenses. 
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not presented for payment being added. Insufficient attention is 
often given to the preparation of these statements and students are 
advised to work a variety of examples. Items such as Bank Charges 
frequently appear in the Pass Book and in practice are immediately 
entered in the Cash Book and a new balance struck before the 
Reconciliation is attempted. For examination purposes this cannot 
be done and the effect of such items must be allowed for in the agree¬ 
ment by cancelling their effect on the Pass Book balance. 

An example covering this point and showing a reconciliation 
between an overdraft in the Pass Book and a debit balance in the Cash 
Book is set out below. 


RECONCILIATION STATEMENT 


Balance being overdraft as per Pass Book 

£ 

s. 

d. 

£ 

j. 

d. 



249 

8 

8 

Less Cheques paid in npt credited . ; 




194 

14 

10 





54 

13 

10 

Add Cheques not presented— 







E. J. Read ...... 

16 

16 

— 




R. Edwards ...... 

50 

— 

— 

66 

16 

— 

Less Bill Payable met not entered in Cash 




121 

9 

10 

Book ...... 

Payment under Banker’s Order not 

188 

16 

3 




entered in Cash Book 

25 

19 

9 

214 

16 

— 

Balance as per Cash Book . 


£93 

6 

2 


PETTY CASH BOOK 

Nature and Use. This is a book of original entry devised for 
the purpose of relieving the General Cash Book of much cumber¬ 
some detail. It is used for recording the numerous petty disburse¬ 
ments incidental to modern businesses. There are various methods 
of keeping the Petty Cash, the money for which is advanced in 
round sums as and when required. In small businesses a Memor¬ 
andum Cash Book is kept, and at the end of the month the total 
expenditure is credited in the General Cash Book and charged to 
the Trade Expenses Account; in other cases the expenditure is 
analysed under appropriate headings, and the analysis is copied into 
the General Cash Book for posting to the corresponding Ledger 
accounts. A Petty Cash Account is often raised in the Ledger, and 
the monthly summary journalized and posted to the debit of the 
accounts concerned and to the credit of the Petty Cash Account. 
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Imprest System. The best method of keeping the Petty 
Cash is what is known as the “Imprest System,” by means 
of which a certain sum of money is definitely “retained” or 
“held” for Petty Cash expenditure. At the end of the month a 
cheque is drawn for the exact sum spent, so that the imprest 
amount is always in hand at the commencement of each month. 
The expenditure is recorded in a tabular Petty Cash Book, which 
is utilized as a posting medium. By this method the expenditure 
is analysed daily as it occurs, thus saving the trouble ol monthly 
analysis; while the posting of the columnar totals direct from the 
Petty Cash Book to the expense accounts in the General Ledger, 
instead of through the medium of the Journal, is a great saving of 
labour, and also minimizes the risk of error inasmuch as copying 
into the Journal is dispensed with. An example of this is set out 
in Chapter IX. 

BILL BOOKS 

* 

Nature and Use. These are two subsidiary books, called Bills 
Receivable Book and Bills Payable Book respectively, used 
for the purpose of recording all bills drawn, received, and accepted 
by the firm, and the necessary particulars connected with them, 
such as drawer, drawee, payee, tenor, where payable, due date, 
how dealt with, etc. 

LEDGER 

Nature and Use. We come now to what is called the principal 
book, namely, the Ledger. As has been previously stated, a part 
of the Ledger, called the Cash Book, is bound as a separate book 
for the sake of convenience. The whole of a trader’s transactions 
are entered from the subsidiary books into the Ledger, but in a 
summarized and classified form, e.g. all Smith’s transactions in 
Smith’s Account, all Sales transactions in Sales Account, but in 
total instead of in detail, and so on. 

Rulings of Ledgers. Many different rulings are met with in 
business. The most usual have columns for date, particulars of 
transactions, folio, and amount. Double money columns are in 
use where the business has foreign customers, one column being 
kept for currency and the other for sterling. Double and sometimes 
treble money columns are also provided in order that accounts may 
be ruled off as and when paid. 

Index. In order to facilitate reference to the accounts contained 
in it, each Ledger is furnished with an alphabetical index, which is 
either at the commencement of the Ledger or bound as a separate 
book. Card Indexes are in vogue in many businesses. The index 
cards are kept in a tray, a separate card being used for each cus¬ 
tomer’s name. They have many advantages; new names may be 
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added without throwing the others out of order; they also effect 
a great saving of labour, as the necessity for re-writing an index 
does not arise. If they are of the visible type there are the added 
advantages that they can be referred to much more rapidly and 
do not have to be removed for posting. 

Subdivisions of the Ledger. The usual subdivisions of the 
Ledger are as follows— 

Purchases or Bought Ledger (sometimes termed “Creditors 
Ledger”), which contains the creditors' accounts. 

Sales or Sold Ledger (sometimes termed “Debtors Ledger”), 
which contains the debtors' accounts. 


Impersonal or General Ledger, which contains the real and 
nominal accounts. I he term Nominal Ledger is sometimes applied 
to this Ledger; but this is inaccurate, since such a designation 
should, strictly speaking, embrace only those accounts that relate 
to gains and losses. 


Private Ledger, which contains the Capital Account and Drawings 
Account of the proprietor or of each of the partners. It also con¬ 
tains the Trading and Profit and Loss Account and Balance Sheet 
lor each half year or year. 

Other Divisions of Ledgers. In addition to the above, we find 
other subdivisions such as Bills Receivable and Bills Payable 
Ledgers, Agents’ Ledgers, Branch Ledgers, Consignment Ledgers, 
Investment Ledgers, etc., each firm adapting the division to meet 
its own particular requirements. 

Sectional Division of Ledgers. In some businesses the Bought 
Ledgers and Sales Ledgers are divided into sections ( a) alphabetically 
as A-G, H-L, M-R, S-Z; (b) departmentally as A Dept., B Dept., 
or Hosiery Dept., Drapery Dept.; or (c) geographically as Town, 
Country, Foreign. 

Balancing of Ledgers. No hard and fast rule can be laid down 

jor balancing and ruling off Ledger accounts. In some businesses 

it is done monthly, in others quarterly. Again, in some businesses 

accounts are also ruled off as and when paid; in others, only at the 

close ol each half-yearly or yearly trading period, it being desired 

to see the turnover of each customer. Probably the balance of 

convenience is to rule off an account whenever a payment is made, 

so that the composition of the balance remaining may be seen at a 
glance. 


QUESTIONS 

1. What are “cash” discounts, and how should they be treated in the books? 
what varmnons are there in practice with regard to the treatment of cheques? 

for R-n Sh °. u d Cash Sales be treated in the Gash Book? Why are columns 
*or Bills sometimes found in the Cash Book? 
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3. How is the Cash Rook posted to the Ledger as regards ( a ) receipts, ( b ) pay¬ 
ments. ( c ) discounts? When is the Cash Book balanced, and why? 

4. Explain briefly the nature and use of a Bank Cash Book.” Submit example 

and make six specimen entries therein. 

5. What is a Reconciliation Statement or Account? Submit proforma example 


of one. , . 

6. Explain briefly the nature and use of a Petty Cash Book, and its connexion 

with the Cash Book, Journal, and Ledger. 

7. What is meant by the Imprest System of keeping the Petty Cash. Give 
a short account of its operation and advantages. Submit ruling of such a 1 etty 
Cash Book, and enter therein six specimen transactions. 

8. Explain the nature and use of Bill Books. Submit rulings and make three 

specimen entries in each book. 

9. What is a Ledger? Explain its form and use. 

10. What is the object of double money columns in some Ledgers. What is 
an Index? Explain the use and advantages of Card Indexes. 

11. What is a Cash Book? Explain its use. Is the Cash Book a “principal or 

a “subsidiary” book? Give reasons for your answer. , , 

12. Explain the terms “Cash,” “Contra,” “Dr,” and “Cr in a Cash Book. 
What are “cross” or “contra” entries? 


LOOSE-LEAF AND CARD LEDGERS 

Nature and Use. Loose-leaf Ledgers consist of sheets ruled like 
the pages of an ordinary bound Ledger, such sheets being inserted 
or abstracted from an expanding binder as and when required. 
A certain number of sheets are printed and numbered; and a 
register is kept which shows when and to whom they were issued. 
The sheets are arranged alphabetically, Al, A2, A3, etc., Bl, B2, B3, 
etc., Cl, C2, C3, etc., and the number given to a customer when an 
account is opened for him always appears on all sheets relating to 
this particular customer. Thus, suppose James Smith is the twenty- 
third customer whose name begins with S; then S23 will always 
appear on the Ledger sheets of James Smith’s Account, and as 
further sheets are added they will be numbered S23/1, S23/2, S23/3, 
etc. The Ledger sheets are kept in two distinct binders or holders, 
one for live or current accounts, and the other for dead or closed 
accounts. If the transaction is a chance one, the customer’s account, 
when paid, is transferred to t'he closed section; if it is followed later 
on by further transactions, the account is retransferred to the current 
section. Card Ledgers are on exactly the same principle, the cards, 
however, being kept in special trays or drawers. The loosedeal 
binders and the card trays or drawers are generally fitted with 
patent locking devices, the keys of which can be retained by some¬ 
one in authority. Though very suitable for the personal accounts 
of debtors and creditors, they can also be used to advantage for 
statistical records, such as cost accounts, register of members of 
a joint stock company, etc. 
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Advantages. The advantages claimed for Loose Leaf and Card 
Ledgers are as follows— 

1. The current Ledger is not cumbered with dead or closed 
accounts, as the latter are taken out and filed separately; neither 
does it contain a number of blank pages. 

2. There is no need for an index, the cards and leaves being 
arranged alphabetically. 

3. The labour of making new indexes and ol opening entirely 
new Ledgers is dispensed with. 

4. The Ledgers are continuous or “perpetual.” Extra leaves or 
cards are added for each new account. 

5. The work of posting, rendering statements, or taking out bal¬ 
ances can be performed much more quickly, as sheets can be allotted 
to a number of clerks simultaneously. 

6. An account is continuous, not scattered over many pages of 
the Ledger and frequently necessitating much backward and for¬ 
ward reference when the account is one of any extent. 

7. When accounts are the subject of litigation, to produce a 
few loose leaves or cards instead of a bound book or books would 
obviously be to the advantage of the court and the litigant, and 
also to the counting-house, as it would not bring the clerical work 
to a standstill owing to the books being away. 

Disadvantages. The principal disadvantages of Loose Leaf and 
Card Ledgers are— 

1. The cards or leaves may be accidentally or wilfully lost or 
destroyed. 

2. Fresh cards or leaves may be fraudulently substituted for 
others, in order to commit or conceal fraud. 

3. The uncertainty as to whether such Ledgers would be recog¬ 
nized if put in as evidence in a court of law. 

Loose Leaf v. Card Ledgers. The advantages claimed for the 
Loose Leaf over the Card System are— 

1. The form of the Ledger is maintained with any consequent 
benefits. 

2. The Ledger sheets are not so likely to get displaced or lost, 
as they are larger than the cards. 

. 3. It is just as suitable for large as for small accounts. A better 
idea of an account can be obtained by glancing over a few sheets 
than by looking at numerous cards. 

4. The utility of Card Ledgers is restricted to the ordinary debtor 

and creditor rulings. Elaborate rulings are not possible on small¬ 
sized cards. 

On behalf of the Card System it is contended that cards arc 

more easily handled, and that there is little risk of cards bein£ 
displaced or lost. ^ 


2 —(B. 1405) 
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SLIP SYSTEM OF BOOK-KEEPING 

Nature and Use. Mention must here be made of what is known 
as the “slip” system of book-keeping. It is really a reintroduction 
of the earliest methods of “book-keeping without books,” or 
“accounting,” as it should be more properly called in such cases; 
that is, a recording on loose sheets of paper, of transactions usually 
entered in subsidiary books. In its widest sense the term includes 
also loose leaf and card Ledgers. 

Under the ordinary system of book-keeping, transactions are 
recorded in books of original entry, and these transactions have to be 
copied into the Ledger. The copying process has to be continued 
into other books according to the complexity of the transactions 
and the requirements of the business itself. The object of the slip 
system is to do away with this constant re-copying, by making the 
original record serve all the purposes of book-keeping. Thus, a 
carbon copy of an invoice may serve the purpose of both Day Book 
and Ledger Account. The counterfoils of receipts and cheques 
may be posted direct to the Ledger Accounts affected, thus avoiding 
the copying into the Cash Book, and the subsequent copying from 
there into the Ledger. Naturally, there are many variations of 
detail in practice, a constant compromise, so to speak, between 
principle and convenience. The slip system has been adopted by 
banks for many years, the numerous customers’ accounts being 
regularly posted up from original “dockets,” such as paying-in 
slips, cheques, etc. 

Advantages. The following advantages are claimed for the slip 
system of book-keeping— 

1. Saving of time and labour, as it reduces the number of sub¬ 
sidiary books. 

2. Ledgers can be posted more promptly, as the slips can if neces¬ 
sary be distributed among several ledger clerks simultaneously. 

3. The minimizing of the risk of error, as much copying into 
intermediate books is dispensed with. 

4. Ready reference from the Ledger direct to the original slips. 

Slip Day Book. A large book is generally used with at least three 

or four printed and numbered invoice forms on a page. Carbon 
copies are obtained each time an invoice is made out. Postings 
are made from the carbon facsimiles (which are also detachable), 
direct to the personal accounts in the Ledger. References are 
made in the Ledger to the number of the posting slips, which are 
then carefully filed alphabetically, and in order of date. If subse¬ 
quent reference is likely to be frequent, the detail itself is often 
copied into the Ledger so as to avoid the constant turning up of 
slips. The amount of each invoice is extended into money columns 
provided on the counterfoils, or entered on a summary sheet against 
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its corresponding number, or into a specially ruled dissection book 
if dissection is necessary; and the totals of the counterfoils, sum¬ 
mary sheet, or dissection book are posted periodically to the Sales 
Account. In some cases, however, the amount of each slip is 
posted direct to the Sales Account. 

A simple form of such day book is in use in most retail shops. 
Carbon copy “bills” or invoices are made out for each sale, one 
copy being given to the customer and the other handed in at the 
cash desk. Each form is numbered, and the amount of each sale 
is registered on a summary sheet at the back of the book, so that 
the total sales may be ascertained daily or periodically. Where 
dissection is imperative, the carbon duplicates are usually on 
different coloured papers, according to the departments making 
the sales; and dissection is easily carried out, by simply sorting the 
slips into their different colours and then totalling them. Under 
this system, one of the commonest errors is guarded against, namely, 
the sending out of an invoice without any record of the sale being 
made in the Day Book. It is not necessary that the invoices be 
written by hand; they can be typewritten,'ifdesired. The principal 
objections to the ordinary bound Day Book are the length of time 
taken to compile it, lack of facilities for dissection, and the uncer¬ 
tainty as to whether the entries made therein correspond exactly 
with the invoices sent out to the customers. 

Slip Cash Book. For the General Cash Book it will no doubt 
be found desirable to retain the ordinary bound form of book. 
But where numerous subsidiary Cash Books are in use, a great 
saving of labour may be effected by the adoption of the slip system. 
An ordinary sized Cash Received Book is employed, having three 
or four printed and numbered carbon copy receipt forms on a page, 
which are provided with numbered counterfoils ruled with money 
columns. The carbon duplicates are detached and handed to the 
ledger clerks concerned for posting to the various personal accounts, 
after which they are filed alphabetically and in order of date. The 
totals of the counterfoils serve as a check on the debit side of the 
General Cash Book, and also for the purpose of compiling adjust¬ 
ment accounts for “Self-balancing Ledgers.” The practice of using 
carbon receipts obviates the risk of money being, received and 
acknowledged without any record being made of it. It is not, how¬ 
ever, an infallible safeguard against embezzlement, as the receipts 
may be fraudulently altered; but it is a sufficient safeguard, inas¬ 
much as alteration or erasure can be more or less easily detected. 
. As regards a Cash Paid Book, the same system could be employed, 
i.e. each page would contain three or four cheque forms provided 
with detachable duplicates, and with counterfoils ruled with money 
columns. The duplicates would be used for the purpose of posting 
to the Bought Ledger and Impersonal Ledger accounts, while the 
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counterfoils when totalled would act as a check on the credit side 
of the “ General Cash Book.” But there is hardly the same neces¬ 
sity as with money received, because the payments are much less 
numerous and more subject to supervision. It is, therefore, desir¬ 
able to retain the old method of writing up the General Cash Book 
from the particulars on the cheque counterfoils, and to post the 
Ledger accounts concerned direct from this book. 

Slip Ledger. Where it is desired to make the original slip serve 
all the purposes of book-keeping, the sale slips are not filed away in 
order of date, but are sorted into alphabetical order and placed in 
separate files or drawers. The personal account of each customer, 
therefore, consists of loose slips. When transactions are settled, the 
slips are removed to another set of files or drawers. This system 
is only suitable for businesses where the number of customers is 
very numerous, but the transactions with each only few in number, 
e.g. where the customers are chance and not regular ones. It may 
also be used for businesses where the accounts are nominally on 
a cash basis, but where it is sometimes necessary to give regular 
customers seven to ten days’ credit. 1 lie advantages ol this method 
are that it is absolutely direct, there being no intermediate entry 
between the original slip and the Ledger; also it obviates the risk 
of error arising from copying. 

TRIAL BALANCE 

Definition. A Trial Balance is a schedule or list of balances, both 
debit and credit, extracted from the accounts in the Ledger, and 
including the Cash and Bank balances from the Cash Book. 

Object of the Trial Balance. Under double entry, the total 
debits in the Ledger must be equal to the total credits, and the 1 rial 
Balance is the recognized method of ascertaining whether this is 
so or not. The Trial Balance, being an epitome of the Ledger, is 
also used as material for preparing the Trading and Profit and 
Loss Account and Balance Sheet. 

Ways of Constructing a Trial Balance. A Trial Balance can 
be constructed in two ways, (1) by means of totals, (2) by means of 
balances. Taking out the totals on each side of the Ledger Accounts 
is seldom done nowadays. In theory exercises, when everything has 
been put through the Journal, the total of the debits and credits 
must also agree with the total of the Journal entries, thus affording 
an additional check on the accuracy of the postings. The modern 
method of preparing the Trial Balance is to take out the balances 
of accounts, ignoring altogether those accounts in which the amounts 
on the one side correspond with the amounts on the other side. 
Some business houses, however, take out the Trial Balance in 
compound form, i.e. the totals and balances side by side. It has 
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the advantage of revealing compensating errors, for the total of 
the debit column of the Trial Balance must then agree with the 
total of those subsidiary books that are posted to the debit of 
accounts in the Ledger together with the closing Cash balance but 
omitting the Cash balance in the opening entries; and the total of 
the credit column of the Trial Balance must likewise agree with the 
total of those subsidiary books that are posted to the credit of accounts 
in the Ledger. Where, after repeated attempts, the totals of the Trial 
Balance cannot be made to agree, the difference is, in practice, put 
temporarily to a special account entitled “Suspense Account,” 
or “Error in Books,” to await developments. But in a properly 
organized concern, nothing short of an exact balance can be 
considered satisfactory. The adjustment of such errors when found 
in a subsequent period is dealt with in Chapter III. 

Trial Balance not an Absolute Proof. The Trial Balance is a 
proof only of the arithmetical accuracy of the postings; and even 
so, it is only prima facie evidence of such accuracy. Certain classes 
of mistakes, as under, are not shown by the Trial Balance prepared 
in the modern or simple form, i.e. balances only— 

L Omission of Entries. If both the debit and credit entries of 
a transaction have been omitted, the Trial Balance will not be 
affected, and will not, therefore, reveal the error. 

2. Compensating Errors. If one account has been under- or over- 
debited or credited with a certain amount, say £20, and another 
account has been under- or over-debited or credited with the same 
amount, it will not prevent the agreement of the Trial Balance. 
Hence, the error will not be revealed. 

3. Misposting of Accounts, or Errors of Commission. If £100 has been 
posted to the credit of R. Smith instead of to the credit of F. Smith, 
or if £50 has been debited to F. Brown instead of F. Rogers, such 
a mistake does not throw out the Trial Balance. 


4. Errors of Principle. If an item of revenue expense is debited 
to an asset account (or vice versa), the error does not affect the 
agreement of the Trial Balance and, therefore, it is not revealed. 
vCommon Errors in Trial Balances. The reason why the 
totals of many Trial Balances cannot be agreed at the first attempt 
w very often due to one or more of the following errors_ 

L Debit balances in the Ledger having been entered in the credit 
column of the Trial Balance, and vice versa. 

2. Balances missed in extracting lists of debtors or creditors. 

3. Bad figures. 

4. Errors in calculations when “striking” the balances. 

5. Allowances, etc., entered in personal accounts without coming 

from a Returns Book. 5 


6. Reversal of' figures—£18 11s. for 18s. lid, 
£1 9s. 7d. 


£7 9s. Id. for 
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7. The Purchases Book and Sales Book totals not posted to the 
Purchases and Sales Accounts respectively. 

8. The Discount totals in the Cash Book either not posted to the 
Discount Account, or misposted , the sides being frequently reversed 


m error. 


9. Cash and Bank balances, as per the Cash Book, omitted from 
the Trial Balance, or entered in the credit column instead ol the 


* 

debit, an error caused by the balances on the credit side of the 
Cash Book not having been brought down to the debit side thereof/ 


In the examination room particularly, the sight of a Trial 
Balance which disagrees may be very unnerving. A rather wild 
search often ensues (probably in the hope of “stumbling” across 
the error). It is not a (difficult task to prepare a plan of action in 
such an emergency and the following is recommended: 

1. Add up both sides again; there may be an error in the addition 
of the Trial Balance itself. 

2. Find the actual difference and divide by two. If this new figure 
is to be found in the Trial Balance it is almost certainly on the wrong 
side. The placing of a figure on the wrong side throws the Trial 
Balance out by double the amount. 

3. Check for “transposed” figures. 

4. Glance quickly through for obvious errors such as Capital, 
Goodwill, Stock, and Cash Balance on the wrong side, and see that 
discounts have not been overlooked. 


5. Check the figures again from the Ledger and Cash Book but 
this time with just that little extra care. 

Construction of Trial Balance from List of Balances. 


Examination questions are sometimes set asking for the preparation 
of a Trial Balance from a given list of balances. This means that 
the items have to be sorted into debits and credits, the totals of 
which must agree. The procedure is not so simple as it looks at 
first sight, as students find when they actually essay the task. The 
following rules will be found useful: 

1. Assets, Losses, and Expenses are debit balances. 

2. Liabilities, Gains, and Profits are credit balances. 

Thus, Purchases, Wages, Rent, etc., will be entered in the Dr. 
column of the Trial Balance; and Sales, Discounts Received, 
Interest Received, etc., will be entered in the Cr. column. Again, 
Stock, Plant and Machinery, Bills Receivable, etc., being assets, 
will be placed in the Dr. column; while Capital, Loans, Bills 
Payable, etc., being liabilities, will be placed in the Cr. column. 

In items such as Interest and Discount it should be stated whether 
they have been received or paid; while the balances of personal 
accounts must be indicated as either Dr. or Cr. Sometimes the two 
sides of the Trial Balance do not agree by a large amount, and if 
there is no Capital mentioned, the difference should be entered as 
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such. In some cases, the question paper states that a business is 
purchased for a certain sum, but the net assets taken over (i.e. total 
assets less liabilities) amount to a smaller sum than the purchase 
price. The difference, of' course, is goodwill. 


QUESTIONS 

1. Name the usual subdivisions of the Ledger, and give a short description 

of each. What mistake is sometimes made with reference to the use of the term 
ISominal Ledger”? 

4t 2 - What other divisions of Ledgers are sometimes met with? Explain the 
sectional” divisions of Ledgers. When should Ledgers be balanced? 

3. Describe briefly the nature and use of “Loose Leaf” and “Card” Ledgers. 

4. Enumerate ( a ) the advantages and disadvantages of Loose Leaf and Card 
Ledgers as compared with the ordinary Ledgers, (b) the relative advantages of 
Loose Leaf over Card Ledgers, and vice versa. 

5. Write a short description of the “Slip System” of book-keeping or account¬ 
ing. What advantages are claimed for it ? 

, v 6 e, Ex P lai . n brief, y the nature and use of (a) Slip Day Book, (b) Slip Cash Book, 
[c) Slip Ledger. 

7. What is a Trial Balance? What is the object of it? 

8. In how many ways can a Trial Balance be constructed? Explain each 
method and the advantages attaching thereto. 

9. What errors are not disclosed by the Trial Balance in its modern form? 

10. Describe some of the common errors which prevent the agreement of Trial 
Balances. 

11. State the rule for classifying Ledger balances into debits and credits when 
preparing a Trial Balance from a given list of balances. 

EXERCISE I 

L Journalize the following— 

wonh £i*2 J anuary - Exchanged 3 Carpets, valued at £4 each, for 2 Office Desks 
worth £ 25 han§ed ’ ° n 17lh J anuar Y> Office Safe, valued at £20, for Typewriter 

2. Enter the following transactions into a suitable Purchases Book, showing 

discounts in full detail— 6 

Jan. 1. Bought of A. Brown, 20 bags of Coffee, less 10 per cent 

trade discount, net 

5. Purchased from R. Smith & Co., 12 cases of Sugar, less 
12£ per cent trade discount, net . . 

9. Bought of T. Titus, 6 chests of Tea, less 20 per cent trade 
discount, net 

»> 15. Bought of O. Omicron & Son, 20 bags of Coffee, less 1\ per 

cent trade discount, net •••... 

” 23 - Purchased of P. Peters, Ltd., 20 cases of Sugar, less 5 per¬ 
cent trade discount, net ...... 

” 27. Bought of L. Lucas, 12 bags of Cocoa, less 25 per cent trade 
discount, net ...... 

t h?„!, eter “, Sold on , lst Febru ? r y last to John Swift a parcel of Goods to 
he value of £580 net; the terms of payment were originally cash in a month 

on t it. SU ^ eq a en L t th ? e terms were altered, Swift arranging to pay £130 in cash 
on the Goods being delivered, and as to the balance, to accept Smiths draft at 






£ 

s. 

d. 

72 

18 

— 

42 

14 

— 

36 

12 

4 

74 

15 

5 

57 

19 

— 

28 

14 

6 
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two months for £250, and at four months for £200, Swift also agreeing to pay in 
cash Discount at 4 per cent, with 1 per cent Commission on the two Bills. This 
agreement was carried out; the £130 with the Discount and Commission Swift 
paid, and the two drafts as accepted by him, handed over to Smith. 

Make the necessary Journal and Cash Book entries recording this transaction 
and post to Ledger Accounts. (London Chamber of Commerce.) 

4. Set out below are extracts from the Cash Book (Bank columns only), 
and Bank Pass Book of J. Bull. Prepare a “Reconciliation Statement” as on 
31st December. 


CASH BOOK 


19. . 


£ 

s. 

d. 

19.. 



£ 

/. 

d. 

Dec. 1 

To Balance 

458 

2 

6 

Dec. 2 

By Wages . 

48 

- 

— 

„ 4 

,, J. Smith & Co. 

51 

10 

8 

„ 4 

99 

Petty Cash . 

10 

- 

- 

„ 7 

,, Brown Bios. . 

104 

8 

6 

„ 9 

9 9 

Self (Private) 

100 

0 

0 

„ 9 

,, Geo. White & Son . 

44 

18 

4 

„ 14 

1 } 

J. Tucker 

284 

2 

9 

„ »1 

,, Buller & Co. . 

124 

2 

4 

„ 16 


Wages . 

51 

— 

- 

„ 29 

„ Plumcr & Co. 

98 

— 

2 

„ 20 

99 

Cheque Book 


4 

2 

30 

„ P. Methuen . 

208 

16 

4 

30 

99 

Chcrmside & Co. . 

41 

- 

10 

81 

„ Cronjc & Co. 

84 

14 

9 

31 

99 

Salaries 

35 

- 

— 






„ 31 

99 

Wages . 

49 

- 

- 






31 

f 9 

Hunter & Co. 

101 

4 

8 






„ 31 

• » 

Balance c/d . 

455 

1 

2 


£ 

1,174 

13 

7 



£ 

1,174 

13 

7 

19.. 











Jan. 1 

To Balance b/d . 

455 

1 

2 








BANK PASS BOOK 


(J. Bull in A/c with the Blankshire Bank) 


19. 

• 



£ 

J. 

d. 

19. 

• 


£ 


d. 

Jan. 

1 

To Sell 

50 

— 

_ 

Dec. 

31 

By Balance forward 

205 

15 

5 

99 

1 

i 9 

Comm, on Scotch 




19 

• • 








Draft (Plumer & 




Jan. 

1 

„ Plumcr & Co. 

98 

— 

2 




Co.) ... 



6 

1) 

1 

„ Cronjc & Co. 

84 

14 

9 

99 

2 

• i 

Hunter & Co. 

101 

4 

8 

§ f 

3 

,, J. Dundonald 

49 

14 

8 

ff 

2 

w w 

19 

P. Carew 

48 

1 

— 

w W 

ff 

4 

„ P. Methuen . 

208 

16 

4 

W W 

ff 

3 

If 

Comm, on Scotch 




99 

6 

„ J. Smith & Co. 

48 

13 

6 




Draft (J. Dun- 













donald) 



3 







99 

3 

99 

Unpaid Draft 













(Cronjc & Co.) 

84 

14 

9 







II 

3 

tf 

Chcrmside & Co. 

41 


10 







99 

7 

99 

Wages . 

52 

• 









(London Chamber of Commerce.) 


5. From the following figures prepare a draft Bank Reconciliation Statement— 


Balance shown in Bank Sheet . 

„ „ in Cash Book 

Cheques paid in but not yet credited. 

„ outstanding (unpresented) . 

Bank Charges omitted from Cash Book 
„ Interest credited, not in Cash Book 
Cheque book omitted from Cash Book 

How would you proceed to locate the error disclosed by the Statement ? 

(Chartered Institute of Secretaries.) 


£ 

1,123 

968 

72 

240 

20 

2 


s. 

4 

3 


6 

1 

6 

13 


d. 

7 
2 

8 
2 


8 

4 
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6. Rule a Petty Cash Book suitable for the business of W. Mears, a wholesale 

grocer. Instead of working on the Imprest system the clerk was paid £100 a 
week the first being drawn on Monday, 2nd January, and similar cheques on each 
following Saturday throughout the month. Make specimen entries of not less 
than four in each week, post to the ledger and carry down the balance of the 
Petty Cash on 30th January. ( L ondon Chamber of Commerce — adapted.) 

7. Explain the object of a Journal, and give a list of the books in daily use in 

the Counting House of a City W arehouseman. ( London Chamber of Commerce.) 

8. Enter the following transaction in the subsidiary books you would suppose 
to be in use in a well-appointed City House— 

1st July, Sold to Alfred Bunn, of Beverley, a Bale of Stuff Goods containing 
20 pieces, each of 25 yards, at ninepence per yard; Discount 6 per cent Cash 
at one month prompt—and assume such to have been paid in due course. 

(London Chamber of Commerce.) 

9. Prepare a form of Cash Book and Petty Cash book, and of Purchases and 
Sales Books, having special regard to strict record, whilst securing economy in 
clerical labour; and give a series of specimen entries in the two former. 

(London Chamber of Commerce.) 

10. Make the Journal entries necessary to record the following in the books of 
John Farmer, a wood merchant— 

(a) Commission at the rate of 2£ per cent on a turnover of £9,342 6s. 6d. due 
to Mr. Low, one of his travellers. 

(b) Solicitor’s charges of £9 4s. 6d. for the collection of a debt of £8710s. 8d. 
due from H. Smith (a customer), the charges having been deducted from the 
amount of the debt, and the balance paid to Farmer on 30th August, 19. .. 

W The taking over from a customer (D. Harris) of a second-hand car, valued 
at £40, in reduction of the amount owing by him. 

11. Explain what systems of Book-keeping are used in ordinary practice, and 
itate the differences between such systems, and which system, if any, is to be 
commended above the rest for its adaptability to all classes of business. 

{London Chamber of Commerce.) 

12. What books are generally used in the Office of a Merchant Trader? State 

their several and respective uses. Give a ruling of a form of Cash Book that 
you would recommend. {London Chamber of Commerce.) 

13. Put the following entries into subsidiary books, and assume that the 

trader pays all his Cash receipts intact into the Bank, and pays everything 

(excepting Petty Cash payments) by Cheque. Post to Ledger and draw out 
Trial Balance. 

July 2. Sold Peter Jones 12 pieces Tapestry Carpet, 240 yd., at Is. 9d., less 

2| per cent Cash in 7 days. 

» 2. Cash received, Ready Money Sales, £40 10s. 

t> 2. Paid William Smith, Cheque No. 40, £54; Discount, 54s. 

a 3. Cash received, Ready Money Sales, £39 15s. 

» 4. Received John Brown’s Cheque, £85; Discount, 90s. 

a 4. Cash received, Ready Money Sales, £54 

” 5. Gave J. Smith & Co. my Acceptance at 3 months for £147 10s., dated 

1st inst., balance of a/c. 

a 5. Cash received, Ready Money Sales, £47. 

»» 5. Received W'illiam Dart’s Acceptance at 2 months, dated 2nd inst. for 

£126 4s., balance of his a/c. * 

U 5. Cash received, Ready Money Sales, £40. 
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July 7. Bought of Jones, Wallace & Co., 20 bales Fancy, at £25 per bale Cash. 

less 3 per cent. 

„ 7. Cash received, Ready Money Sales, £25 6s. 

» 9* » » of Peter .Jones, £20 9s. 6d. 

»> 9. ,, ,, Ready Money Sales, £14 10s. 

” £ Gave Jones, Wallace & Co. Cheque £485, No. 41; Discount, £15. 

„ 10. Sold K Humble, 20 pieces Fancy, at £35 per piece. Cash, 1st September, 

less 2i per cent. 

” 19 ’ Claries and Wages, Pay Sheet to 9th inst., Cheque No. 42, £12 10s. 6d. 

„ 10. Cash received, Ready Money Sales, £25. 

(London Chamber of Commerce.) 

of ht ,^ n ; kcw V lark ’, U ^ ar( il , “ us ™ a ". Leicester, not being satisfied with the result 

the ^l m g ’ K ea l u /u■ h i S T ^ ade L,abilitics a « close of the year; and on 
dieoist December he had his Stock carefully taken, and a valuation by an expert 

u, onen , f V tC ’ C ?" cd in iMr ' J onfs ’ a bartered accountant, 

to open up for him a new set of books. His position, at the date named, was ai 

/225 an I" n W “ A Le,ccstc I ° ld Bank - ‘o his credit on Current Account, 

,f n ’ n F PO 't M C u Unt L £ ’ 00 ' Hc had S,ock on hand to d ' c value of 

£6 00° and his Freehold Warehouse was valued at £1,500. His only Liability 

was to James Ihompson, to whom hc owed £4,000. 7 

i HlS rul ^ was to pay all his receipts intact into the Bank, and his outgoings by 

may be thus “ifrhcd ” ,hC f ° ,,OWing yCar ’ and his “ctions 


7. 

9. 

9. 

9. 

10 . 

10 . 

10 . 


Goods bought . 

„ sold [ 

Cash paid for Goods purchased . 

,, received for Goods sold . . ] 

Goods returned by Customers 
»» >> to Manufacturers 

Cash transferred from Deposit to Current A/c 

,, paid James Thompson on account of Loa 
Discounts allowed to Customers 

Andrew Clark—Payments to him as against ant 
'“•ash received for Interest on Deposit 
” P^id for Interest on Thompson’s Loan 
He also paid in respect of the following— 

Wages and Trade Expenses . . 

salaries . 

Freight and Carriage .* 

Repairs . * 


• • 
cipated Pro 


fits 


£ 

12,310 

15,627 

10,600 

14,250 

248 

340 

1.500 

2.500 
230 
500 
100 
225 

750 

430 

285 

90 


tionsf pos't’same to L^edger S Accounts°and draw^ut’Tri^Bafanc^ a ^° Ve 

(London Chamber of Commerce.) 

was— ThC SUmmary ° f thc week] y transactions through the Bank of F. Gray 


Receipts from 
Customers 


Payment of 
Accounts 


Petty Cash 
Withdrawn 


Week ended 7th May, 19.. 

” » » „ 

” » 21st ,, ,, 

„ 28th .. 


£ 

s. 

d. 

£ 

s. d. 

£ 

s. d. 

513 

11 

4 

211 

6 - 

100 


311 

6 

— 

110 

9 - 

100 

MB MB 

322 

1 

8 

631 

12 - 

100 


453 

1 

— 

146 

13 - 

100 

_ — 


99 
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The Petty Cash payments were— 

Salaries 

Personal Drawings 
Travellers’ Expenses 

And— 


£ 

40 per week 



yy 

yy 


Cash 

Purchases 


Week ended 


yy 

yy 

yy 

yy 

yy 

yy 


7 th May, 19.. 


14 th 
21st 
28th 


yy 

yy 

yy 


yy 
yy 
y y 


£ s- a. 

9 11 4 

13 3 9 

15 11 - 

16 13 11 


Rule a suitable Petty Cash Book and make the entries therein. 

Prepare the Cash Book, the commencing balance at the Bank being £1,150. 
Post all the items to the Ledgers and extract a Trial Balance as on 28th May, 
19... (London Chamber of Commerce.) 


16. Outline fully what procedure you would adopt when your Trial Balance 
does not agree. 

17. What check is there as to the accuracy of the balance of the Bills Receivable 
Account? 

18. The following draft Trial Balance was extracted from the books of X and 
Y as on 30th June, 1948, after the Trading Account had been prepared. In it 
there are certain errors which you are required to correct and then to prepare 
Profit and Loss Account for the year ended 30th June, 1948, and a Balance Sheet 
as at that date, dividing profits in the proportion of 5 to X and 4 to Y. The Bad 
Debt provision is to be kept at £500. 


DRAFT TRIAL BALANCE, 

30th June 

, 1948 






£ 

£ 

X Capital Account 

• 

• 

• 


7,600 

Y Capital Account 

• 

• 

• 


4,000 

X Current Account (Cr. Balance) . 

• 

• 

• 


1,650 

Y Current Account overdrawn 

• 

• 

• 

270 

Stock, 30th June .... 

• 

• 

• 

6,780 


Plant and Machinery . 

• 

• 

• 

4,050 


Bills Payable .... 

• 

• 

• 


790 

Salaries . . . • 

• 

• 

• 

2,630 


Depreciation: Plant and Machinery 

• 

• 

• 

450 


Furniture and Fittings . 

• 

• 

• 

810 


Rent, Rates, and 'Faxes 

• 

• 

• 

1,250 


Rates paid in advance . 

• 

• 

• 

40 


Office Expenses: Stationery, etc. 
Depreciation: Furniture and Fittings 

• 

• 

• 

470 


• 

• 

• 

90 


Bad Debts ..... 

• 

• 

• 

220 


Motor Lorries .... 

• 

• 

• 

1,440 


Carriage outwards . . . 



• 

310 

Discounts allowed . . . 

• 

• 

• 


1,430 

Discounts received . . . 

• 

• 

• 

810 

Depreciation on Motor Lorries , 

• 

• 

• 

360 


Legal Expenses .... 

• 

• 

• 

330 


Insurances . . . • 

• 

• 

• 

320 


Insurances paid in advance . . 

• 

• 

• 

30 


Investments .... 

• 

• 

• 

2,500 


Interest thereon .... 

• 

• 

• 

150 

Interest on Capital, X . . . 

• 

• 

• 

380 


Interest on Capital, Y . . . 

• 

• 

• 

200 


Sundry Debtors and Creditors . 

• 

• 

• 

6,790 

3,820 

Provision for Bad Debts. . • 

• 

• 

• 

500 

Bank Overdraft . ... 

• 

• 

• 

1,320 

Cash in Hand . ... 

• 

• 

• 

3D 


Trading Account (Cr. Balance) • 

• 

• 

• 

£31,470 

10,440 

£30,690 


C London Chamber of Commerce.) 







CHAPTER II 

TRADING AND PROFIT AND LOSS ACCOUNT 

AND BALANCE SHEET 

Before a discussion of the subject matter of this chapter is pro¬ 
ceeded with, it is advisable to explain a few terms which will 
constantly be made use of in the following pages. 

Profit. I his is the surplus that remains after paying expenses 

and providing for the capital that has been consumed in 
producing. 

Gross Profit. 1 his is the excess of selling price over the buying 
or cost price of the goods sold and direct expenses in acquiring them 
such as Carriage Inwards or Importing Costs. 

Net Profit. I he excess of gross profit over the selling, manage¬ 
ment, and distribution expenses. 

Loss. I his means that the expenses paid and capital employed 
and consumed during a given period have not been replaced by the 
pioceeds, and that there is, therefore, a resulting deficiency or loss. 
Gross Loss. Excess of purchase or cost price over selling price. 
Net Loss. This is either (1) excess of selling and manage¬ 
ment expenses over gross profit, or (2) the total of gross loss, 

selling expenses, and management expenses whenever there is no 
gross profit. 

Turnover. By this term is meant the total sales of a trader during 
a given period. It must be carefully distinguished from Output, 
which denotes the quantity of goods manufactured by a factory, or 
the quantity of material extracted from a mine, quarry, etc., during 

a given time. n 7 ’ b 

Percentages of Gross and Net Profit on Turnover. In some 
businesses it is usual to ascertain the percentages of gross and net 

* on t " e tot al sales each year, in order that comparisons of 
irterent years may be made, and any increase or decrease duly 
noted buch percentages are found by means of the following 




Gross Profit x 100 


W 


Net Profit X 100 


Turnover ’ v ' Turnover 

( 

Mathematically, it may be more correct to make the calculation 
upon the cost price instead of the selling price. In business, however, 
cost is often a difficult thing to determine, as so many obscuring 
items have to be taken into consideration, such as the difference 
etween t e initial and final stocks, wages, freight, carriage, coal, 
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and coke, etc. For the sake of convenience, therefore, the selling 
price is adopted as the common base to which profits are reduced 
for purposes of comparison. 

TRADING ACCOUNT 

Definition. This is an account constructed for the purpose of 
finding the gross profit. On the debit side are placed the Stock at 
the commencement of the period to which the account relates, 
the Purchases, Carriage Inwards, Wages, Rent, etc., ol works 
(probably), Coal and Coke, etc. On the credit side are placed the 
Sales and the Closing Stock. The balance between the two sides is 
the gross profit or gross loss; the excess of the credit side over the 
debit side called the gross profit ; if there were an excess of the debit 
side over the credit side, that would be termed the gross loss. This 
balance is transferred to the Profit and Loss Account. 

Difference between a Trading Account and a Profit and 
Loss Account. The Trading Account deals with the Purchasing 
and Manufacturing Expenses , such as Freight and Carriage Inwards, 
Remunerative or Productive Wages, Coal and Coke, etc. I he 
Profit and Loss Account deals with the Selling , Establishment , and 
Distribution Expenses, such as Rent, Rates, and Taxes (office and 
warehouse), Salaries, Freight and Carriage Outwards, etc. 

Difference between a Trading Account and a Cost Account. 
A Trading Account contains only part of the cost expenses; a Cost 
Account contains the whole of them. Some items of cost vary 
directly with the turnover; for instance, the greater the turn¬ 
over, the greater the charge for Wages, Coal and Coke, etc. Other 
items of prime cost do not vary directly with the turnover; such 
are Repairs and Renewals of Buildings, Repairs to Plant, Deprecia¬ 
tion of Machinery, etc. The rule is, therefore, to charge to Trading 
Account only such items of prime cost as increase or decrease in 
direct proportion to the turnover (though the Rent of the works is 
usually so charged). By this means the rate of gross profit on turn¬ 
over is kept constant, and a comparison of different years affords 
useful information. In a Cost Account, on the contrary, all prime 
cost expenditure, whether extraordinary or variable in nature, 
would have to be included. 

Distinction between a Trading Account and a Manufac¬ 
turing Account. Strictly speaking, a Manufacturing Account 
deals only with raw materials and manufacturing expenses. A 
Trading Account, properly so-called, deals only with finished goods, 
i.e. goods ready for sale, whether manufactured or purchased. The 
balance of the Manufacturing Account is transferred to the debit 
of the Trading Account. 

Stock. This denotes the value of unsold goods at the opening 
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and close of the trading period. Both stocks go into the Trading 
Account; and, in order to distinguish them, the student should 
adopt the practice of calling them Stock at start and Stock at finish 
respectively at any rate, in the earlier stages of his study of the 
subject. The Stock at start is the one in the Trial Balance or list 
of balances; and it is placed on the debit side of the Trading Account. 
T he Stock at finish is the one outside the Trial Balance or list of 
balances; it is generally stated among the adjustments; and it is 
placed on the credit side of the Trading Account. The Stock at 
finish must also appear on the assets side of the Balance Sheet. 

Stock is always and distinctly to be understood as “Stock-in- 
trade. Other stocks, such as Stock of coal, Stock of packages, 
Stock of stationery, etc., will be definitely stated as such, and must 
be dealt with separately in either the Trading or Profit and Loss 
Account as the case may be. 

In theory the closing stock is brought in at cost or market price , 
whichever is the lower, but in practice a percentage deduction is 
sometimes made from those articles which have been in stock for 
some time and may have to be sold at a “job” price. 

Work in Progress, Orders on Hand. This item denotes 

partly executed work, something neither Stock nor Sales. In manu- 

facturing concerns it represents goods in process of manufacture; 

while in non-manufacturing concerns it may simply denote partly 

executed orders. A separate account may be opened for it in the 

Ledger. The Work-in-Progress at start must be debited to the 

I rading Account, and the Work-in-Progress at finish credited to 

the Trading Account. The latter must also appear on the assets 
side of the Balance Sheet. 

P J ir ^ hases * rhls lte T denotes, in an ordinary business, the 
total of the cash and credit purchases of goods for resale; while, in a 
manufacturing concern, it represents the purchases of raw material 
or the purposes of manufacture. It is debited to Trading Account 
a ter deducting any Returns and Allowances relating thereto, the 

eduction being shown in the Trading Account itself. It is not 
correct to put the gross Purchases on the debit side of the Trading 
Account and the Purchases Returns on the credit side. Students 
should accustom themselves to look for any Returns and Allow¬ 
ances before they enter the amount of the Purchases in the Trading 
Account, so as to avoid the necessity for subsequent alteration. 

a es. is item represents the total of the cash and credit sales 
during the trading period. It is credited to Trading Account after 

i p turns an< ^ Allowances in connexion therewith, 
the deduction being shown in the Trading Account itself. It is 

not correct to put the gross Sales on the credit side of the Trading 

Account and the Sales Returns on the debit side. Students should 

make a point of looking for any Returns and Allowances before 
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entering the Sales in the Trading Account, so as to avoid having 
to alter the amount subsequently. 

Materials Consumed. This is an item which greatly perplexes 
the student, and, therefore, a short explanation of it is given. 
In manufacturing businesses it is necessary to ascertain the cost 
value of the goods sold during the period, and this figure cannot be 
obtained without adjusting the opening and closing stocks with 
the purchases for the period, thus— 


Opening Stock 

. £3,000 

Add Purchases 

. 8,500 


11,500 

Less Closing Stock . 

. 2,450 

Materials Consumed . 

. £9,050 


When this item appears in the Trial Balance or list of balances, 
the Stock which appears therein will be the Stock at finish, it 
having been debited to Stock Account and credited to the Materials 
Consumed Account. Taking the illustration given above, a Trial 
Balance would give either— 

1. £3,000 and £8,500 as balances with £2,450 stated for adjust¬ 
ment purposes, or, 

2. £9,050 and £2,450 as balances and no adjustment required. 

This is one exception to the general rule that the Stock at finish 

is always outside the Trial Balance. The student must, therefore, 
remember that the Stock at finish does not in such cases appear 
in the Trading Account, but only in the Balance Sheet. The 
Trading Account, under such circumstances, assumes the following 
form— 


Dr. TRADING ACCOUNT Cr. 



£ 


£ 

To Materials Consumed 

9,050 

By Sales. 

16,720 

,, Wages 

2,000 



„ Balance (Gross Profit) . 

5,670 




£16,720 


£16,720 


the Balance Sheet (assets side) showing the item—Stock (at 
dose), £2,450. 

Dock Charges. These are tolls or dues levied on ships and their 

cargoes when entering or leaving docks. Dock Charges inwards, 

i.e. on Purchases, should be debited to Trading Account; but 

Dock Charges outwards, i.e. on Sales, should be debited to Profit 
and Loss. 
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Duty. This includes both Customs and Excise duties. Customs 
duties are levied on goods imported and exported; excise duties 
are imposed on goods produced and consumed in the country itself. 
A distinction must be made between duties on Purchases and duties 
on Sales, the former being debited to Trading Account and the 
latter to Profit and Loss. 

Freight. Freight is the charge made for conveyance of goods 
by sea , as opposed to Carriage. Freight Inwards, i.e. on goods 
bought , is debited to Trading Account; but Freight Outwards, i.e. 
on goods sold , is debited to Profit and Loss. 

Carriage. This is the charge made for conveyance of goods 
by land , in contradistinction to Freight. Goods are sold either 
(1) carnage paid , or (2) carriage forward. This means that in case (1) 
the seller pays the carriage, and in case (2) the carriage has to be 
paid by the buyer. Carriage Inwards increases the cost of the goods 
purchased, and hence is debited to Trading Account. Carriage 
Outwards is a selling expense, and is debited to Profit and Loss. In 
exercises and examination work when Carriage appears in the Trial 
Balance, and is not specified as being either inward or outward, 
it is generally assumed to be inward and is debited to Trading 
Account. I his is based on the legal aspect of the case, viz., that goods 
are sold where they stand and the buyer pays carriage. If the 
student places the Carriage in the Profit and Loss Account, he 
should guard himself with a note explaining that he has assumed 
the Carriage to be outward. 

Cartage or Carting. T his is the charge made for carting goods 
fiom warehouse to docks or from docks to warehouse, or from 
vendor s place of business to buyer’s shop or warehouse, etc. These 
charges should be carefully analysed, t lose relating to goods pur¬ 
chased being debited to 1 rading Account, and those referring to 
goods sold being debited to Profit and Loss. Sometimes, these 
charges are not posted to special accounts of their own, but are 

mci ged in the Carriage Inwards and Carriage Outwards Accounts 
respectively. 

Carriage and Cartage. In the accounts of builders, contractors, 
etc., this item is frequently debited to Trading Account. It has 
been charged (usually at a profit) in the estimate for the work 
done, and is consequently included in the Sales. The entries on 
the two sides of the Trading Account, therefore, offset each other. 

Wages. This item denotes the remuneration paid to employees. 
Borrowing the phraseology of cost accounts, wages are classified 
into “remunerative” or “productive” wages, and “unremuner- 
ative” or “non-productive” wages. Productive w,ages are those 
which are a direct charge in the cost of manufacture or pro¬ 
duction. The term “manufacturing wages” is often employed, 
and signifies the wages of the factory workpeople and staff. 
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Salaries may also in certain cases be productive. When a separate 
Manufacturing Account is not prepared, such wages and salaries 
are debited to Trading Account, as they form part of the cost of 
the goods. For instance, a boot and shoe manufacturer buys raw 
material, such as leather, and sells a manufactured article, viz., 
boots and shoes. He could not properly credit the sale of the 
manufactured articles, i.e. the boots and shoes, against merely the 
cost of the raw material, i.e. the leather. The sale of the manu¬ 
factured article must, of course, be set off against the cost of the 
manufactured article, which is obviously the cost of the leather 
plus the wages paid to manufacture it into boots and shoes. 

Again, take the case of a large rag merchant. He buys goods in 
one condition, and employs persons to wash, clean, sort, and pack 
them in another condition ready for sale. Although nothing is, so 
to speak, manufactured, yet such wages are undoubtedly Trading 
Wages; the expense had to be incurred before such goods could 
be sold. 

Non-productive or unremunerative wages are the wages of 
carmen, stock-keepers, repairers, night watchmen, etc. Such 
wages arc debited to Profit and Loss in the same way as salaries. 
Storekeepers in charge of raw materials are considered to belong 
to the productive staff and their wages are charged to Trading 
Account. Wages usually signify some hourly, daily, or piece-work 
rate of pay; salaries usually denote some fixed weekly, monthly, 
or yearly remuneration. When, therefore, the student finds a 
distinction made in the Trial Balance between Wages and Salaries, 
he should debit the Wages to Trading Account, and the Salaries to 
Profit and Loss. When Salaries and Wages appear as one item, 
they should be debited to Profit and Loss, being assumed to be 
non-productive. The above direction must not, however, be 
construed dogmatically, as it is intended to indicate only general 
principles and main lines of procedure. Special cases arise which 
must be determined by their own peculiar circumstances, it being 
quite impossible to lay down any hard-and-fast rule. 

Manufacturing Charges or Expenses. These are Expenses of 
a miscellaneous description that directly increase the cost of the 
goods; for instance, the dressing and ironing of shirts and collars 
when made, the sizing of paper or leather, the purchase of chemicals, 
etc. When a separate Manufacturing Account is not prepared, such 
expenses are debited to Trading Account. 

Royalties. These are payments made to a patentee for the right 
to use his patent in the manufacturing process. Being productive 
expenses, they are debited to the Manufacturing Account when 
there is one, or, alternatively, to the Trading Account. 

Motive Power (Gas, Electricity, and Water). Gas is some¬ 
times used to run a little gas engine; electric current and hydraulic 
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power are also used to work machinery. These expenses must be 
t t Trading ^Vccount in the absence of a Manufacturing 
Account. 


Fuel Coal and Coke, Wood, etc.). T hese items, being manu¬ 
facturing expenses, are properly chargeable to the Manufacturing 
or I l ading Account. Any unused stock of such articles must be 
credited to the account concerned, and only the amount actually 
used debited to the Manufacturing or Trading Account, as the 
case may be. 


Consumable Stores Engine-room Stores). These are manu¬ 
facturing charges, and include engine oil. soft soap, tallow, cotton 
waste, etc. Like the item mentioned in the previous paragraph, 
the quantity actually consumed is debited to Trading Account, any 
unused stock being shown on the assets side of the Balance Sheet. 

Rent of Factory. This item is debited to Trading Account by 
many accountants, but opinion is divided upon the question. 
Where a manufacturing firm owns its factory, an assumed amount 
representing rent thereof is often debited to the Trading Account 
and credited to the Profit and Loss Account. The gross profit, 
therefore, corresponds with the gross profit which would be shown 
il the firm rented its premises instead of owned them. This pre¬ 
vents misleading comparisons and false conclusions. In exercises 
where Rent of Factory is shown separately from other rent, the 
student should debit it to rlading Account; otherwise, there would 
appear to be no reason for keeping separate Rent Accounts. The 
same remark applies to Rates of Factory where these have been 
separated from the other rates. 

Packages, Packing Material. In many businesses special 
packages and special packing are required before goods can be 
considered ready for sale. In such cases this item of expense should 
be debited to Trading Account, as it would undoubtedly be charged 
for when fixing the selling price of the goods. In other cases, the 
packing material may be looked upon as a selling expense and 
debited to Profit and Loss. Any unused stock should be credited in 
the Ledger Account, and shown as an asset on the Balance Sheet. 
Where no stock is stated—and this is often the case in examination 
papers—the whole amount should be assumed to have been used, 
and be w’ritten off in the Trading or Profit and Loss Account as the 
case may be. 


QUESTIONS 

1. Explain the meaning of the terms “profit” and “loss,” distinguishing 
between “gross” and “net” in each case. 

2. What is the difference between “turnover” and “output”? Explain what 
is meant by “percentage of gross and net profit on turnover.” Why is the per¬ 
centage not calculated on cost? 

3. What is a Trading Account, and of what items is it usually comprised? 



TRADING, PROFIT AND LOSS ACCOUNTS, BALANCE SHEET 37 


4. Distinguish between a Trading and (a) a Profit and Loss Account, (b) a 
Cost Account, ( c ) a Manufacturing Account. 

5. State what the following items in a Trading Account represent: (1) Stock, 

(2) Work-in-Progress, (3) Purchases, (4) Sales. 

6. What is meant by a “ Materials Consumed Account, 5 ’ and how is the amount 
arrived at? Show, by means of pro forma examples, the difference in a Trading 
Account with and without this item. 

7. Explain the meaning of the following items: (1) Dock Charges, (2) Duty, 

(3) Freight, (4) Carriage, (S') Cartage. When are these items charged to Trading 
Account, and when to Profit and Loss Account? 

8. Explain the meaning of “ productive wages.” Why should they be charged 
to Trading Account? Illustrate your answer by means of examples. 

9. How are Wages distinguished from Salaries? 

10. Explain the following: Manufacturing Charges, Royalties, Motive Power, 
Fuel, Consumable Stores. Should these be charged to Trading Account or to 
Profit and Loss Account? Give reasons for your answer. 

11. What considerations enter into the question as to whether Packages and 
Packing Material should be charged to Trading Account or to Profit and Loss 
Account? How is Rent of Factory dealt with? 


PROFIT AND LOSS ACCOUNT 

As with the Trading Account, so also with the Profit and Loss 
Account, it is not intended to be confined to a definition, but it 
is proposed to give additional information on items comprising 
the account. 

Definition/ A Profit and Loss Account is an account into which 
all gains and losses are collected, in order to ascertain the excess 
of the gains over the losses, or vice versa. If the gains exceed the 
losses, the excess is called the net profit; if the losses are greater 
than the gains, the difference is called the net loss. American 
accountants call this account a “Loss and Gain Account,” and such 
term is undoubtedly a more correct designation. 

Dock Charges, Duty, Freight, Carriage, Carting. As men¬ 
tioned when dealing with the Trading Account, all outwards charges 
in connexion with such items are debited to Profit and Loss, because 
they are selling expenses. 

Rent. This is a money payment in return for the use of the 
business premises. Rent of Factory is, as previously mentioned, 
sometimes debited to Trading Account and sometimes to Profit 
and Loss. Two Rent Accounts should be opened whenever any 
part of the premises is sublet, or whenever rent is received lor any 
property owned by the firm. The object of this is to show the actual 
gain and loss by Rent. If the Rent Receivable is credited to the 
Rent Payable Account, the balance of the account conveys a false 
impression, viz. that the Rent Payable is lower than it really is* 

and, in the Profit and Loss Account, the income received from 
Rent is entirely lost sight of. 

Ground Rent is the rent payable to the ground landlord for the 
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use of the land on which the buildings have been erected. Income 
tax must be deducted from each payment of ground rent. The 
amount of the tax so deducted may conveniently be debited to the 
account to which the ground rent has been posted (thus bringing 
the gross amount into account), and credited to an account, “Com¬ 
missioners of Inland Revenue.” The amount paid for Income Tax 
Schedule D would be debited to this account, and the balance 
would be taken to the Profit and Loss Account. If Income Tax has 
not been paid, then the “ Commissioners of Inland Revenue” would 
be shown on the liabilities side of the Balance Sheet. Ground Rent 
of manufacturing premises, like Rent of Factory, is sometimes 
charged to Trading Account. 

Rates and Taxes. These are sums levied by municipal bodies, 
and also by the Government for the purpose of defraying public 
expenditure. They comprise the general district rate, etc. Income 
tax, Schedule A (sometimes called Property tax), and Schedule D, 
is best dealt with in a separate account. 

Salaries. 1 his item denotes the weekly or monthly remuneration 
of the employees of the firm in return for their services. Productive 
salaries should be charged to Trading Account. Where the business 
is divided into departments, there is generally a similar subdivision 
of the salaries. Sometimes, the division is into Office, Travellers, 
and Management Salaries. 

Partners’ Salaries should be dealt with separately, as they 
require special treatment when preparing the firm’s accounts for 
income tax assessment. 

Salaries and Wages. Unless there is something to indicate the 

contrary, this item of expenditure is regarded as a selling expense 

and debited to Profit and Loss. If Wages are grouped with Salaries, 

the former are considered to be non-productive or unremunerative 

wages. 1 he distinction between a salary and a wage is far from 

uniform. Some accountants distinguish by the kind of work done; 

payment for work of a mechanical nature is termed a wage, 

and payment for work of an administrative nature is called a salary. 

Other accountants differentiate by the period of time covered by the 

payment; hourly, daily, or weekly rates of pay are called wages, 

and yearly sums payable half-yearly, quarterly, or monthly, are 

termed salaries. Again, there are other accountants with whom 

the criterion is the amount of the payment; to such, a small weekly 

sum denotes a wage, and a large weekly or monthly sum represents 
a salary. 

Discount. I his item represents the cash allowances made when 
accounts are settled. “Discounts Allowed” are a loss, and must 
be debited to Profit and Loss. “Discounts Received” are a gain, 
and must be credited to Profit and Loss. The terms “Discounts 
on Purchases” and “Discounts on Sales” are also in common 
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use; they usually denote the cash discounts mentioned above. 
A purchase or a sale may be subject to both a trade and a cash dis¬ 
count; and unless the discount on such purchase or sale is labelled 
“Cash” or “Trade” it is not possible to state definitely what it really 
is. If unlabelled, however, it is safe to treat it as cash discount. 
In some exercises, the size of the discount (over 5 per cent), obtained 
by a rough calculation, may be sufficient indication as to the 
destination of such discounts. Since Trade Discount is usually 
deducted from Sales and Purchases before they are entered in the 
books, any discount must (except in very special cases) be assumed 
to be Cash Discount. 

Some accountants prefer the terms “Discounts Receivable” and 
“Discounts Payable” to any of the foregoing terms. Again, other 
accountants adopt the terms “Discounts on Purchases” and 
“Discounts on Sales” to denote cash discounts; but debit the Dis¬ 
count on Sales to Trading Account, and credit the Discounts 
on Purchases to Profit and Loss, these latter discounts being depen¬ 
dent on the financial resources of the business, while the former 
are in effect a reduction of the sales to the absolute net figures. 

The student should always treat the two amounts for discount 
separately. The object of having two totals is to show the actual 
gain and loss by Discount. It is not, therefore, correct to subtract 
one lot of discount from the other, and to deal only with the balance. 

Interest. This item comprises interest charged on overdue 
accounts, on overdraft, on bills, on current account, etc. Interest 
on Capital and Drawings is generally dealt with apart from the 
general interest, in order to facilitate the preparation of Income 
Tax Returns. Where Interest has been paid on Loans, less tax , 
the tax should be added and treated in the same way as mentioned 
under Ground Rent. Interest on Investments will have been 
received less tax, but no adjustment will be necessary. Interest is 
usually divided into two accounts, Interest Receivable and Interest 
Payable, and both amounts should be carried to Profit and Loss, 
the former being credited, and the latter debited. 

Commission. While carrying on business for itself, a firm may 
also do work for other firms; for which, of course, it charges a 
commission. The student will possibly be familiar with one well- 
known instance, namely Consignments Inwards. The firm may 
likewise employ agents to sell the firm’s goods, and in such cases 
would have to pay commission. Two accounts are usually kept, 
for Commission Receivable and Commission Payable respectively. 
The former is credited to Profit and Loss as a gain, and the latter 
is debited to Profit and Loss as an expense. 

Insurance. This item includes all premiums payable to Insur¬ 
ance Companies for indemnity (a) in the case of loss of goods or 
property by fire, burglary, flood, etc.; ( b ) in the case of breakage 
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of plate glass windows; (c) in the case of damages awarded under 
the Employers’ Liability Act, etc. National Insurance payments 
should preferably be dealt with in a separate account, the employer’s 
contribution being debited to it. Insurance, being an expense, is 
debited to Profit and Loss. 

Bank Charges. These are expenses incurred in the collection of 
Scotch and Irish cheques. This item often includes charges for 
cheque books, for keeping current accounts, for discounting bills, 
etc. Such expenses are losses and are, therefore, debited to Profit 
and Loss. 

Legal and Accountancy Charges. Legal expenses comprise 

solicitors fees, law charges, and expenses in connexion with the 

recovery of debts, in lawsuits, etc. Accountancy charges consist 

of the fees and expenses in connexion with the investigation or 

audit of the accounts and books. These expenses are a debit to 
Profit and Loss. 

Printing and Stationery. Expenditure under this heading 
consists of payments for paper, envelopes, invoices, statements, 
account books, etc. It often includes the cost of catalogues, samples, 
etc. Losses of this nature are debited to Profit and Loss. 

Advertising. Most businesses incur expenditure under this head¬ 
ing, and many owe their success almost entirely to it. Sometimes 
conti acts are entered into and paid lor a period of years in order 
to obtain cheaper rates. Such money is then debited to an “Adver¬ 
tising Suspense Account,” and written off proportionately each 

year. Profit and Loss Account is, of course, debited with such 
an expense. 

Repairs. Repairs and small renewals or replacements relating 
to the premises, to the plant and machinery, to the fixtures, fittings, 
utensils, etc., are generally included under this heading; and such 
expenditure, being a loss, is debited to Profit and Loss. 

Postage, Telegrams, and Bill Stamps. Expenditure of this 
nature is, like other losses, a charge against profits. Bill Stamps 
means, of course, stamps on bills of exchange. 

Apprentice Premium. This denotes the sum of money 
demanded in return for teaching a person any particular trade or 
profession. Being income, it is credited to Profit and Loss; but it is 
generally apportioned, i.e spread over the period of apprenticeship. 
Thus, a premium of £400 for five years would be transferred to 
Profit and Loss by annual instalments of £80, the balance showing 
in the Balance Sheet as a liability. 

Housekeeping Expenses. In some businesses, such as drapers, 
outfitters, etc., the assistants “live in.” The expense of boarding 
them is, therefore, a proper charge against the profits. 

Travellers’ Commission and Expenses. In those businesses 
which employ a number of travellers remunerated by means of 
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commission and expenses, such expenditure generally lorms a 
separate item in itself. It is, of course, a debit to Profit and Loss. 

Travelling Expenses. In some businesses much travelling is 
necessary, either by principals or by travellers, and sometimes by 
subordinate officials. Expenditure ol such a character is generally 
dealt with as a separate item ol expense, and, like other losses, 
debited to Profit and Loss. 

Office Expenses. These are miscellaneous expenses pertaining 
to the office in contradistinction to the ‘'works, ” expenses at the 
latter place being designated “Trade Expenses” The distinction 
has long been ignored and is now almost non-existent. Such an 
item is a charge against profits. 

Trade Expenses. Generally speaking, these are expenses of a 
varied nature for which it is not worth opening separate accounts. 
They are, therefore, amalgamated under the above heading, or 
under some other similar term, namely, 1 General Expenses, 
“Petty Expenses,” “Sundry Expenses.” As explained in the pre¬ 
vious paragraph, the original distinction between I rade Expenses 
and Office Expenses has almost reached vanishing point; but where 
it still obtains, Trade Expenses may be debited to Trading Account, 
and Office Expenses to Profit and Loss. Except in a few isolated 
instances, therefore, Trade Expenses are debited to Profit and Loss, 
the term signifying merely miscellaneous Business Expenses and 
not Trading Expenses. It should be noted, however, that the 
original distinction is sometimes maintained under a new guise, by 
adopting the terms “Works Expenses” and “Office Expenses.” 
To this, no objection can be taken; but the term “Trade Expenses” 
is undoubtedly very ambiguous. 

Bad Debts. This is a loss which unfortunately most businesses 
sustain, however careful the management may be in allowing credit 
to customers. Losses of this nature are also debited to Profit and 
Loss. Should any bad debts written off be subsequently recovered 
to any appreciable extent they should not be deducted from the 
Bad Debts, but should be shown separately on the credit side of 
the Profit and Loss Account, being income of an extraordinary 
nature. 

Depreciation. This is the loss of value sustained by certain 
assets through wear and tear, etc., e.g. plant and machinery, 
buildings, furniture and fixtures. If the business is to be put on a 
sound financial basis, such loss must be estimated and charged 
against the profits before arriving at the balance called “net profit.” 
The subject of “depreciation” is dealt with at length in Chapter V. 

QUESTIONS 

1. What is a Profit and Loss Account, and how does it differ from a Trading 
Account ? 
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hat account 


2. Explain the meaning of the following items when they appear in a Profit 
and Loss Account: Dock Charges, Duty, Freight, Carriage, Cartage. 

3. Why do Rent, Rates, and Taxes, and Ground Rent appear in the Profit 
and Loss Account ? How should Ground Rent be treated when it has been paid 
less tax ? How would you deal with Rem received from sublettings? 

4. What are Salaries, and how do they differ from Wages? To wl 
would you charge the item “Salaries and Wages,” and why? 

5. What is meant by Discount? Explain the terms “Discounts Allowed,” 
“Discounts Received, “Discounts on Sales,” “Discounts on Purchases.” What 
different methods of treatment are in vogue with respect to the last two items? 

6. What do the following items denote: Interest, Commission, Bank Charges? 
Into what two accounts are each of the former usually divided, and why? 

7. Explain the meaning of the following: Insurance, Advertising, Repairs, 
Travelling Expenses, and why they are charged to Profit and Loss. 

8. W hat are Bad Debts, and how should they be treated ? How would you deal 
with any Bad Debts written off and subsequently recovered? 


ADJUSTMENTS AT BALANCING TIME 

I hese include various items which must be charged, or allowed 
for, before ascertaining the net profit. Outstanding liabilities and 
accruing income must be brought to account, expenses prepaid, 
and unexpired income and expenditure must be apportioned, 
provision must be made for depreciation of assets, and for any 
expected gains and losses, etc. 

Interest on Capital. This is a very usual adjustment where there 
are partners in a business.^ If the same amount of capital had been 
invested elsewhere, it would have earned interest, and the business 
is, therefore, charged with some rate, usually 5 per cent. Interest 
Account is debited and the partners’ Capital, Drawings, or Current 
Accounts are credited with the amount. Such interest, however, is 
not necessarily paid to the partners; nevertheless, it operates as a 
loss to the business, being a charge against the profits, and as a gain 
to the partners, because it increases their capital. If placed to their 
Current Accounts it is then drawn out. (See also Partnership 
Accounts, Chapter XII.) 

Outstanding Liabilities. It very rarely happens that all the 
liabilities are entered in the books at the date of the half-yearly 
or yearly balancing. The 30th June and the 31st December seldom 
occur at the end of a week. They may fall in, or about, the middle 
of the week. This means that two, three, or four days’ wages 
and salaries must be estimated and allowed for. These wages and 
salaries, though not payable, have accrued due; and they must be 
debited to the account, as a year’s accounts must contain a year’s 
wages and salaries; not a year less three or four days. Again, 




TRADING, PROFIT AND LOSS ACCOUNTS, BALANCE SHEET 43 


rent is payable on certain fixed quarter days, 25th March, 24th 
June, 29th September, and 25th December. The rent for the odd 
days up to the end of the trading period must, therefore, be 
calculated and debited to the account, so that a year’s accounts 
shall contain a year’s rent. In the case of rates and taxes, the 
foregoing remarks will also apply. These expenses, being debited 
to their appropriate Ledger Accounts, are credited to an Out¬ 
standing Expenses Account, although as rates are usually payable 
in advance the adjustment is a Credit to the old year and a Debit 
to the new. More often than not, however, no Journal entry is 
made; the accruing amounts being debited in their Ledger Accounts 
for the old period, and brought down as credit balances in the same 
accounts for the new period. 

Example 


RENT, RATES, LIGHTING, AND HE AUNG 


1948 


f 

1948 


£ 

93 

Jan. 1 

To Stock of Fuel and pay- 


Jan. 1 

By Rent and Lighting owing 

June 30 

ments in advance b/d . 

50 


,, Sundries as per Purchases 





Dec. 31 

Book 

298 




,, Sundries as per Purchases 






Book 

124 





. The-above is the Rent, Rates, Lighting, and Heating Account 
m the books of a firm for the year ended 31st December, 1948. 

The firm have a tenancy of premises at £204 per annum payable 
half-yearly on 1st February and 1st August. The rate demand note 
for the year to 31st March, 1949, amounting to £180, was received 
on 1st June, 1948, and entered in the Purchases Book on that date. 
The rent was also entered in the Purchases Day Book on the due 
dates. All accounts for lighting and heating for the year have been 
received and entered into the Purchases Day Book except one for 
gas and electricity for the quarter ended 31st December, 1948 
amounting to £12. At the end of the year there is a stock’of fuel 
of £4. Included in the debits to the account is a sum of £5 deposited 
with the local authority as security for Gas and Electricity Accounts. 
Write out the account as it would be completed in closing the books 
on 31st December, 1948. For solution see next page. 

Accruing Income. It sometimes happens that certain income 
has accrued due, though it is not actually payable, to the firm 
Where part of the premises has been sublet, Rent Receivable up 
o the time of balancing must be calculated and taken as a profit 

fnH -R A ? d p Loss ‘ . Sundry Debtors for Rent” should be debited 
and Rent Receivable credited; or the accrued rent may be ad¬ 
justed in the Rents Receivable Account itself, by crediting the 
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amount on one side, and bringing it down as a debit balance on 
the other side. There may also be some Dividends due on Consols 
or other investments. These should be debited, less tax , to an 
Outstanding Dividends Account, and credited to a Dividends on 
Investments Account, this latter account being duly transferred 
to the credit of Profit and Loss. 


Solution to example on previous page 


Dr. 


1948 
Jan. 1 

June 30 

Dec. 31 

„ 31 


1949 
Jan 1 
1 
1 


» « 
* * 


RENT, RATES, LIGHTING. AND HEATING 


Cr. 



£ 

1948 


f* 

To Stock of Fuel and pay- 


Jan. 1 

By Rem and Lighting owing 

93 

merits in advance b/d . 

so 

Dec. 31 

„ Stock of Fuel c/d 

4 

,, Sundries as per Purchases 


.. 31 

., Electricity Deposit c/d . 

5 

Book 

298 

31 ; 

,. Rates precharged c/d 

45 

,, Sundries as per Purchases 


31 i 

Profit and Loss A/c 

422 

Book 

124 




., Amounts owing— 





Rent c/d . . . 

85 




Gas and Electricity c/d 

12 





£569 



£569 


l 

1949 


r 

To Stock of Fuel b/d . 

4 

[an. 1 

By Rent owing b/d . 

S5 

9» idcctricity Deposit b/d . 

5 

1 

,, Gas and Electricity owine 


,, Kates prepaid b/d . 

45 


b/d 

12 


ctl^DcpS would afsoTe deb^cd.h 6 tr * n * cmd to a se P arale De P os “ Account to which all 


Apportionments. Expenses are sometimes paid which extend 
ova two or three years, such as those for Advertising. A propor- 
Uoiiatc amount must be calculated each year, and taken as a loss 
to Profit and Loss. In cases where Telephone, Rent, Trade Sub¬ 
scriptions, Fire Insurance, etc., are paid in advance, if the year 
covered by the payment does not coincide with the trading year, 
the unexpired values of such payments must be deducted from the 
amount spent, and carried forward to the next year; so that, of the 
amount spent, only that portion will be charged to Profit and Loss 
t at really relates to the current year. The adjustment may be made 
y means of a Journal entry, e.g. debiting an Unexpired Insurance 
Account and crediting Insurance Account; or it may be made in the 
nsurance Account itself, by crediting the unexpired amount on 
one side, and bringing it down as a debit balance on the other side. 
This second method is the more usual. As regards the Telephone 
Account it must be borne in mind that whilst the Rent is payable 
in advance, the Calls are payable in arrears. Not only is it necessary 
to apportion expenditure, but it is also necessary to apportion any 
income received in advance, such as Apprentice Premiums, 
Royalties Received in Advance, etc. The income received should 
be divided by the number of years over which it extends, and this 
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will give the amount to be taken to Profit and Loss as the cut Tint 
year’s share of such income, i he adjustment may be made either 
in the Account itself, or by means ol a Journal entry, e.g. in the 
case of Apprentice Premium, debiting Apprentice 1 lemium 
Account and crediting an Unexpired Apprentice Premium Account. 
The former method is usually adopted in practice. See Adjust¬ 
ments and the Balance Sheet, page 83. 

Provisions for Expected Losses. Of the Sundry Debtors a 
certain number may be more or less doubtful debts, and provision 
must be made therefor. I his will be done by debiting Iiofit and 
Loss, and crediting a Bad Debts Provision with the estimated 
amount, or with a certain percentage of the total debtors; or, alter¬ 
natively, debitfng Bad Debts Account and carrying the amount 
down to the credit. Again, the Sundry Debtors may be subject to 
cash discount. Provision is made for this loss by estimating the 
amount, or by taking a percentage of the good debts, i.e. the Sundry 
Debtors less the new Bad Debts Provision. Such amount is then 
debited to Profit and Loss Account, and credited to an account 
entitled Provisions for Discount on Debtors; or, alternatively, debited 
to Discount Account and carried down to the credit. In addition to 
these two provisions, a Provision for Income Tax should be made 
(in the case of a company) by debiting Profit and Loss Appropria¬ 
tion Account, and crediting Provision for Income Tax with the esti¬ 
mated amount of tax payable. A Provision for Audit Fee is generally 
made, so that the auditor’s charges may appear in the set of 
accounts that he has been checking. Otherwise, the audit fee for 
one year would appear in the next year’s accounts, as the auditor 
cannot send in his account before he has done the work. 

Provisions for Expected Gains. If the Sundry Creditors are 
subject to cash discount, and are shown on the Balance Sheet at 
their full figure, it is quite evident the liabilities have been over¬ 
stated. The amount of such discount is therefore estimated, or 
calculated by means of a certain percentage of the total creditors, 
and is then credited to Profit and Loss Account, and debited to an 
account entitled Provision for Discount on Creditors; or, alterna¬ 
tively, credited to Discount Account and brought down to the debit. 

Unused Stocks. It often happens at balancing time that there 
are some unused stocks of printing and stationery, and of catalogues, 
sample books, circulars, posters and other advertising material. 
The value of these must be deducted from the amount spent for 
printing and stationery, advertising, etc., so that only the amount 
actually used is debited to Profit and Loss. These remarks will 
also apply to coal, fuel, etc. Only the amount actually used must 
be debited to Trading Account. The unused stocks of printing 
and stationery, advertising material, coal, coke, fuel, etc., must be 
shown as assets on the Balance Sheet. 
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Depreciation of Assets. All the wasting assets must be depre¬ 
ciated, i.e. a certain amount must be written off their book value, 
as they are obviously worth less after each year’s use. A fixed rate 
of 10 per cent is generally written off Plant and Machinery, about 
5 per cent off Furniture, Fixtures, and Fittings, and 2| per cent 
off Land and Buildings. No general schedule of rates can be laid 
down, however; and they will, consequently, vary according to 
circumstances. Such a loss is undoubtedly incurred, although 
indirectly, in the earning of the profit, and must be charged or set 
off against it. A Depreciation Account is opened and debited with 
the amounts written off, the asset accounts being credited. The 
Depreciation Account is then closed by transfer to Profit and Loss. 
See Chapter V for the various methods. 

National Insurance. This is an item which requires adjustment 
before the books are closed. The employer buys sheets of Insurance 
stamps, and each week he deducts a proportion from the wages of 
each employee. The purchase of the stamps is debited to an 
Insurance Account. The wages paid are debited to a Wages 
Account, and the salaries to a Salaries Account; both accounts 
are, of course, below their actual figures owing to the deductions. 
The Insurance Account is also in excess of the proper amount, 
because part of the expenditure has been recovered from the 
workpeople themselves. An adjustment must be made debiting 
Wages Account and Salaries Account, and crediting Insurance 
Account, with the total of the deductions. This will raise the 
Wages Account and the Salaries Account to the proper sums, 
and at the same time reduce the Insurance Account to the 
amount actually borne by the employer. Alternatively, this 
adjustment is made in the Wages Summary before being posted 
to the Ledger. 

An example showing the journalizing of a number of adjustments, 
etc., will now be worked. 


Example. G. Kenn’s Trial Balance as at 31st December con 
tained the following items— 


£ 

Plant and Machinery . . . 550 

Office Furniture . . . .120 

Bad Debts Provision . . . 102 

Apprenticeship Premium . . 100 

Sundry Debtors .... 2,200 


The following matters have to be taken into account 
preparation of the final accounts— 


before the 
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1. Depreciation of Plant and Machinery 10 per cent. 

2. Depreciation of Office Furniture 5 per cent. 

3. Kenn has used goods of the business amounting to £23. 

4. The Bad Debts Provision is to be increased to 5 per cent on 
Sundry Debtors. 

5. Rent accrued to date £33. 

6. Rates £78 have been paid in advance. 

7. £100 Apprenticeship Premium received previous 1st January 
is to be written off over five years in equal amounts. 

Show the Journal entries. 


JOURNAL 


Dr. 


Cr. 


19.. 
Dec. 31 


Depreciation A/c . ^ . 

To Plant and Machinery 
Being 10% written off. 


Depreciation A/c . f s. 

To Office Furniture 
Being 5% written off. 

G. Kenn, Drawings A/c . 

To Purchase A/c . / . 

Being Goods drawn out ol the business for 
private consumption. 


Profit and Loss A/c . y 
To Bad Debts Provision . 

Being amount required to bring Provision 
up to 5%. 


Rent A/c. 

To Rent Accrued A/c 
Being Balance carried forward. 


Rates Prepaid A/c 
To Rates A/c 

Being Balance carried forward 


Apprenticeship Premium . 

To Profit and Loss A/c . 
Being yearly sum written off. 
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QUESTIONS 

1. Explain the meaning of the phrase “Adjustments at balancing time.” Give 
examples. 

2. What outstanding liabilities have usually to be provided lor at balancing 
time? What accruing income must also be brought to account? 

3. What apportionments are usually necessary at the time of closing the books, 
and why? How is the Balance Sheet affected by such apportionments? 

4. Explain what adjustments come under the following headings— 

(a) Provisions for Expected Losses. 

( b) Provisions for Expected Gains. 

5. Why must Interest on Capital and Depreciation of Assets be charged 
against profits? 

6. What adjustments are rendered necessary at balancing time, (a) through 
unused stocks of stationery, advertising material, etc., on hand, ( b ) through 
national insurance? 


(For reserves and provisions, see also page 149.) 


PROVISIONS FOR BAD DEBTS 

Bad Debts Provision. This, is a charge made against profits in 
order to provide for possible bad debts. 

How the Amount of the Provision is Ascertained. The 
amount of the Provision is either the total of a specially compiled 
list of doubtful amounts, or a fixed percentage of the total debtors, 
or, in some cases a small percentage per cent and upwards) of the 
turnover or total sales, based on past experience. The bad debts, 
however, usually stand in direct relation to the debtors and not to 
the total sales, and the last-named method is only applicable where 
the debts are very numerous, and where the bad debts may be 
considered to be uniformly in proportion to the trade done. 

Object of Making a Provision. The object of making the 
Provision is in order to show the debtors on the Balance Sheet at 
their true value if possible. It is misleading to show, say, £5,000 
Debtors as an asset on the Balance Sheet if at least 5 per cent of 
them, namely, £250, are possible bad debts. On the Balance Sheet, 
therefore, the Provision, although a credit balance, is not placed on 
the liabilities side, but is shown on the assets side, as a deduction 
from the debtors. 

Methods of Creating a Provision. Two methods are in use 

with regard to the construction of the Provision: 
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1. The amount of the Provision is debited direct to Profit and Loss 
Account, and credited to a Bad Debts Provision Account. 

2. The amount of the Provision is debited to the Bad Debts 
Account, and credited to a Bad Debts Provision Account. In some 
cases, the Provision is not placed in a separate account, but is bi ought 
down as a credit balance in the Bad Debts Account itself. This 
method (though quite usual commercially) is puzzling to a student, 
as it leaves room for doubt whether the item Bad Debts Account, 
credit balance,” denotes some Bad Debts Recovered, or whether it 

stands for the Bad Debts Provision. 

Objections have been raised against both ways. As legalds the 
first way, it means that Profit and Loss Account must be opened 
before the Trial Balance is completed; otherwise, the student work¬ 
ing a continuous exercise (i.e. one not in two separate parts) must 
omit the entry for the Bad Debts Provision until he makes the Profit 

and Loss Account. 

With respect to the second way, it is urged that the amount is 
not an actual bad debt, but only a possible bad debt, thereby showing 
a fictitious amount for Bad Debts, and, as a result, rendering all 
comparisons of amounts for dilferent years inaccurate and 

misleading. 

Methods of Dealing with the Provision and the Bad Debts 
. Account. With respect to this, two methods obtain— 

1 1. The Bad Debts are transferred direct to the Profit and Loss 

Account, thus ignoring the Provision created specially to meet them. 
The two Provisions are then adjusted by themselves. If the old 
Provision is not large enough, the extra amount required is debited 
to Profit and Loss Account, and credited (or added on) to the 
1 Provision. If the old Provision is too large, the amount beyond what 
is required is debited to (or subtracted from) the Provision, and 
credited back to Profit and Loss Account. 

2. The Bad Debts are transferred to the Provision made specially 
for them, so far as it is sufficient to meet them. Any balance beyond 
the amount of the Provision must be debited to Profit and Loss 
Account, in addition to the amount of the new Provision. Should, 
however, the Provision be greater than the amount of the Bad Debts, 
■ then the surplus will be carried forward to the new Provision, and 
thus reduce the amount debited to Profit and Loss Account in 
order to make the fresh Provision. 

Example i. The Bad Debts Provision at 1st January was £120. 
The Bad Debts during the year amounted to £105. The Debtors 
at 31st December are £2,700. Make a new Provision of 5 per 
cent. 

Show the Journal, Ledger, Profit and Loss, and Balance Sheet 
entries. 
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First Method 



JOURNAL 

Dr. 

Cr. 

19. . 
Dec. 31 

. 

Profit and Loss A/c ... ., 

To Bad Debts 

Transfer of balance. 

£ 

105 

£ 

105 

V# 

GO 

Profit and Loss A/c . 

To Provision for Bad Debts 

Additional amount required to raise Pro¬ 
vision from £ 120 to £135 (5% on £2,700). 

15 

15 


LEDGER 


Dr. BAD DEBTS 


19. . 


£ 

19. . 


£ 

105 

Jan. to 
Dec. 

To Sundry Debtors 

105 

Dec. 31 

By Profit and Loss A/c . 



PROVISION FOR BAD DEBTS 


Cr. 


19. . 
Dec. 31 

To Amount c/d . 

£ 

135 

19. . 
Jan. 1 
Dec. 31 

By Balance .... 
„ Profit and Loss A/c . .1 

£ 

120 

15 



<135 



<135 




Jan. 1 

By Balance b/d . 

135 



PROFIT AND LOSS ACCOUNT 


To Bad Debts ...... 

• 

• 

l 

! 

£ 

105 

„ Provision for Bad Debts (6% on £2,700) 

• 

• 

135 


Less Old Provision .... 

• 

• 

120 

15 


BALANCE SHEET 

Assets 

Sundry Debtors ....... 

Less ”Provision lor Bad Debts ..... 

£ 

2,700 

135 

' £ 

2,565 
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V Alternative Method 

JOURNAL 

Dr. 

Cr. 

19.. 
Dec. 31 

Provision for Bad Debt 4 • 

To Bad Debts • 

Transfer of balance. 

£ 

105 

£ 

105 

,, 31 

Bad Debts . • • 

To Provision for Bad Debts 

Additional amount required to raise balance 
from £15 to £135 (5% on £2,700). 

120 

120 

„ 31 

Profit and Loss A/c • 

To Bad Debts * 

Transfer of balance. 

120 

1 

120 

Dr. 

ledger 

BAD DEBTS 


Cr. 

t 


19.. 
Jan. to 
Dec. 
Dec. 31 

To Sundry Debtor 

f . Provision lor Bad Debts . 

£ 

105 

120 

1 

19.. 
Dec. 31 

„ 31 

By Provision lor Bad Debts . 
„ Profit and Loss A/c . 

£ 

105 

120 


i 

I 

£225 



£225 







Dr. 

PROVISION FOR BAD DEBTS 

Cr. 

19.. 
Dec. 31 
31 

To Bad Debts 
„ Balance c/d . 

1 

£ 

105 

135 

19. . 
Jan. 1 
Dec. 31 

By Balance . . . 

Bad Debts 

£ 

120 

120 



1 £240 



1 £240 



I 

i 

19.. 
Jan. 1 

By Ba.ancc b/d . 

135 


1 

Dr. 

PROFIT AND LOSS ACCOUNT 


To Bad Debus . 

• ••••'* 

L 

£ 

120 

BALANCE SHEET 

Assets 

Sundry Debtors ....... 

Less Provision for Bad Debts • 

£ 

2,700 

135 

£ 

2,565 






(B.1405) 
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rQc Xa Tu Ple 2 * * St J anuai T Provision for Bad Debts was 
£86. The Bad Debts during the year amounted to £115. The 

Debtors at 31st December are £2,840, and a new Provision of 5 per 

cent thereof is required. Make the necessary Journal and Ledger 

entries, and show the Profit and Loss Account and Balance Sheet. 

> First Method 


JOURNAL Dr. 


19. . 
Dec. 31 

—--.- 

Profit and Loss A/c . 

£ 

115 

i 

£ 


To Bad Debts . 

Transfer of balance. j 

115 


„ 31 

Profit and Loss A/c ..... 

56 



To Provision for Bad Debts 

Additional amount required to raise Pro¬ 

56 



vision from £86 to £142 (5% on £2,840). 




Dr. 


LEDGER 

BAD DEBTS 


Dr. 


PROFIT AND LOSS ACCOUNT 


To Bad Debts . 

” Pr o vi sions for Bad Debts (5% on £2,840) 
Less Old Provision 


BALANCE SHEET 


Assets 

Sundry Debtors 

Less Provision for Bad Debts 


Cr. 


19.. 
Jan. to 
Dec. 

To Sundry Debtors 

£ 

115 

19.. 
Dec. 31 

By Profit and Loss A/c. 

£ 

115 

Dr. 

PROVISION FOR BAD 

DEBTS 

Cr. 

19.. 
Dec. 31 

To Balance c/d . . 

£ 

142 

19.. 
Jan. 1 
Dec. 31 

By Balance .... 
„ Profit and Loss A/c . 

£ 

86 

56 



£142 



^142_ 




19.. 
Jan. 1 

By Balance b/d 

142 
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Alternative Method 



JOURNAL 

Dr. 

Cr. 

19.. 
Dec. 31 

Provision for Bad Debts .... 

To Bad Debts ..... 

Transfer of balance. 

£ 

86 

£ 

86 

„ 31 

Bad Debts ...... 

To Provision for Bad Debts 

Amount required for new Provision (5% on ! 
£2,840). 

142 

142 

„ 31 

Profit and Loss A/c ..... 

To Bad Debts . 

Transfer of balance. 

171 

171 


LEDGER 


Dr. BAD DEBTS Cr. 


19.. 
Jan. to 
Dec. 
Dec. 31 

1 

To Sundry Debtors 

„ Provision for Bad Debts . 

£ 

115 

142 

19.. 
Dec. 31 
„ 31 

£ . 

By Provision for Bad Debts . ! 86 

„ Profit and Loss A/c . .! 171 

| 



£257 


\£257 







Dr. PROVISION FOR BAD DEBTS Cr. 


19.. 
Dec. 31 

To Bad Debts . . 

£ 

86 

19.. 
Jan. 1 

By Balance .... 

£ 

86 

„ 31 

,, Balance c/d . . 

142 

Dec. 31 

„ Bad Debts . . . j 

142 



£228 

19.. 
Jan. 1 

By Balance b/d . 

£228 

142 


Dr. PROFIT AND LOSS ACCOUNT 

To Bad Debts ........ 

£ 

£ 

171 

BALANCE SHEET 

Assets 

Sundry Debtors ....... 

Less Provision for Bad Debts ..... 

£ 

2,840 

142 

£ 

2,698 
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Example 3 . On 1st January the Provision for Bad Debts was 
£206. The Bad Debts during the year amounted to £55. The 
Debtors at 31st December are £2,440, and a new Provision of 5 per 
cent is required. Make the necessary Journal and Ledger entries, 
and show also the Profit and Loss Account and Balance Sheet. 

First Method 


JOURNAL 


Dr. 


Cr. 


19. . 
Dec. 31 


Profit and Loss A/c 
To Bad Debts 
Transfer of balance. 


Provision for Bad Debts 
To Profit and Loss A/c . 

Amount credited back to Profit and Loss A/c 
in order to reduce Provision from £206 to 
£122 (5% on £2,440). 


LEDGER 

BAD DEBTS 


19.. 
Jan. to 
Dec. 


To Sundry Debtors 


£ 19. . 

55 Dec. 31 By Profit and Loss A/c 


£ 

55 


Dr. 


PROVISION FOR BAD DEBTS 


19.. 
Dec. 31 
„ 31 


To Profit and Loss A/c 
„ Balance c/d . 


£ 19.. 

84 Jan. 1 By Balance. 
122 


£206 


19. . 
Jan. 1 


By Balance b/d 


£ 

. 206 


£206 


. 122 


Dr. 


PROFIT AND LOSS ACCOUNT 


Cr. 


To Bad Debts 


By Provision for Bad Debts— 

„ Old Provision . .£206 

Less New . .122 




trading, PROFIT and loss accounts, balance sheet 


DD 


% 


Alternative Method 


Dr. 


Cr. 


19.. 
Dec. 31 

J - 

Provision for Bad Debts 

To Bad Debts • 

Transfer of balance.___________ 

£ 

55 

£ 

55 

„ 31 

I Provision for Bad Debts • • 

To Profit and Loss A/c . • * ‘ 

Amount credited back to Profit and Loss A/c 

to reduce Provision from £151 to £12- { ,o 
on £2,440). 

i 29 

29 


Dr. 


LEDGER 

BAD DEBTS 


Cr. 


19.. 
Jan. to 
Dec. 


To Sundry Debtors 


Dr. 


19.. 
Dec. 31 
31 
31 


» 

H 


£ 

19. . 

55 

Dec. 31 


By Provision for Bad Debts 


£ 

55 


PROVISION l'OR BAD DEBTS 


To Bad Debts 
„ Profit and Loss A/c 
„ Balance c/d . 


£ 

19.. 

55 

29 

122 

Jan. 1 

j £206 



19.. 
Jan. 1 


By Balance 


By Balance b'd 


Cr. 


£ 


£206 


122 


PROFIT AND LOSS ACCOUNT 



By Provision for Bad Debts 


BALANCE SHEET 


Assets 


Sundry Debtors 

Less Provision for Bad Debts . 


£ 

£ 

2,440 


! 122 

2,318 

_ 

1 

_—- 


Other Methods. Commercial practice in some parts of the 
country favours the method of bringing down the Provision in the 
Bad Debts Account itself, the argument being that it is preferable 
to show the total amount of Bad Debts (including Provision) for the 
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Profit and Loss Account in one sum, as this facilitates comparison of 

one year with another. The following workings of the examples 
given will exemplify this practice— 


Example i 

I)r. 


BAD DEBTS 


19.. 

Jan. to To Sundry Debtors 
Dec. 

Dec. 31 „ Provision (5% on £2,700 

c/d) . 


Example 2 

Dr. 


19. . 

Jan. to To Sundry Debtors 
Dec. 

Dec. 31 ,, Provision (5% on £2,840 

Cyd) . . . 


Cr. 


£ 

19.. 


f 

105 

Jan. 1 

By Balance b/f 

JJ 

120 


Dec. 31 

„ Profit and Loss A/c . 

120 

135 




£240 



£240 


19.. 




Jan. 1 

By Balance b/d . 

135 


BAD : 

DEBTS 


Cr. 

£ 

19.. 


r 

115 

Jan. 1 

By Balance b/f 

86 


Dec. 31 

,, Profit and Loss A/c . 

171 

142 




£257 



£257 


19.. 




Jan. 1 

By Balance b/d . 

142 


Example 3 


BAD DEBTS 


19.. 
Jan. to 
Dec. 

To Sundry Debtors 

£ 

55 

19.. 
Jan. 1 

By Balance b/1' . 

• 

• 

£ 

206 

Dec. 31 

„ Provision (5% on £2,440 







.. 31 

c/d) . 

„ Profit and Loss A/c 

122 

29 








£206 





£206 




19.. 
Jan. 1 

By Balance b/d 

• 

• 

122 


e cho ice of method to use does not matter from the point of 

- eW re ^t, and in many cases depends upon the views of 

e au itors who are to check the books. There is, however, one 
drawback to all the methods already illustrated; it is that no figure 
ppears w ic ic presents the amount of debts provided against 

vi^ h rxf?E e P roved to be g° od by recovery, and from the point of 

be shown as follows^ tb ^ s * s ' ratb er important. This can 
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ExamplL On 1st January the Provision for Bad Debts was £155. 
During the year £41 of these proved to be bad while £85 was 
collected and £19 of debts were bad that were not provided lor. A 
new Provision of £211 is required. 


Dr. 


BAD DEBTS 

( 

.r. 

19.. 
Dec. 31 

To Bad Debt w/o . 

■>1 

19.. 
Dec. 31 

By Profit and Loss A/c . 

£ ^ 
19 

Dr. 

PROVISION FOR BAD 

DEBTS • 1 

Cr. 

19.. 
Dec. 31 
„ 31 

31 

To Bad Debts w/o 
„ Profit and Loss A/c— 

Debts recovered . 

„ Balance c/d . 

£ 

41 

85 

211 

19.. 
Jan. 1 
Dec. 31 

By Balance b/d 
„ Profit and Loss A/c— 

amount required to in¬ 
crease Provision to £2 11 

£ 

155 

182 



£331 



£337 




19.. 
Jan. 1 

By Balance b/d . . 

211 

Dr. 

PROFIT AND LOSS ACCOUNT 

Cr. 

19.. 
Dec. 31 
„ 31 

To Bad Debts 
„ Provision for Bad Debts 

£ 

19 

182 

19.. 
Dec. 31 

By Doubtful Debts recovered. 

£ 

85 


(w/o = written off) 


PROVISIONS FOR DISCOUNT 

Provision for Discount on Debtors. This is a charge made 
against profits, in order to provide for an expected loss in the shape 
of discounts that will have to be allowed to the firm’s debtors on 
payment of their accounts. 

Provision for Discount on Creditors. This is an addition to 
the profits, to provide for those discounts expected to be received 
on payment of the firm’s creditors. 

Object of Making Discount Provisions. The object of making 
provisions for discount is that the Debtors and Creditors shall appear 
on the Balance Sheet at their true value; otherwise, we should be 
overstating both our assets and liabilities. For this reason, therefore, 
such Provisions are usually shown on the Balance Sheet as deduc¬ 
tions from the Debtors and Creditors respectively. 

Arguments For and Against Discount Provisions. Some 
accountants urge that discounts expected to be allowed, and 
received, should not be taken into account at all; that these dis¬ 
counts should, properly speaking, appear only in the same period 
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as the Cash receipts or payments to which they belong. One argu¬ 
ment/or them has already been mentioned, namely, the otherwise 
overstating of the Debtors and Creditors. 

Another argument urged in their favour is that the Debtors are 
the result of sales, and that on each sale a certain amount of profit 
has been taken credit for, even though the debt has not actually 
been paid, and that the discount to be allowed to the debtor on 
payment of the account is really a reduction of that profit to a 
smaller amount, and should, therefore, fall in the same period as 
the one in which the profit has been shown; so that only the exact 
amount of profit on each sale shall be taken credit for. And if it 
be right thus to anticipate the profit on the sale (for the profit is 
not really made unless and until the debt is actually paid), it surely 

cannot be wrong to anticipate any loss that will be made in the 
realizing of such profit. 

Methods of Making the Provisions. The Provisions are made 
by means of a Journal entry direct to Profit and Loss Account. 
Another method is to debit or credit them to the Discount Account. 
The objection to the latter method is that these amounts are not 
actual discounts but only Provisions. 

How the Amounts of the Provisions are Arrived At. The 

Discount Provisions may be the amounts of specially compiled lists 

of discounts allowable and receivable, but, generally speaking, 

they aie calculated by means of a fixed percentage on the amount 

of the outstanding Debtors and Creditors. Any new Provisions that 

ai e made must, of course, be adjusted each year with the old ones, 

as we do not require double Provisions. I he method of treatment is 

similar to that adopted with Provisions for Bad Debts dealt with 
earlier in this chapter. 

Note on Provision for Discount on Debtors. The Provision 

for Discount on Debtors should, properly speaking, be calculated on 

the good Debtors, that is, on the amount of the Debtors less the new 

Bad Debts Provision (if any). A debt cannot be both good and bad. 

If we provide for it being bad, we shall not require discount on it. 

On the other hand, should the debt turn out good, then the amount 

we have provided for it as a bad debt will be much greater than the 
discount allowed on it. 

To make ample provision for losses is all that is required: there is 
no object in making excessive provision. 

Example i. The Sundry Debtors at 31st December are 

£4,715 15s. 9d. A Bad Debts Provision of 5 per cent is made, and 

also a Discount Provision of 5 per cent. The Discounts Allowed 

during the year amounted to £167. The Discount Provision on 
1st January was £200. 

Show the Journal, Ledger, Profit and Loss, and Balance Sheet 
entries relating to Discount. 
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First Method 


JOURNAL 


Dr. 


Cr. 


19.. 
Dec. 31 


Profit and Loss A/c. 

To Discounts Allowed • 

Transfer of balance. 

Profit and Loss A/c . • • 

To Provision for Discount on Debtors 
Amount required to raise old Provision from 
£200 to £224 (5% on £4,480, viz. £4 71 o 
15s. 9d. less Provision for Bad Debts, £23o 
15s. 9d.). 


£ 

167 


£ 

167 


19.. 

Dec. 31 To Sundries 


LEDGER 

DISCOUNTS ALLOWED 


£ 19.. 

167 Dec. 31 lly Profit and Loss A/c . 


£ 

167 


Dr. 


PROVISION FOR DISCOUNT ON DEBTORS 


19.. 

Dec. 31 To Balance c/d . 


£ 19. 

224 Jan. 1 
Dec. 31 


By Balance . 

„ Profit and Loss A/c 


£224 


19.. 
Jan. 1 


By Balance b/d . 


£ 

200 

24 

£224 


224 


Dr. 


PROFIT AND LOSS ACCOUNT 


To Discounts Allowed 

• 

• 

• 

£ 

£ 

167 

,, Provision for Discount on Debtors . 

• 

• 

• 1 

224 

24 

Less Old Provision 

• 

• 

• 

200 


BALANCE SHEET 


Assets 


£ - 

d. £ 4. d. 

Sundry Debtors . 

• 

. 4,715 15 

9 

Less Bad Debts Provision . 

• 

. . 235 15 

9 



4,480 - 


Less Discount Provision 

• 

224 - 

1 

4,256 - - 
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Alternative Method 



JOURNAL 

Dr. 

Cr. 

19. . 


£ 

£ 

Dec. 31 

Provision for Discount on Debtors 

To Discounts Allowed . 

Transfer of balance. 

167 

167 

„ 31 

Discounts Allowed . . . . «i 

To Provision for Discount on Debtors 
Additional amount required to raise old Pro¬ 
vision from £33 to £224 (as above). 

191 

191 

,, 31 

Profit and Loss A/c 

To Discount Allowed .... 

Transfer of balance. 

191 

191 


LEDGER 

Dr. DISCOUNTS ALLOWED Cr. 


19. . 

• 

£ 

19.. 


£ 

Jan. to 

To Sundries 

167 

Dec. 31 

By Discount Provision . 

167 

Dec. 



„ 31 

„ Profit and Loss A/c . 

191 

Dec. 31 

1 

„ Discount Provision . 

191 




| 


£358 



£358 

Dr. 

PROVISION FOR DISCOUNT 

ON DEBTORS 

Cr. 

19. . 


£ 

19.. 


£ 

Dec. 31 

To Discounts Allowed . 

167 

Jan. 1 

By Balance .... 

200 

.. 31 

„ Balance c/d 

224 

Dec. 31 

„ Discounts Allowed . 

191 



£391 



£391 




19.. 




t 


Jan. 1 

By Balance b/d . 

1 

224 


Dr. PROFIT AND LOSS ACCOUNT 




£ 

£ 

To Discounts Allowed 

• • • • • 


191 


BALANCE SHEET 


Assets 

£ d. 

£ d. 

Sundry Debtors. 

4,715 15 9 


Less Bad Debts Provision . 

235 15 9 

4.480 - - 


Less Discount Provision .... 

224 - - 

4,256 - - 
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Example 2. On 1st January the Provision tor Discount on 
Creditors was £120. The Discounts Received during the year 
amounted to £104. The Creditors at 31st December are £4,960, 
and a new Provision of 2 \ per cent is required. Show the Journal, 
Ledger, Profit and Loss” and Balance Sheet entries relating to 

Discount. 


First Method 



JOURNAL 

Dr. 

Cr. 

19.. 


£ 

£ 

Dec. 31 

Discounts Received . 

To Profit and Loss A/c . 

Transfer of balance. 

104 

104 

„ 31 

Provision for Discount on Creditors 

To Profit and Loss A/c . • 

Additional amount required to raise Provision 
from £120 to £124 (2*% on £4,960). 

4 

4 


LEDGER 


Dr. DISCOUNTS RECEIVED CV. 


19.. 


£ 

19.. 


£ 

Dec. 31 

To Profit and Loss A/c 

104 

Jan. to 
Dec. 

By Sundries 

104 


Dr. PROVISION FOR DISCOUNT ON CREDITORS Cr. 


19.. 


£ 

19.. 


£ 

Jan. 1 

To Balance .... 

120 

Dec. 31 

By Balance c/d . . 

124 

Dec. 31 

„ Profit and Loss A/c 

4 






£124 



£124 

19.. 






Jan. 1 

To Balance b/d . 

124 





PROFIT AND LOSS ACCOUNT Cr. 


By Discounts Received 

• 

• 

• 

£ 

£ 

104 

» Provision for Discount on Creditors 

• 

• 

• 

124 

Less Old Provision 

• 

• 

• 

120 

4 
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BALANCE SHEET 


Liabilities 

Sundry Creditors ....... 

Less Provision for Discount ..... 

£ 

4,960 

124 

£ 

4,836 


Alternative Method 




JOURNAL 

Dr. 

Cr. 

19. . 


£ 

£ 

Dec. 31 

Discounts Received . 

To Provision for Discount on Creditors 
Transfer of balance. 

104 

104 

„ 31 

Provision for Discount on Creditors . . 

To Discounts Received .... 
Additional amount required to raise Provision 
from £16 to £124 (as above). 

108 

108 

„ 31 

Discounts Received ..... 

'To Profit and Loss A/c .... 
Transfer of balance. 

108 

108 


LEDGER 

Dr. DISCOUNTS RECEIVED Cr. 


19. . 
Dec. 31 
31 

To Discount Provision . 

„ Profit and Loss A/c 

£ 

104 

108 

19.. 
Jan. to 
Dec. 
Dec. 31 

By Sundries 

„ Discount Provision . 

£ 

104 

108 


£212 

mm 

Dr. 

PROVISION FOR DISCOUNT ON CREDITORS 

Ct. 

19.. ! 

1 , 

£ 

19.. 


£ 

Jan. 1 

To Balance 

120 

Dec. 31 

By Discounts Received . 

104 

Dec. 31 

„ Discounts Received 

108 

31 

,, Balance c/d 

124 



£228 



£228 

19.. 






Jan. 1 

To Balance b/d . 

124 





I 


PROFIT AND LOSS ACCOUNT Cr. 



£ 

£ 

By Discounts Received ...... 


108 
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BALANCE SHEET 


Liabilities 

Sundry Creditors 

Less Provision for Discount 



£ 

4,836 


Supposing we had placed the Provisions in both examples in the 
Discount Account instead of in separate Provision Accounts as is 
sometimes done, the Discount Account would appear as under 


Dr. 


19.. 
Jan. 1 
Dec. 31 
31 


») 


19.. 
Jan. 1 


To Balance 
Sundries 

Provision on Debtors c/d 


»» 

It 


To Balance b/d 


DISCOUNT 


L 

19.. | 

120 

Jan. 1 

187 

Dec. 31 

224 

„ 31 


31 

t £511 



19.. 

124 

Jan 1 


By Balance . 

Sundries 

Provision on Creditors c/d 
Profit and Loss A/c . 


By Balance b/d 


Ct. 


£ 

• 201 ) 

104 

124 

83 


£511 


224 


This method, although shown for the purpose of information 
is not recommended to the student, as it is rather complicated, an 
it is also very confusing to have two balances in one account. From 
the commercial viewpoint, also, it is better to be able to see at a 
glance the amount ol the discount allowed and of that received. 

Other Methods. As with the Bad Debt Provision so also with 
the Discount Provision, some accountants favour the method ol 
bringing down the Provision in the Discount Account itself. The 
advantage claimed for it is that the total amount of Discount 
(including Reserve) for the Profit and Loss Account is shown in one 
sum, and this facilitates comparison of one year with another. The 
following workings of the examples given will exemplify this 

practice— 

Example i 


Dr. DISCOUNTS ALLOWED Cr. 


19.. 
Jan. to 
Dec. 
Dec. 31 

To Sundries 

„ Provision on Debtors (5% 
on £4,480 c/d) . 

£ 

167 

224 

19. . 
Jan. 1 
Dec. 31 

By Balance b/I . 

„ Profit and Loss A/c . 

£ 

200 

191 



£391 



£391 




19.. 
Jan. 1 

By Balance b/d . 

224 
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Example 2 

Dr. 


DISCOUNTS RECEIVED 


Cr. 


19.. 
Jan. 1 
Dec. 31 

To Balance 
„ Profit and Loss A/c 

£ 

120 

108 

19.. 
Jan. to 
Dec. 
Dec. 31 

By Sundrie- 

„ Provision on Creditors 
(2J% on £4,960 c/d) 



£228 


• 

19.. 
Jan. 1 

To Balance b/d . 

124 


i 


£ 

104 


124 


£228 


QUESTIONS 

I. Define “Bad Debts Provision.” 

2 How is the amount of the Bad Debts Provision arrived at? What objection 
is there to taking a percentage of the sales? 

3. What is the object of making a Bad Debts Provision r 

4. Explain briefly the two methods of creating a Bad Debts Provision, and also 
the objection raised against them. 

5. Explain briefly the different methods of treating the Bad Debts Provision 
and bad Debts respectively. 

6. Define the following: “Provision for Discount on Debtors.” “Provision for 
Discount on Creditors.” 

7. What is the object of making Discount Provisions? 

8. State briefly some of the arguments for and against making Provisions for 
Discount. 

1 TT *| « are there of making the Discount Provisions? 

10. How is the amount of the Discount Provision ascertained? 

II. Should a Discount Provision be calculated on the full amount of the 
Debtors or not? Give reasons for your answer. 


CLOSING ENTRIES 

Definition. Closing entries are the Journal entries by means of 
which (a) the Stocks. Purchases, Sales, Returns, Wages, Coal and 
Coke, etc., are transferred to the Trading Account, (b) the various 
Gains and Losses to the Profit and Loss Account, (c) the net Profit 
or Loss, and the Drawings (if any) to the Capital Account. 

How Accounts are Closed. Nominal accounts, i.e. those 
denoting gains and losses, are closed by transfer to Trading Account 
or Profit and Loss. Personal accounts, i.e. those of debtors and 
creditors, are usually closed by actual receipt or payment of the 
money. Real or Property accounts, i.e. Plant and Machinery, 
Fixtures, etc., are not closed, being merely balanced. To close an 
account with a debit balance it must be credited with the amount 
required to make the two sides equal; and to close an account with 
a credit balance it must be debited with the amount required to 
make the two sides equal. The accounts containing losses, being 
debit balances, must be credited “By Profit and Loss and the 
gains, being credit balances, must be debited “ To Profit and Loss.” 
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Formula for C'osmg Entries- In them; 

written up at the back o the ^ger, but, ^ Journa 

it is often necessary to kn , fi ; h adjustments, etc.) 

entries. All the items (except . S tock at J the Stock at 

are obtained horn the Trial stock . t ^ ng , but in an 

finish can be ascertained only y. t here is no Stock at 

exercise it is definitely stated greatly perturbs students. 

start in the Trial Balance and th. fact grea f Y P.^ thc capita l 
^y'be^aU^nmone^;^verything has dten^o be bough^and^so^the 

procedure is, therefore, as follows following: Stock 

1. Debt, Trading Account with ge Awards, Coal 

at start, Purchases less J^’^hese accounts. 

*1 S/T3n g “toi with the total of Sale, ta. Re™, 

Stock at fmi.h, and *» the ; ““““XT *“»"»' ■>* °’ A " 

3. Subtract the debit total will be the gross profit, 

total ol Trading Account, an - pro fit to the credit ol the 

4. Carry down the amount oi nkcounts Received Account, and 

Profit and Loss Account, « respective amounts, and 

other Profit Accounts (if any) w P f all these ga ins. 

credit Profit D and fi L ° SS . A L C “ Account with the total of all the losses 

5. Debit Profit and Los Account w^ ^ ^ the , atter . 

shown in the various acc°u , Account from the 

A “K nt, and the balance will be 

th 7 .“ffi fi profit and Loss Account, and credit Capital Account, 
"t c°,pMA«."». P a“S'Drawings Accounr, with the 

"efent SuS? will be: ddted to Profit and Us. 

along with the other Iran Account must be Mited and 
Profit »d e U» A«»“. LtKwith the antonn, thereof-.,, fact, 
just the reverse procedure to No. 7. 

BALANCE SHEET 

TkofiniHnn A Balance Sheet is a statement prepared from the 
books of a concern showing the debit and credit balances thereof 
after the Trading and Profit and Loss Accounts have been prepared, 
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ADVANCED ACCOUNTS 


Jcachal tU R a l aSSCtS and P a '« ltieS ° r n ° 1 ’ and the balance > Aether 

fo£is ° r at " giVCn datC - An altern ative 

dehmtion s a Balance Sheet is a statement drawn up at the 

assets and liarr! 05 °f fi , nanc,al P eriod < setti ng forth the various 
assets arid liabilities of the concern as at this date.” It is also 

described as a classified summary of the debit and credit balances- 

con Iruct'ed ’Th g T the R P ™ fi ' and Loss Account has been 
const, ucted. I his is because a Balance Sheet often contains items- 

M^abSiScs 01 * StnCt Y Speakmg ' be characterized either as assets or 

S h r:; a r ance She , et teUs US - A P IO P erl y drawn up Balance 
bhett should give us information on four important points— 

1. '1 he nature and cost of the assets. 

2. The nature and extent of the liabilities. 

3. Whether the firm is solvent. 

4. Whether the firm is over-trading. 

If the assets exceed the liabilities, the firm is solvent, that is, 
able to pay its debts in lull. A business is, therefore, solvent by 
the amount o the capital in it, since Capital itself is the excess of 
assets over liabilities. I he last point, No. 4, concerns the stability 
ol the business. II the total ol the debts due to Creditors (including 
Bank dan overdraft) is greater than .he liquid assets (Cash, Invest¬ 
ments, Bills, etc i.e. the resources readily available to pay them), 
the position of the firm may be financially unsound. Where debts 
are being contracted without sufficient means of payment, the firm 
is said to be over-trading. Further, for the position to be quite 
sound, there should be some working capital, that is, some spare 
quid assets available for current expenditure. It is not a wise 
policy to lock up the capital in fixed assets. It means that the 
1 1 m mu i t eve nUtally resort to loans, the interest on which absorbs 

xne profits I he concern mav, therefore, be solvent without 
being sound. 

A " ce between a Trial Balance and a Balance Sheet. 

1 r ! a , . a ance ; ls a bst a ll the Ledger balances, not only assets 
and liabilities, but also gains and losses. A Balance Sheet is a 

aftf-r°ti a P art on ty the Ledger balances, i.e. those remaining 

and liabilities 1 ^° SS * tems ^ ave been dealt with—the assets 

th<^? n ^ r ° Ver u y * r ° rm an< * Headings of Balance Sheet. In 

t c r ? t * le Assets appear on the debit or left-hand side, and 
la 1 ities on the credit or right-hand side. Since the Balance 
f Purports to represent the state of affairs as shown by the books 
e usiness, it might be argued that the assets and liabilities 
s ou appear on the same sides of the Balance Sheet as the sides 
ey aie on in the Ledger. But, in the English form of Balance 
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Sheet, the sides are reversed. This is no doubt owing to the mistaken 
idea that the Balance Sheet is an account , whereas it is really 
only a statement . For this reason it is quite wrong to head the sides 
of a Balance Sheet as “Dr.” and “Cr.” What may be said to be the 
more technically correct form is, however, in use by Amei ican, and by 
some English and Scottish, accountants 5 but the mode of stating the 
assets on the right-hand side and the liabilities on the left is now 

almost universallv accepted. . 

Not only upon the form, but also upon the nomenclature of the 

Balance Sheet, there has raged a protracted and, at times, acute 
controversy. A Balance Sheet, not being an account, does not 
require to be headed with the contractions “Dr.” and “Cr.”; 
while the words “To” and “By,” prefixed to the liabilities and 
assets respectively, are equally superfluous. The headings Assets 
and “Liabilities” have also evoked much criticism. Although not 
entirely satisfactory, they are mainly correct. Other items, it is 
true, are met with which cannot be so classed, viz. Reserves, 
Sinking Funds, Preliminary Expenses, Income received in 
Advance, etc. Balance Sheets are sometimes met with in which 
the headings “Assets” and “Liabilities” have been omitted 
altogether. The suggested headings: Capital , Reserves and Liabilities ; 
Property , Assets and Expenditure ; still fall short of exactness. 
Liabilities and Sundry Credit Balances , Assets and Sundry Debit Balances , 
would be nearer the mark; while the headings, Ledger Credits , 
Ledger Debits , would be more exact designations, though not very 


explanatory. 

In double entry book-keeping, a business is regarded as a 
separate entity, that is, as existing apart from the proprietor of it. 
The Balance Sheet is, therefore, the Balance Sheet of the business, 
and not of the proprietor. That is why Capital is shown as a 
liability, being a debt due by the business to its proprietor. In his 
private Balance Sheet the proprietor would show as one of his 
assets: “Capital in such and such a Business.” This is quite in 
harmony with the principle of double entry. 

Order of Stating Assets and Liabilities on a Balance Sheet. 
The question often arises in the student’s mind as to the order in 
which the assets and liabilities should be entered on the Balance 
Sheet. Which should come first? Which should follow? Which 
should come last? And what is the reason for any particular 
order ? 

Different methods are in vogue in business. By one method, 
the Assets are stated in the order of realizability , that is, the order 
in which they can be converted into Cash; while the Liabilities are 
stated in the order in which they would be discharged, that is, 
paid off with the cash realized by the sale of the assets. The 
arrangement is then as follows— 
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BALANCE SHEET 


Liabilities 
Sundry Creditors 
Bills Payable 
Bank Loan . 

Outstanding Expenses . 
Income Received in Advance 
Loan on Mortgages 
Partners Current A/cs . 
Capital A/cs 


£ 

• 

• 

• 

* 

» 

Assets 

Cash «... 

Bills Receivable . 

Sundry Debtors . 

Stock . 

Investments 

Furniture and Fittings 

Plant and Machinery . 

Land and Buildings 

Goodwill . . # 

Payments in Advance . 

— 



By another method, the Assets and Liabilities are stated in the 

° r f e t r , °J P er ™nence, the fixed assets and liabilities taking precedence 
of the floating assets and liabilities— S p,eceaence 


BALANCE SHEET 


Liabilities 
Capital A/cs 
Current A/cs 
Loans on Mortgage 
Bank Loan . 
Sundry Creditors 
Accrued items 
Bills Payable # 



Asseb 

Goodwill . 

Patents and Trade-marks 
Land and Buildings 
Plant and Machinery . 
Horses, Carts, Vans, etc. 
Furniture and Fixtures 
Investments 
Stock 

Sundry Debtors . 
Payments in advance 
Bills Receivable . 

Cash 


T^Ba-anc, Sheets of some commercial concerns, e.g. banks, par- 
P? both methods, the Assets being stated in the Cash order, 
e la 1 lties m the order of permanence. Another variation 
is sometimes met with in practice. The floating assets and liabilities 

ar ^i Tvf FS A a C< ^ ^ ut the Liabilities begin with the Creditors, 
f n , p. n ' Vlt b the Debtors. Cash is sometimes placed next 
to the Buis Receivable, and sometimes last of all. 

. u* C case °^. a bank the cash is put first as showing its stability— 
it eing theoretically said that the first item strikes the eye most. 

1 mu ?, t be borne in mind that there is no fixed lay-out lor a 
a ance oheet although, as will be seen later, legislation does require 
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that certain items shall appear as distinct and separate items. The 
actual order of the items is very much a matter of viewpoint ol the 
accountants preparing it and the particular purpose it is to serve. 

The three most recent developments as far as English accountants 
are concerned are (1) the insertion ot the previous year s figures 
lor comparison purposes, (2) the omission of the shillings and 
pence, and (3) the preparation of the Balance Sheet in an entirely 

new style. 

Reference has already been made to the need lor preparing a 
Balance Sheet with a view to giving information and also the 
necessity for keeping the position of a business reasonably liquid. 
It follows, there ore, that the ratio of the various types of assets 
to the total is important, whilst more vital still is the existence of a 
surplus ot Current Assets over Current Liabilities. Such facts can be 
ascertained, given the time and opportunity, from the usual form 
ol Balance Sheet, but they are somewhat obscured by the lorm in 
which it is drafted. As the information exists there seems every 
advantage in throwing it into relief, and a close study of the 
specimen on page 70 will well repay the student of accountancy. 

Worked Examples. We now propose to give two exercises, one 
fairly easy and one more difficult, on the preparation of a Trading 
and Profit and Loss Account and Balance Sheet, and to show the 
full working. The student should not be content to follow the key 
mentally, but should actually work the exercise in his own books 
step by step with the key. He should then work and re-work the 
exercise without the assistance of the key. and should not pass on 
until he can do it accurately. 

Example i. From the following Trial Balance, 1 extracted from 
the books of J. & J. Robinson, prepare a Trading Account and a 
Profit and Loss Account for the year ended 31st December, 19.., 
and a Balance Sheet as on that date. 

Charge Depreciation on Land and Buildings Account at 2 \ per 
cent, on Plant and Machinery Account at 10 per cent, and on 
Furniture and Fixtures at 10 per cent. Make a provision of 5 per 
cent on the Sundry Debtors for Bad Debts. Carry forward the 
following unexpired amounts— 

(1) Fire Insurance . . . £12 7 2 

\ (2) Rates and Taxes . . . 24 2 6 

I (3) Apprentice Premiums . . 40 - - 

Charge 5 per cent Interest on Capital, but not on Drawings. 
Profits and Losses are to be shared in the following proportions: 
I James Robinson, five-ninths, Joshua Robinson, four-ninths. 

The value of the Stock as on 31st December, 19.., was agreed 
at £2,939 9s. 3d. (R.S.A.) 


‘ See page 71. 
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BLANK COMPANY LTD. 
Balance Sheet as at 31 st December, 


19 .. 


ASSETS 


£ 

£ 

Intangible Assets 


Goodwill at cost 

Patents and Trade-marks 

• 

at valuation 

1,000 


at .19. . 

• • 

200 

1,200 

Fixed Assets 




Land and Buildings 

Plant and Machinery 
Fixtures and Fittings * 

Dcprecia 


Cost 
• £8,000 
. 4,000 
. 1 ,300 

tion 

2,000 

1,000 
1,050 

Net 

6,000 

3,000 

250 


Current Assets 

Stocks 

Sundry Debtors 
Bills Receivable 

Cash at Bank . 

Cash in Hand 

Less Current Liabiiiti 

Sundry Creditors 
Expenses Outstanding 
Bills Payable . ° 


Surplus of Current 
Current Liabilities 


1,360 

480 

250 

650 

10 


2,750 


1,000 

50 

150 


1,200 


Asse ts 


over 


£ 


1,200 


9,250 


»"Tp“„°™ " ,TaL 

S "m(ifn A r7 j L Authorised and l„„ c d 

My p Sd'” arV . Sh "“ 

Reserves 

General Reserve 

Profit and Loss A/c 

* * # ■ 


1,550 

£ 12,000 


10.000 


500 

1,500 


2,000 12,000 


£12,000 
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TRIAL BALANCE Dr. Cr. 






£ 

s. 

d. 

£ 

s. 

d. 

James Robinson, Capital A 

c 






5,000 

— 

— 

Joshua 

James „ , Drawings ,, 




437 

10 


4,000 

— 

- 

Joshua 




246 

11 

7 




Land and Buildings 




2,500 

— 

— 




Plant and Machinery . 




1,426 

17 

7 




Furniture and Fixtures 




125 

8 

4 




Carriage Inwards 




437 

1 

4 




Wages (Manufacturing) 




2,147 

6 

1 




Salaries 

Bad Debts Provision (as on 

IstJ 

an., 19..) 

• • 


467 

10 

— 

247 

6 

2 

Sales .... 





9,122 

16 

9 

,, Returns 




176 

2 

7 



Bank Charges and Interest 




14 

4 

6 




Coal, Gas, and Water . 




72 

1 

7 




Rates and Taxes . 

Discount A/c (balance) 




84 

7 

6 

12 

7 

e 

Purchases . 




4,216 

17 

2 




,, Returns 







846 

2 

2 

Bills Receivable . 




127 

10 

— 




Trade Expenses . 




49 

7 

9 




Sundry Debtors . 




3,781 

15 

9 




„ Creditors. 







1,217 

15 

l 

Stock (1st Jan., 19..) . 
General Expenses 




2.642 

14 

8 






149 

1 

5 




Fire Insurance 

Apprentice Premium . 




49 

15 

— 

50 



Cash at Bank and in hand 




1,344 

4 

10 








£20,496 

7 

8 

£20,496 

7 

8 


19.. 
Dec. 31 




31 




31 


(i'I Journal Entries for Adjustments 

JOURNAL Dr. 



£ d. 

Depreciation . 

217 14 7 

To Land and Buildings . . 


2|% of £2,500. 


To Plant and Machinery 


10% of £1,426 17s. 7d. 


To Furniture and Fixtures , 


10% of £125 8s. 4d. 


Unexpired Fire Insurance . 

12 7 2 

To Fire Insurance 


Transler of amount prepaid. 

• 

Unexpired Rates and Taxes 

24 2 6 

To Rates and Taxes 


Transfer of amount prepaid. 



Cr. 


£ s- d. 
62 10 - 
142 13 9 
12 10 10 


12 7 7 


24 2 6 
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(i) Journal Entries for Adjustments 



Journal ( Conld .) 

Dr. 

Cr. 

Dec. 31 

Apprentice Premium. 

1° Unexpired Apprentice Premium. 
1 ransfer of amount prepaid. 

l 

1 

£ d. 

40 - - 

M 31 

Interest on Capital 

r° James Robinson, Capital A/c 

5% on £5,000. 

To Joshua Robinson, Capital A/c 

5% on £4,000. 

450 - - 

250 - - 

200 - - 


19.. 
Dec. 31 


„ 31 


M 


31 


( 2 ) Closing Entries 

JOURNAL 


Trading A/c . 

To Stock (at commencement) 

„ Purchases . £4,216 17 

Less Returns. 846 2 


Carriage Inwards 
Wages . 

Coal, Gas, and Water 
Balances transferred. 




Sales 
Less Returns . 

Stock (at close) 

To Trading A/c 
Balances transferred. 


2 

2 


£9,122 16 9 
176 2 7 


Trading A/c (gross profit) . 

Discount . 

Apprentice Premium. £50 *- - 
Less Amount c/f . 40 - - 


Bad Debts, Old Provision £247 6 2 
Less New Provision 189 1 9 

To Profit and Loss A/c 
Balances transferred. 


Dr. 


£ s. d. 
8,669 18 8 



8,946 14 2 

2,939 9 3 


3,216 4 9 
12 7 6 


10 - - 


58 4 5 


Cr 

£ *• d. 

2,642 14 8 


3,370 15 - 
437 1 4 

2,147 6 1 

72 1 7 


11,886 3 5 


3,296 16 8 
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( 2 ) Closing 


Dec. 31 


„ 31 


„ 31 


„ 31 


Journal ( Contd .) 

Dr. 

Cr. 


£ s. d. 

£ s. d . 

Profit and Loss A/c .... 

1,445 11 1 

r>J 

To Salaries . 


467 10 - 

,, Bank Charges . 


14 4 6 

,, Trade Expenses 


49 7 9 

,, General Expenses 


149 1 5 

,, Fire Insurance . £49 15 - 



Less Amount c/f 12 7 2 





37 7 10 

,, Rates and Taxes £84 7 6 



Less Amount c/f 24 2 6 





60 5 - 

„ Depreciation— 



Land and Buildings 


62 10 - 

Plant and Machinery 


142 13 9 

Fixtures and Fittings 


12 10 10 

,, Interest on Capital— 



James Robinson . 


250 - - 

Joshua ,, . 


200 - - 

Balances transferred. 



Profit and Loss A/c .... 

1,851 5 7 


To Capital A/c, Jas. Robinson, § 


1,028 9 9 

»> _ >> >j Josh. ,, $ . 


822 15 10 

Respective shares of profit transferred. 



Capital A/c—James Robinson 

437 10 - 


To his Drawings A/c 


437 10 - 

Balance transferred. 



Capital A/c—Joshua Robinson . 

246 11 7 


To his Drawings A/c 


246 11 7 

Balance transferred. 




Note 1. As a distinction is made in the Trial Balance between 

Trade Expenses and General Expenses, the former may be debited 

to Trading Account. The student should provide a note explaining 

that such expenses have been assumed to be productive or manu- 
lacturing expenses. 

Note 2. Instead of showing the Returns as deduction from the 
purchases and Sales as above, some accountants prefer to transfer 
the Returns to the Purchases Account and Sales Account respec¬ 
tively. The transfers would be made by Journal entries, thus— 


Dec. 31. Sales A/c . 

» 31. To Sales Returns . 

» 31. Purchases Returns 
» 31. To Purchases A/c 


£ s. d. 

176 2 7 
846 2 2 


£ s- d . 
176 2 7 
846 2 2 
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Dr. 


TRADING ACCOUNT 


To Stock (at start) 
» Purchases . 
Less Returns 

„ Carriage . 

»» Wages 
ii Coal, Gas and 
Water 

„ Balance (Gross 
Profit) 


£ 

s. 

d. 

4,216 

17 

2 

846 

2 

2 



£ s. d. 

2,642 14 8 1 

]By Sales 

( Less Returns 

„ Stock (at finish) 

**/ o 1 
72 1 7i 

3,216 4 

11,886 3 5| 


£ s. d. 
9,122 16 9 
176 2 7 



O. 


/. d. 


8,946 14 2 
2,939 9 3 


11,886 3 5 


Dr. 


9 9 
99 


ft 


ft 


To Salaries 

Bank Charges 
Trade Expenses . 
General Expenses 
Fire Insurance . 
Less Amount c/f 

Rates and Taxes 
Less Amount c/f 


„ Depreciation— 

I. and and Build¬ 

ings, 2 *% 
£2,500 . 

Plant and Ma¬ 
chinery, 10% 
£1,426 17s. 7d. 

Furniture and 
Fittings, 10% 
£125 8s. 4d. . 

M Interest on Cap¬ 
ital— 

J. Robinson, 

5% £5,000 . 

Jos. Robinson, 
5% £4,000 . 

m Balance (Net 
Profit)— 

Jas. Robinson, ft 
J°9- „ 2 


t'KOFIT AND LOSS ACCOUNT 
For the Year Endino 31it December, 19.. 


/. d. 


49 15 - 
12 7 2 


84 7 6 

24 2 6 


62 10 - 


142 13 9 


12 10 10 


250 - - 
200 - _ 


1,028 9 9 
822 15 10 


467 10 -|By Trading A/c 
14 4 ^1 (Gross Profit) . 
49 7 91 ,, Discount . 

149 1 5| „ Apprentice Pre¬ 

mium 

Less Amount c/f 


37 7 10 


60 5 - 


217 14 7 


450 - 


1,851 5 7 


£3,296 16 8 


.» Bad Debts Pro¬ 
vision . 

Less New Pro¬ 
vision, 5% 
£3,781 15s. 9d. 


£ /. i. 


50 - 
40 - 


247 6 2 


189 1 9 


3,216 

12 


J. 4 . 

4 9 
7 0 


10 - - 


58 4 5 


£3,296 16 8 


• • y i practice is to show in a separate 

continuation of the Profit and Loss Account the adjustments 
(partners salaries, if any, and interest on capital and/or drawings) 
and division of profits, but this again is a matter of choice on the 
part of the accountant concerned. (See page 79.) 
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BALANCE SHEET as at 31st December, 19.. 


Liabilities 

£ 


J 

£ s. 

d. 

Assets 

£ 

s. 

d. 

£ 

s. 

d. 

Sundry Creditors 




1,217 15 

1 

Cash at Bank and in 







Unexpired Appren¬ 






hand 




1,344 

4 

10 

tice Premium 




40 - 

— 

Bills Receivable . j 




127 

10 

— 

Capital A/cs— 






Sundry Debtors .1 

3,781 

15 

9 




James Robinson, 






Less Bad Debts 







1st Jan. 

5,000 

— 

— 



Provision . 

189 

1 

9 




Add Interest . 

250 


— 






— 

3,592 

14 

_ 

„ Share of Profit . 

1,028 

9 

9 



[Stock-in-Trade 




2,939 

9 

3 


-- ■ - 

— 




Furniture & Fixtures 

125 

8 

4 





6,278 

9 

9 



Less Depreciation 

12 

10 

10 

112 

17 

6 

Less Drawings 

437 

10 

— | 





— 

—! 








5,840 19 

9 

Plant and Machinery 

1.426 

17 

7 




Joshua Robinson, 






Less Depreciation . 

142 

13 

9 




1st Jan. . 

4.000 

— 

— 




— 



1,284 

3 

10 

Add Interest . 

200 

— 

-J 



Land and Buildings 

2,500 

— 

— 




,, Share of Profit . 

822 

15 

10 



Less Depreciation 

62 

10 

— 

2,437 

10 



5022 

15 

10 



Unexpircd Fire In¬ 





Less Drawings 

246 

11 

7 



surance . 




12 

7 

2 





4,776 4 

3 

Unexpircd Rates and 













Taxes 




24 

2 

Q 




£ 

11,874 19 

1 _ —- 

~T 




£ 

11,874 

i — — - 

19 

1 


Example 2 . A and B were in partnership as Manufacturing 
Ironmongers. Their Capital Accounts, as on 31st December, 19. ., 
were equal. The partnership agreement provided that A should 
t ake £300 of the profits b efore B re c eived any share. The balance 
was to be divided equally between them. During the year ended 
31st December, 19..,""d rawin gs were made by A at the rate of £50 
a month, and by B at the rate of £6 a week. ^ ~~ 

On 31st December, 19.., the Ledger Balances, in addition to 
those of' the Partners’ Capital and Drawings Accounts, were as 
shown below. 

On 31st December, 19. ., the Stock in hand was valued and agreed 
at £6,928 4s. 6d., the Work in Progress was certified at £301 6s. Id., 
and the Loose Tools at £406 13s. 2d. 

You are required to prepare a Trading Account and a Profit and 
Loss Account for the year ended 31st December, 19.., and a 
Balance Sheet as on that date. Before preparing these accounts, it is 
necessary to take the following matters into consideration— 

1. The Auditors called the Partners’ attention to the fact that 
the Leasehold Premises had not been depreciated in the past. The 
lease has 15 years to run, and it is decided to write off the book 
value by equal annual instalments. 

2. Ten per cent Depreciation is to be written off Plant and 
Machinery as on 1st January, and 5 per cent off the additions made 
during the year. 

3. £50 depreciation is to be written off Furniture and Fittings. 

4. Wages Account is found to include £47, paid to men who were 
occupied repairing machinery; and it is decided to transfer this 
amount to its proper account, and also to put through a transfer 
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of £121 2s. 7d. as representing the cost of material used out of stock 
for such repairs. 

5. The unexpired portions of Rates and Insurance were, on 31st 
December, 19.., £27 2s. 3d. and £14 Os. Id. respectively. 

6. It is decided to create a Provision for Bad Debts amounting 
to 5 per cent on the Sundry Debtors. 

Note. No interest on capital or drawings to be provided. 


BALANCES OF LEDGER ACCOUNTS, 31st 


Cash at Bank 
,, in hand 

Plant and Machinery (including 

£345 2s.) ..\ . 4,018 2 1 

Furniture and Fittings ........ 273 14 7 

Discount A/c (Debit Balance) . . . . . . 47 3 1 

Manufacturing Wages ........ 7,649 12 10 

Salaries. 962 13 6 

Purchases. 20,747 16 11 

Carriage. 467 4 9 

Office Expenses . . . . . . . . . 212 6 2 

Postage and Stationery. . . . . . . . 42 15 1 

Leasehold Buildings ........ 1,500 - - 

Sales. 34,242 12 7 

„ Returns. 347 13 7 

Purchases Returns ........ 742 12 - 

Stock (1st Jan., 19..). 6,738 - 2 

Sundry Debtors.9,261 12 6 

Work in Progress (1st Jan., 19. .). 276 14 11 

Advertising. . . . . . . . . . 117 17 1 

Bad Debts . . . . *. 135 2 7 

Interest on Temporary Loan (repaid November) . . . 6 7 10 

Loose Tools (1st Jan., 19..) .431 14 2 

Rent, Rates, and Taxes ....... 346 15 3 

Insurance . 92 4 2 

Commission . . . . . . . . . 114 9 11 

Lighting and Heating. 102 4 7 

Sundry Creditors.2,136 19 - 

(R.S.A.) 

(In a question such as the above, the student should, if time 
permits, prepare a Trial Balance.) 


additions during the 




(repaid November) 


December, 19.. 

£ d. 
280 2 8 
37 15 2 

year of 


(i) Journal Entries for Adjustments 

JOURNAL Dr. 


Cr. 


19.. 
Dec. 31 


Depreciation. . 

To Lease . 

A of £1,500 . . 

To Plant and Machinery 
10% £3,673 0s. Id. = £367 6s., and 
5% £345 2s. = £17 5s. Id. 

To Furniture and Fixtures 
Amounts written off respectively. 


£ s. d. 
534 11 1 


s. d. 


100 - - 
384 11 1 


50 - - 
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(i) Journal Entries for Adjustments 

Journal ( Contd .) Dr. Cr. 

— — 

^ d. £ s. d. 

Dec. 31 : Repairs ..... 168 2 7 

To Materials Used for Repairs . 121 2 7 

„ Wages .... 47 - - 

For repairs to machinery carried out 
by own workmen. 

„ 31 Unexpired Insurance . . . 14-1 

To Insurance .... 14 — 1 

Balance carried forward. 


„ 31 Unexpired Rates . . . . 27 2 3 

To Rent, Rates, and Taxes . . 27 2 3 

Balance carried forward. 



( 2 ) Closing Entries 

JOURNAL 


Dr. 


19.. 
Dec. 31 


Trading A/c 

To Stock .... 

„ Work in Progress . 

„ Loose Tools . 

„ Purchases . £20,747 16 11 
Less Returns 742 12 - 

,, Manufacturing Wages . 

„ Carriage 
Balances transferred. 


Sales . 

Less Returns 


. £34,242 12 7 
.347 13 7 


Materials Used for Repairs 
Stock . . . . . 

Work in Progress . 

Loose Tools . . . . 

To Trading A/c 
Balances transferred. 

Trading A/c 

To Profit and Loss A/c 
Gross Profit transferred. 

Profit and Loss A/c 
To Provision for Bad Debts . 
5% of Sundry Debtors £9,261 

12s. 6d. 
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19. . 
Dec. 31 


31 


31 


yy 


31 


31 


Dr. 


( 2 ) Closing Entries 

Journal ( Contd.) Dr. 


Profit and Loss A/c 
To Discount 
Salaries 

Office Expenses 
Postage and Stationery 
Advertising . 

Bad Debts . 

Interest on Loan . 
Rent, Rates, and Taxes 
Insurance 
Commission . 

Lighting and Heating 
Depreciation. 

Repairs 
Balances transferred. 


y y 


yy 






y y 


yy 


yy 


yy 


yy 


yy 






£ 

2,841 


10 


d. 

7 


Profit and Loss A/c 
To A—Capital A/c 
Preferential claim on profits. 


300 - - 


Profit and Loss A/c 
To A—Capital A/c 

>> B— >> 

Respective shares of profit 
ferred. 


trans- 


2,526 1 4 


A—Capital A/c 
To his Drawings A/c 
Balance transferred. 


600 - - 


B—Capital A/c 
To his Drawings A/c 
Balance transferred. 


312 - - 


TRADING ACCOUNT 
For the Year Endino 31st December, 19 


To Stock, 1st Jan. . 
11 Work in Pro¬ 
gress, 1st Jan. 
„ Loose Tools, 1st 
Jan. 

m Purchases 

Less Returns . 

Manufacturing 

Wages 

Less Transfer 
to Repairs 
A/c . 

„ Carriage . 

„ Balance (Gross 
Profit) c/d 


/. d. 


20,747 16 11 
742 12 - 


7,649 12 10 


£ s. d 

6,738 - 2|By Sales 

Less Returns 


276 14 11 
431 14 2| 

20,005 4 11 


Cr. 


£ 

47 

962 

212 

42 

117 

135 

6 

319 

78 

114 

102 

534 

168 


r. d. 


3 

13 

6 


1 

6 

2 


15 1 
17 1 
2 7 
7 10 
13 - 
4 1 
9 11 
4 7 
11 1 
2 7 


300 - - 


1,263 - 8 
1,263 - 8 


600 - - 


312 


Cr. 


£ s. d. 
34,242 12 7 

347 13 7 


„ Materials used 
for Repairs 
,, Stock, 31st Dec. 
„ Work in Pro¬ 
gress, 31st Dec 
„ Loose Tools, 
31st Dec. 


47 - _ 


7,602 12 10 
467 4 9 

6,130 13 7i 


41,652 5 4 


s. 4. 


33,894 19 - 


121 

6,928 


2 

4 


301 6 

406 13 


7 

6 

1 

2 


41,652 5 4 
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PROFIT AND LOSS ACCOUNT 


Dt. 


For the Year Ending 31st December, 19 


Cr. 


To Discount 
„ Salaries 
,, Offices Expenses 
„ Postage and Sta¬ 
tionery . 

„ Advertising 
„ Bad Debts 
„ Interest on Loan 
„ Rent, Rates, and 
Taxes . 

Less Amount 
c/f . 

„ Insurance 
Less Amount 
c/f . 

„ Commission 
„ Lighting and 
Heating 

„ Depreciation— 
Lease, of 
£1,500 

Plant and Ma¬ 
chinery, 10% 
£3,673 Os. Id. 
Plant and Ma¬ 
chinery, 5% 
£345 2s. . 

,, Furniture and 
Fixtures 
„ Repairs— 
Materials used 
Wages paid . 

„ Provision for 
Bad Debts, 5% 
£9,261 12s. 6d. . 
.» Balance (Net 
Profit) c/d 


To A—Capital A/c 
as per agree¬ 
ment 

•i Balance— 
A-Cap’l A/c, £ 
B_ .. .. £ 


M 


If 


£ d. 


346 15 
27 2 


92 4 
14 - 


1,263 
1,263 


3 

3 


367 6 - 


17 5 1 


121 2 7 

47 - - 


8 

8 


£ d. 
47 3 1 

962 13 6 
212 6 2 

42 15 1 

117 17 1 

135 2 7 
6 7 10 


319 13 - 


78 4 I 
114 9 11 

102 4 7 


100 - 


384 11 
50 - 


168 2 


463 I 8 
2,826 1 4 


£6,130 13 


By Balance (Gross 
Profit) b/d 


300 - - 


2,526 1 4 


£2,826 1 4 


£ d. 


By Balance (Net 
Profit) b/d 


£ s. d. 
6,130 13 7 


£6,130 13 7 


2,826 I 4 


£2,826 1 4 


Another method of adjustment is to transfer the £121 2s. 7d. 
(Materials used for Repairs) to the Purchases Account and state 
the amount net—also to set the £406 13s. 2d. against the £431 
14s. 2d. (Loose Tools), showing a net figure of £25 Is. as “Con¬ 
sumption of tools,” or “Tools used.” Similarly, “ Work in progress” 

( l T V 1 ( a • ^ item described as 

Production. 



80 


ADVANCED ACCOUNTS 


BALANCE SHEET as at 31st December, 19.. 


Liabilities 
Sundry Creditors 
•Capital A/cs— 
A—1st Jan., 19. . 
Add Share of 
Profit 


Less Drawings 

— 1st .fan., 19. 
Add Share of 
Profit 


Lass Drawings 


£ s. d. 

£ s. d .I Assets 

£ s. d 


• 

2,136 19 -jCash in hand 

37 15 i 

• 

y 

9,000 _ - 

ICash at Bank 

280 2 i 

9 

( 


iSundry Debtors 

9,261 12 6 

• 

> 

1 f o63 - 8 

1 Less jiad Debts 



10,563 - 8 

' Provision 

463 1 8 


600 - - 

IStock . 




9,963 - 81 Work in Progress . 



9,000 - - 

1 Loose Tools . 



1 O 

1 Furniture and Fix¬ 




tures 

273 14 7 


10,263 - 8 

I Less Depreciation 

50 - - 


312 - - 

I Leasehold Buildings 

1,500 - - 



9,9a 1 - 81 Less Depreciation 

100 - - 



I Plant and Ma- 


i 


I chinery . 

4,018 2 1 



I Less Depreciation 

384 11 1 



I Rates unexpired 


3 


I Insurance unex- 




| P'rcd 



1 . 

22,051 - 4 1 

£\ 

22 


s. d. 


317 17 10 


8,798 10 10 
6.928 4 6 
301 6 1 

406 13 2 


223 14 7 


1,400 - - 


27 2 3 
14 - 1 


SPECIAL POINTS TO WATCH IN EXERCISES 

A *® ri ° d £° vered fa y the Trading and Profit and Loss 
Account, this is a point that should be carefully noted by the 

student. If it is not definitely stated, it can usually be ascertained 
by comparing the dates of the Stock at start and the Stock at finish. 
Sometimes the rates for depreciation and the rate of interest on 
capital are stated to be per annum, and if the period covered by the 
Trading and Profit and Loss Account is only six months, i.e. for 
the hall-year, such rates must be dealt with accordingly. The 
percentage for the Bad Debts Provision or Discount Provision, how¬ 
ever, will not be affected. If these are given as 5 per cent, they will 
be 5 per cent (actual) of the Sundry Debtors, whether the Account 
is tor six or for twelve months, the period of time making no 
difference to these particular items. 


Adjustments in the Trading Account. Students who are 
accustomed to working exercises in which the whole of the adjust¬ 
ments affect merely the Profit and Loss Account, are often greatly 
disconcerted by an exercise which requires adjustments in the 
Trading Account. They get their Trading Account balanced and 
ruled off, and their gross profit brought down to the Profit and 
Loss Account, and towards the end of the exercise may discover 
some adjustments for the Trading Account. It is true such adjust¬ 
ments do not often occur, but they may. There may be Wages 
owing, Freight, Carriage, etc., due. Students should not take it 
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for granted that all the adjustments are lor the Profit and Loss 
Account; they should look through them and make quite sure 
before balancing their Trading Account. 

Interest on Capital. In some exercises interest on capital is not 
shown in the adjustments which are duly set out and numbered. 
It will be found mentioned in the reading matter either at the 
beginning or at the end of the exercise. Students are, therefore, 
apt to overlook it, and consequently bring out the wrong net profit 
and produce an inaccurate Balance Sheet. 

Interest on Loan. Sometimes the Trial Balance in the exercise 
will contain the item, “Interest on Loan (for half-year).” If the 
period covered by the Trading and Profit and Loss Account is one 
year, then the other half-year’s interest must be worked out and 
put in the Profit and Loss Account, whether it is mentioned in the 
adjustments or not, because a year’s accounts must contain a year’s 
interest il the loans have been outstanding for the year. The 

same of course applies to Debenture interest but not to dividends 
on shares 

Stock at Finish in the Trial Balance. This occurs only when 
there is a Materials Consumed Account in the Trial Balance or List 
ol Balances. Its special treatment under such circumstances has 
been pointed out in our remarks on the contents of the Trading 
Account, to which the student should refer (page 33). 

Bad Debts Not Written Off. In some exercises the Bad Debts 
have not been written off, and the student is told to do this. The 
student thinks it quite simple, and promptly puts them in the 
Profit and Loss Account. More often than not, however, he fails 
to complete the double entry by making a corresponding deduction 
from the Sundry Debtors, with, of course, disastrous effects on 
the accuracy of his work. For example, take the following Trial 
Balance (purposely condensed)— 


TRIAL BALANCE Dr. Cr. 


Sundry debit balances .... 

£ 

5,082 

£ 

„ Debtors. 

2,560 


„ credit balances. 


7,642 


£7,642£7,642 


Suppose the Bad Debts not written off are £60, and that a Bad 
Deb s Provision of 5 per cent is required to be made. The Bad 

of T2 LrrT'p f bC 'I?" C T of / 2 ’ 500 - and not 5 per cent 
£ 2 ’ 560 - In lhe Balance Sheet, therefore, we should have— 
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not 


Sundry Debtors 

4 

Less Bad Debts Provision 


Sundry Debtors 

Less Bad Debts Provision 


£2,500 

125 

-£2,375 

£2,560 

128 

--£2,432 


When the Bad Debts are written off, the Sundry Debtors will be 
reduced to £2,500, and this point seems to be quite unnoticed by the 
majority o( students, who are greatly surprised when the Balance 
Sheet totals do not agree. 

Depreciation. Sometimes Depreciation figures in the Trial 
Balance, a corresponding amount having already been written off 
some asset or assets. Students who have been accustomed to show 
the assets in the Balance Sheet, less depreciation, do so in this par¬ 
ticular instance, and, ol course, find subsequently that the Balance 
Sheet totals do not correspond. T he asset, in this case, must be 
shown in the Balance Sheet at the same figure as it stands at in 
the Trial Balance; or, if it is desired to show the asset less deprecia¬ 
tion, the depreciation must be added back again to the asset and 
then deducted. For example, take the following Trial Balance 
(purposely condensed)— 


TRIAL BALANCE 

Dr. 

Cr. 

Sundry debit balances. 

£ 

7,206 

£ 

Plant and Machinery .... 

1,350 


Depreciation of Plant and Machinery . 

150 


Sundry credit balances 


8,706 


£8,7061 

£8,706 


The Depreciation of Plant would be transferred to the Profit 
and Loss Account, and the Plant and Machinery would be shown 
in the Balance Sheet thus— 


Plant and Machinery 

or 

Plant and Machinery 
Less Depreciation 


but not 

Plant and Machinery 
Less Depreciation 


£1,350 


£1,500 

150 

-£1,350 

£1,350 

150 

-£1,200 
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which is the mistake many students make. As the Depreciation 
appears in the Trial Balance it must have been written off the 
Plant and Machinery, for there could not be one-sided entries in 
the Ledger. The asset is, therefore, at its net figure and must not 
be further reduced. 

Loose Tools. In engineering works, iron foundries, and similar 
concerns it is the practice to make their own loose tools. At bal¬ 
ancing time stock is taken of these tools in the same way as stock 
of goods. The student will thus find in such exercises two stocks 
of Loose Tools, a Stock at start and a Stock at finish. These should 
be treated in the same way as Stock-in-Trade; the opening stock 
should be debited to Trading Account, and the closing stock should 
be credited to Trading Account and shown on the assets side of 
the Balance Sheet. The reason for this is that the materials for 
making the tools, and the cost of making them, i.e. the wages of 
workmen, have been debited to Trading Account, and any increase 
or decrease in the stock of tools should properly be dealt with in 
the same account. Alternatively, the difference between the two 
stocks of Loose Tools may be shown as Depreciation or Apprecia¬ 
tion in the Profit and Loss Account. 

ADJUSTMENTS AND THE BALANCE SHEET 

Outstanding Liabilities. Numbers of students are constantly 
getting their Balance Sheet wrong on account of the adjustments. 
They must remember that items in the Trial Balance are dealt with 
only once , either in the Profit and Loss Account or in the Balance 
Sheet; but that items outside the Trial Balance, i.e. the adjustments 
to be made, are dealt with twice , both in the Profit and Loss Account 
and also in the Balance Sheet, in order to complete the double 
entry. For instance, Rent as an item in the Trial Balance would be 
debited to Profit and Loss and would then be finished with; but 
Rent as an item outside the Trial Balance, i.e. an adjustment to 
be provided for, would not only be debited to Profit and Loss 
Account, but would also be shown as Outstanding Rent on the 
Balance Sheet. The same item may, therefore, be treated differ¬ 
ently in two different exercises. It docs not, however, depend on 
the item itself, but on the position of the item, i.e. whether it is in the 
Trial Balance or List of Balances, or whether it is an adjustment 
outside it. Suppose we were told in an exercise to make a Journal 
entry for some Rent due, the Journal entry would be— 

j Rent Dr. 

To Outstanding Rent Cr. 

The Rent would be posted to the Rent Account, the total of 
which would be debited to Profit and Loss, while an Outstanding 

4 —(B.1405) 
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Aecoum would be opened in the Ledger and would appear on the 

liabilities side of the Balance Sheet. The point is that the double 

entry must still be made lor all adjustments whether Journal entries 

are constructed (or them or not. That is to sav, debit Profit and 

Loss with the item and show the latter as Outstanding Rent in the 

Balance Sheet. Students must remember that charging Rent and 

other bsses against profits does not pay them; they remain liabilities 
until they are paid in cash. 

« « Likewise with the apportionments, i.e. the 
amounts prepaid, or received in advance, and carried forward to 
the next year; these must also be shown on the Balance Sheet. 
When losses are carried forward, as, for instance, unexpired 
insurance, rates, etc., they are put on the assets side of the Balance 
Sheet; and when profits are carried forward, as, for instance,' 
unexpired apprentice premium, they are put on the liabilities side 
of the Balance Sheet. We do not make actual assets or liabilities 
ot them Losses carried forward come on the assets side simply 
because losses and assets are both debit balances. And profits 

f. a 7'r d - ° Ver comc on the liabilities side simply because profits and 
liabilities are both credit balances. The omission to use these 

adjustment figures twice over is so often a stumbling block in the 

rSf 11 r °t? m r hCn nCUhcr > urnal entr ies nor Ledger entries 
tn ! ed ? r ' f 0r thls reason ,h e examinee is strongly recommended 
to make h,s own notes similar to Journal entries but without 

used' kL TkT 15 ’ I 1 " rcly ,° n , these as a Snide- If, as each item is 
used, it is ticked as dealt with, the fact that the further adjustment 

still icmains for the Balance Sheet will be obvious at a glance. 

Err ° r s- As in the intermediate stage the students’ 
great difficulty is to make the Trial Balance agree, so also in the 

i nC U StaSe their great difficulty is to make the Balance Sheet 
agree. 1 he outstanding liabilities are frequently omitted, and the 
apportionments are either omitted or else placed on their wrong 
sides The wrong Stock is often entered in the Balance Sheet. It 
should not be the Stock in the Trial Balance, but the Stock at 
finish Sometimes the disagreement of the Balance Sheet totals is 
caused by the omission of the Stock-in-trade altogether. In other 
cases, the Balance Sheet will not agree because the wrong Bad 

1 rovlslon has b , een deducted, namely, the old Provision instead 

. , • ^ eW one ’, l e - tbe one to be made; or else merely the amount 
e or credited to Profit and Loss in order to adjust the two 
provisions has been shown as the actual Provision. For example— 

PROFIT AND LOSS ACCOUNT 

r • r r 

To Bad Debts Provision (5% on £5,000) 250 

Less Old Provision . . . .120 


130 
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and then in Balance Sheet— 
Sundry Debtors 

Less Bad Debts Provision 

instead of— 

Sundry Debtors 

Less Bad Debts Provision 

which is the correct amount. 


£ 

£ 

. 5,000 


. 130 



4,870 

. 5,000 


. 250 



4,750 


,9 


QUESTIONS 


1. What are closing entries? How are the following accounts closed: 
(a) Personal accounts, (b) Real accounts, (c) Nominal accounts? 

2. Explain the term “Balance Sheet.” What information should it afford? 
How does it differ from a Trial Balance? 

3. What controversy is there respecting (fl) the form of the English Balance 
Sheet, (b) the headings “Dr.” and “Cr.,” and the words “To” and “By”? 

4. What two methods are there of marshalling the assets and liabilities on a 
Balance Sheet? Illustrate your answer by means of pro forma examples. What 
variations are sometimes met with? 

5. Why are outstanding liabilities included in the Balance Sheet in addition 
to being debited in the Profit and Loss Account or Trading Account? 


EXERCISE II 

1. Messrs. Brown & Phillips are equal partners in a business trading under 
the style of The Pimlico Cycle Co. On the 31st December their book-keeper 
extracted the following balances from the books— 

Cash at Bank, £3,990; Plant and Machinery, £6,880; Stock of Machines, 
1st Jan., £7,858; Materials on hand, 1st Jan., £2,730; Sales during the year, 
£188,680; Sundry Debtors, £6,556; Agents’ Commission, £4,890; P. Brown, 
Capital Account, £5,358; R. Phillips, Capital Account, £4,900; Workmen’s 
Wages, £26,798; Business Premises, £2,500; Bills Payable, £3,840; Cash 
Creditor, £4 ; 000; Materials Purchased, £139,920; Sundry Creditors, £4,462; 
General Expenses, £720; Travellers’ Salaries, £3,520; P. Brown, Drawings 
Account, £1,120; R. Phillips, Drawings Account, £900; Bad Debts written 
off', £958; Rents, Rates, and Taxes, £1,900. 

The following adjustments are necessary— 

5 per cent Depreciation off Plant and Machinery; one year’s Interest due 
to Cash Creditor at 5 per cent per annum; Bad Debts estimated at £320; 
Commission due to Agents, £700; Interest on Capital at 5 per cent per annum. 
The Stocks on hand at 31st December were— 

Materials, £1,860; Machines, £6,250. 

Prepare Trial Balance, Trading and Profit and Loss Account, and Balance 
Sheet as at 31st December. 

2. Messrs. Wolfe, Harvey & Co. are in partnership, sharing profits equally. 
Oil the 30th June the following balances stood in their books— 

Lease of Premises (15 years to run), £3,000; Stock, 1st July, £9,262; Bills 
Payable, £6,902; Sundry Creditors, £11,224; Sales, £51,558; Discounts 
Received, £766; Purchases, £44,662; Bad Debts, £152; Advertising, £2,160; 
R. Wolfe, Capital Account, £23,120; T. Harvey, Capital Account, £19.570• 
Cash at Bank, £1,886; Rent, Rates, and Taxes, £1,396; Discounts Allowed’ 
£1,082; Bills Receivable, £940; Salaries, £1,700; R. Wolfe, Drawings 
Account, £1,400; T. Harvey, Drawings Account, £1,300; Trade Expenses 
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Z; 1 098; Cash in hand, £100; Plant and Machinery, £10,656; Provision for 
cm tS ’ lsl J u,y ’ £ 420: Wa S es (manufacturing), £6,838; Sundry Debtors, 

The following adjustments are necessary— 

Interest on Capital at 5 per cent per annum; Bad Debts Provision, £500; 

Depreciation of Plant and Machinery at 5 per cent; Advertising paid in 

advance, £100; Rent, Rates, and Taxes owing, £290; Stock, 30th June, 

^1 9,d 14. 

Prepare Trading and Profit and Loss Account lor the year ending 30th June, 
and a Balance Sheet as at that date. 


3. Messrs. Rice & Baxter entered into partnership on the 1st January with a 
Capital of £30,000, £20,000 of which was contributed by P. Rice and £10,000 
by F. Baxter. It was agreed that profits should be shared in proportion to capital 
introduced, and the Drawings of the partners should be: Rice, £400, and Baxter, 
£-00 per quarter on account of accruing profit. Should either partner draw more 
than the agreed amount, he was to be debited with not less than one quarter’s 
Interest on the sum drawn in excess. Each partner was to be entitled to Interest 
on his Capital at 5 per cent per annum. A Bad Debts Provision of per cent of 
the Sundry Debtors was to be created. 

The Stock at 31st December was valued at £12,857 0s. lOd. 

I rom the above particulars and the following Balances, prepare Trading 
and Profit and Loss Accounts for the year ended 31st December, and a Balance 
Sheet as at that date— 


P. Rice, Capital A/c . 

• 

£20,000 

Trade Charges . 

. £460 

F. Baxter, ,, ,, 

• 

10,000 

Sundry Debtors . 

. 17,078 

Cash at Bank 

• 

2,418 

Returns Outwards 

1,756 

,, on Deposit 

• 

1,000 

P. Rice, Drawings A/c 

1,600 

Purchases . 

• 

35,640 

F. Baxter, ,, ,, . 

1,000 . 

Sundry Creditors 

• 

3,920 

Rent owing 

.Cr. 160—* 

Rent, Rates, and Taxes 

• 

700 

Interest and Discount . 

.Dr. 270 

Bills Payable 

• 

2,690 

Salaries 

1,200 

Furniture and Fixtures 

• 

500 

Returns Inwards 

2,460 

Sales 

• 

29,360 

Bills Receivable 

3,560 

4. On the 30th June, 

Messrs. Lewis & Co. extracted the following Balances 

from their books— 





P. Lewis, Capital A/c . 

• 

£7,012 

Cash in hand 

£20 . 

T. Smithers, ,, ,, . 

• 

5,010 

Petty Expenses . 

312 

Wages of Workmen 

• 

5,340 

Bad Debts . 

119 

Gas and Electric Light 

• 

80 v 

/ ,, ,, added to Provision 100 

Commission and Discount {Dr.) 420 

Salaries 

1,000 

Debtors for Rent 

• 

50 

Purchases . 

. 28,381 

Bills Receivable 

• 

781 

Sundry Creditors 

. 6,245 

Bills Payable 

• 

1,970 

P. Lewis, Drawings A/c 

1,000 

Stock, 1st July . 

• 

9,645 

T. Smithers, ,, „ 

400 

Freight and Carriage . 

• 

158 

Sundry Debtors . 

9,036 

Sales 

• 

37,500 

Rent, Rates, and Taxes 

1,500 

Bad Debts Provision 

• 

230 

Travelling Expenses 

364 , 

Bank Overdraft . 

• 

739 



Stock on hand 30th June was valued at £11,774 18s. 4d. Provide for Salary 
£300 to be credited to T. Smithers. Profits are to be divided—seven-twelfths to 
Lewis and five-twelfths to Smithers. Prepare Trading and Profit and Loss Account 
and Balance Sheet as at 30th June, after allowing Interest on Capital at 5 per cent 
per annum. 
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5. From the following Balances and the undermentioned particulars, prepare 
Messrs. Rocklyn & Co.’s Trading and Profit and Loss Account for the year 
ended 30th September, and a Balance Sheet as on that date— 


Purchases 'C 

. £18,682 

Bad Debts 'S 

196 

Sales ^ . 

. 49,240 

Repairs and Renewals^ 

1,140 

General Expenses^* . 

920 

Coal and Coke ^ 

1,040 

Sundry Debtors . 
Travellers’ Salaries and 

9,300 

Commission . ^ . 

1,300 

Discounts allowed . 

860 

Trade Creditors . ^ 

3,080 

Stock, 1st Oct.'/? 

. 7,960 

Plant and Machinery . 

7,000 


R. Rocklyn, Capital A/c 

. £10,840 

,, Drawings A/c 

800 

P. Farmley, Capital A/c 

. 10,306 

,, Drawings A/c 

700 

Extension of Works^ • 

3,000 

Rents Received ^ 

300 

Cash in hand 

80 

Rates and Taxes^ 

760 

Cash at Bank 

3,120 

Clerks’ Salaries v' 

960 

Wages of Workmen^. 

6,338 

Discounts Received v/ . 

390 

Premises 

10,000 v 


Make a Bad Debts Provision of £460, a Discount Provision on Debtors of 2\ 
per cent; credit Interest on Capital at 5 per cent per annum; depreciate Plant 
and Machinery 5 per cent. Stock on hand, 30th September, valued at £3,372. 
Profits and losses to be shared equally. 




6. W. Price and E. Ackworth were in partnership as engineers. The Partner¬ 
ship Agreement provided that profits and losses were to be shared equally, and 
that 5 per cent interest was to be charged on Capital, but not on Drawings. 
On 31st March the Trial Balance was taken out. Prepare “Final Accounts” for 
the year ended 31st March, 19... The following adjustments must be made: 
(a) Depreciation—10 per cent off Plant and Machinery, etc. (/;) Provide for Bad 
Debts, 2\ per cent of Sundry Debtors, (c) Provide for a Quarter's Rent, £50. 
( d) Insurance unexpired on 31st March, 19.., £7 3s. 4d. {e) Stock, 31st March, 
19.., £1,658 14s. 9d. 

TRIAL BALANCE 


Debits I 

£ d. 

Credits 

£ d. 

' Plant, Machinery, etc. i 

5,672 13 4 

W. Price—Capital • . 

5,696 10 - 

Factory Fuel and Power , 

54 6 2 

E. Ackworth—,, 

3,626 3 4 

Office Salaries 

374 10 6 

Sales . . . | 

12.617 15 - 

Lighting and Heating . 

39 5 7 

Sundry Creditors 

2,267 16 9 

Travelling . 

92 6 7 

Purchases Returns 

317 6 7 

Carriage on Sales. 

95 18 9 

Bills Payable 

642 3 4 

Cash at Bank 

112 6 6 



,, in hand 

6 7 3 



• Sundry Debtors . 

4,796 10 - 



Purchases . 

8,329 4 1 



Manufacturing Wages 

991 9 10 



• Rent, Rates, and Taxes 

276 14 9 



Office Expenses . 

271 14 4 



Carriage Inwards. 

89 15 5 



Discount 

42 7 9 



W. Price—Drawings 

396 10 - 



E. Ackworth ,, 

285 14 6 



Stock previous 31st Mar 

2,172 11 3 



Manufacturing Expense 

, 267 19 8 



Sales Returns 

742 2 6 



' Insurance . . 

57 6 3 



£ 

; 25,167 15 - 

£ 

25,167 15 - 
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7. Messrs. Perry & Ruston are in partnership sharing profits three-fifths and 
two-fifths respectively. From the following Balances, and the undermentioned 
particulars, you arc required to make out a Trading and Profit and Loss Account 
for the year ended 30th April, and a Balance Sheet as on that date. 


Trade Creditors . 


£ 3,578 

Bills Payable 


1,870 

Law Charges 


42 

General Expenses 


758 

Cash at Bank 


1,898 

B. Ruston, Capital A 

fc 

7,520 

,, Drawings 

A/c 

600 

Premises 

• • 

4,000 

Cash Creditor 

• • 

4,000 

Returns Outwards 


1,620 

Bad Debts Provision, 

1st Mar. 

220 

Cash in hand 

• • 

40 

Discounts Allowed 

• • 

860 

Wages (manufacturing) 

3,994 


Discounts Received 

£580 

Bills Receivable . 

. 536 

Purchases . 

. 11,720 

A. Perry, Capital A/c . 

9,280 

,, Drawings A/c 

800 

Stock, 1st May . 

6,390 

Trade Debtors . 

6,322 

Carriage 

358 

Returns Inwards 

2,860 

Salaries 

1,570 

Sales 

. 21,360 

Bad Debts . 

260 

Rent, Rates, and Taxes 

1,120 

Plant and Machinery . 

5,900 


The following adjustments are necessary— 

Bad Debts estimated at £291; Discount Provision on Debtors, 3J per cent; 
on Creditors, 2k per cent; Interest on Capital, 5 per cent per annum; one year’s 
Interest due to Cash Creditor, £160; Depreciation of Plant and Machinery, 
10 per cent. Stock on hand at 30th April was £9,384. 


8. Messrs. Kingsley & Larke arc in partnership, sharing profits and losses 
two-thirds and one-third respectively. From the following Balances and the 
undermentioned particulars, prepare Trading and Profit and Loss Account for 
the year ended 31st July, and a Balance Sheet as at that date. 


Freehold Premises . . £4,000 

Discounts Allowed . . 950 

Trade Creditors . . . 6,994 

General Charges . . 1,370 

Wages (manufacturing) . 9,294 

Bills Payable . . . 2,686 

Rent, Rates, and Taxes . 3,500 

B. Kingsley, Capital A/c . 21,360 

,, Drawings A/c . 1,940 

Bad Debts Provision, 1st Aug. 1,160 
Discount Received . . 520 

Sales .... 47,560 


Cash at Bank 

. £3,940 

Stock, 1st Aug. 

. 10,764 

Plant and Machinery . 

. 14,690 

Bad Debts . 

920 

Patents 

3,000 

Cash in hand 

20 

Trade Debtors . 

. 11,760 

R. Larke, Capital A/c 

. 10,640 

,, Drawings A/c 

900 

Salaries 

. 2,520 

Insurance . 

190 

Purchases . 

. 21,162 


Fhe following adjustments are necessary— 

Bad Debts Provision, £600; Interest on Capital, 5 per cent per annum; 
Depreciation: Patents, 10 per cent; Plant and Machinery, 10 per cent; Busi¬ 
ness Premises, £200; Frank Higgins, the works manager, is entitled to 5 per 
cent of the net profits. 

The Stock on hand at 31st July was valued at £9,550. 


9. Alfred Ramsden & Philip Brookes trade under the style of Ramsden, Brookes 
& Co. The following Balances were extracted from their books on the 30th June 


Trade Creditors . . . £8,192 

Freehold Premises . . 5,000 

Discounts (Dr. balance) . 230 

A. Ramsden, Capital A/c . 12,300 

„ Drawings A/c . 1,200 


Salaries .... £720 

Stock, 1st July . . • 5,900 

P. Brookes, Capital A/c • 6,860 

,, Drawings A/c . 500 

Trade Debtors . . . 20,176 
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Rent, Rates, and Taxes 

. £860 

Bills Pavable 

4 

£3,800 

Repairs 

146 

Bad Debts Reserve, 1st lulv . 

600 

Bills Receivable . 

620 

Sales .... 

29,384 

Purchases . 

. 17,182 

General Expenses 

852 

Cash at Bank 

. 1,120 

Cash in hand 

30 

Wages of Workmen 

2,940 

Plant and Machinerv . 

/ 

3,560 

The following adjustments 
Bad Debts Provision, 5 

are necessary— 

per cent Debtors; Interest on Capital at 5 

per cent 

per annum; Depreciation of Plant, 10 per cent per annum. 


Stock on hand at 30th June was valued at £2,498. Profits are divisible equally. 
Make the necessary closing entries and prepare Trading and Profit and Loss 
Accounts, and Balance Sheet as at 30th June. 


10. The following are the 
31st December— 

Ledger 

Balances of A, B, C, & 

Co., as on 

Sundry Debtors . 

• 

£6,000 

Sales 


£25,000 

General Trade Expenses 

• 

1,200 

Sundry Creditors 


1,000 

Factory Rent 

• 

250 

Interest Received 


120 

Manufacturing Wages 

• 

2,000 

Purchases Returns 


200 

Purchases . 

• 

10,000 

Discounts Received 


180 

Fixtures and Fittings . 

• 

500 

Provision for Bad Debts 


200 

Carriage and Freight on 

Raw 


A. Capital A/c . 

Cr. 

10,000 

Material 

• 

500 

n 

Cr. 

10,000 

Sales Returns 

# 

300 

Plant and Machinery . 


6,000 

Horses, Harness, and Vehicles 

2,000 

Freehold Offices . 


2,000 

Advance on Mortgage 

Dr. 

2,000 

Balance at Bank . 


2,300 

Travelling Expenses 


600 

Cash Balance 


10 

Office Salaries 


2,200 

Stock, 1st Jan. 


5,000 

A. Drawings 


1,000 

C. Capital A/c . 

Dr. 

1,000 

B- . 


1,000 

Discounts Allowed 


220 

C- „ . 

Prepare— 


500 

i Rates, Taxes, and Insurance 

120 


(1) Trading Account, showing gross profit for the year. 

(2) Profit and Loss Account, showing net profit available for division among 
the partners. 

(3) Balance Sheet as on 31st December, 19... 

Stock on hand on 31st December, 19.amounted to £7,500. According to 
the Partnership Deed 5 per cent Interest on Partner’s Capital is to be credited or 
charged, as the case may be, and the profits are to be divided as to A two-fifths 
B two-fifths, C one-fifth. ’ 

Write off 5 per cent from Plant and Machinery. 

Write ofT 10 per cent from Horses, Harness, Vehicles, and Fixtures and Fittings. 
Increase the Provision for Bad Debts by £400. (Civil Service.) 


11. Robert Poole and Frederick Winchley entered in partnership on 1 st October 
under the style of Poole & Co. The following Balances (except one) were obtained 
from their books at 30th September, after the first year’s trading_ 

Sundry Debtors, £7,360; R. Poole, Drawings Account, £800; F. Winchley 
Drawings Account, £800; Stock, 30th September, £4,900; Salaries, £940;’ 

5fifi(! ag p, £ ; j ReCe ;^/? 2 ? 1 Purchascs > £ 26 > 720 ! Commission, 

£060, Plant and Machinery, £9,2o2 (after charging Depreciation, £1 026)’ 

Freehold Premises, £3,000; Trade Creditors (including Bills Payable £1 500) 

£7,704; Cash at Bank, £1,180; Discounts Allowed, £1,064; Rent, Rates, and 
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Taxes, £1,660; Wages of Workmen, £5,480; General Expenses, £872; Travel¬ 
ling Expenses, £520; Goods sold. £35,360. 

Draw up a I rial Balance (bringing into account the Capital, which the partners 
contributed equally), and prepare Trading and Profit and Loss Account, and 
Balance Sheet as at 30th September, after allowing Interest on Capital at 5 per 
cent per annum. 

12. From the following Ledger Balances prepare Trading Account, Profit 
and Loss Account, and Balance Sheet of Messrs. H. Oakley and W. Denham, 
Harness Manufacturers, as on 31st December, sharing profits and losses equally. 
Before dividing the profits, allow Interest on Partners’ Capital at 5 per cent per 
annum; depreciate Machinery and Plant per cent, and Fixtures and Fittings 
6 per cent; provide for Bad and Doubtful Debts 5 per cent, and for a half-year's 
interest on the Mortgage at 5 per cent per annum to 31st December; carry 
7£ per cent of the net profit (if anv) to the Reserve Fund; Stock 31st December, 

£14,725 2s. 6d. 

£ s. d. £ s. d. 

H. Oakley, Capital A/c Stock (1st Jan.) . . 10,910 5 5 

(1st Jan.) . . 10,000 - - Rates and Taxes . 251 9 11 

W. Denham, Capital Bank . . Cr. 2,437 - - 

A/c (1st Jan.) . . 9,000 - - Office Expenses . 104 5 3 

Freehold Premises . 13,100 - - Carriage . . . 1,066 2 9 

Bills Payable . . 2,402 8 2 Insurance . . . 191 11 4 

Fixtures and Fittings 3,600 - - Interests and Discounts 

Wages . . . 7,930 1 4 Cr. 43 12 1 

Mortgages on Premises Sundry Debtors . . 8,510 - - 

Cr. 4,500 - - Interest on Mortgage 112 10 - 

Sundry Creditors . 13,802 18 4 General Trade Expenses 1,040 17 2 
Reserve Fund (for Repairs . . . 337 13 1 

contingencies) . 1,050 - - FI. Oakley’s Drawings 

Sales . . . 45,230 2 10 A/c (including inter- 

Machinery and Plant 6,000 - - est) . . . 1,767 10 - 

Cash . . . 472 14 7 W. Denham’s Draw- 

Purchases . . . 31,038 10 7 ings A/c (including 

Salaries . . . 550 - - interest) . . . 1,482 10 - 

(Union of Educational Institutions.) 

13. H. Sihcpherd and G. Elkington entered into co-partnership as Builders 
and Contractors at Northampton on 1st January. Elkington’s capital was £1,000, 
Shepherd’s was £4,000. Profits or losses were to be shared equally. 5 per cent 
was to be credited to each Partner in respect of his capital, and 5 per cent was to 
be charged on their respective drawings. Elkington was to be credited with 
£25 each quarter as salary for management. The following is a copy of the 
Ledger Balances of their books on 31st December, but no interest has been charged 
either upon the capital or upon drawings, nor had Elkington been credited with 
his salary. 

The Stock was taken and amounted to £3,750. The drawings of the partners 
had been as follows: Shepherd, 1st February, £50; 1st April, £100; 1st June, 
£50; 1st August, £50; 1st October, £100; 1st December, £50; Elkington, 
1st February, £25; 1st March, £37 10s.; 1st May, £62 10s.; 1st June, £50; 
1st August, £25; 1st September, £37 10s.; 1st November, £62 10s.; 1st 
December, £50. 

£ s. d. £ s. d. 

Sales . . . 9,756 10 7 Interest and Discount 

Purchases . . . 3,857 6 6 Dr. 250 3 7 

Cash . . . 365 2 11 Salaries . . . 457 10 - 

Bills Payable . . 421 3 4 Wages . . . 1,304 2 6 
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£ 

s. d. 


£ d. 

Creditors . 

1,062 

7 1 

Carriage and Freight . 

255 4 7 

Rent 

525 

7 6 1 

Repairs and Deprecia¬ 


Bank . . Cr. 

664 

19 9 i 

tion 

212 5 7 

Taxes and Insurance . 

224 

12 6 

Plant and Tools . 

1,437 14 5 

General Charges 

108 

9 9 

“ 

Shepherd’s Drawings . 

400 - - 

Buildings . 

2.500 

# 


Elkington’s „ 

350 - - 

Shepherd’s Capital 

4,000 

— — 

Debtors 

4,657 8 6 

Elkington’s ,, 

1,000 

— — 



Prepare a Trading Account, Profit and Loss Account for the year, 

and Balance 


Sheet, giving effect to the respective partnership terms as to Interest on Capital 
and Drawings, Partners’ Salary, and division of Profits and Losses. 

(Union of Educational Institutions.) 


14. The Bad Debts Provision on 1st January was £725 15s. 6d. The Bad 
Debts during the year amounted to £630 10s. Gd. I he Sundry Debtors on 31st 
December arc £16,368 16s. 3d., and a new Provision of 5 per cent is required. 
Show (both ways) the Journal, Ledger, Profit and Loss Account, and Balance 
Sheet entries. 

15. The Bad Debts Provision on 1st January was £268 16s. 7d. 1 he Bad Debts 
during the year amounted to £62 15s. lOd. The Sundry Debtors at 31st December 
are £3,826 13s. 6d., and a new Provision of 5 per cent is required. Make (both 
ways) the necessary Journal entries, and show the Ledger Accounts, the Profit and 
Loss Account, and Balance Sheet. 

16. The Bad Debts Provision on 1st January was £56 10s. 6d. The Sundry 
Debtors at 31st December are £1,026 8s. lOd. There were no Bad Debts during 
the year, and so it is decided to abolish the Provision. Make the necessary entries 
(both ways) in the Journal, and show the Ledger, Profit and Loss Account, and 
Balance Sheet. 


17. The Sundry Debtors on 31st December are £4,361 10s. lid. A Bad Debts 
Provision of 5 per cent is made, and a Discount Provision of 5 per cent is required. 
The Discounts Allowed during the year amounted to £163 17s. 8d., and there 
was an Old Discount Provision of £175 15s. 6d. Make (both ways) the necessary 
entries relating to discount in the Journal, Ledger, Profit and Loss Account, and 
show the Balance Sheet. 


18. On 1st January the Provision for Discount on Creditors was £120 10s. 6d. 
The Discounts Received during the year amounted to £110 16s. 6d. The Creditors 
on 31st December are £4,947 17s. 5d., and a new Provision of 2k per cent is 
required. Show (both ways) the Journal, Ledger, Profit and Loss Account, and 
Balance Sheet entries relating to Discount. 

19. On 1st January the Provision for Discount on Creditors was £160 13s. 6d. 
The Discounts Received during the year amounted to £187 16s. 5d. The Creditors 
at 31st December are £6,626 10s. lid., and a new Provision of 2^ per cent is 
required. Show (both ways) the Journal, Ledger, Profit and Loss Account, and 
Balance Sheet entries relating to Discount. 

20. Show the necessary Ledger entries to describe the following— 

{a) Jan. 1. Bad Debts Provision of £860 standing in the books. 

(b) Dec. 31. Total of Bad Debts Account, £1,000. 

(c) „ 31. Adjust the Provision Account so that it may show a Reserve of 

7£ per cent on the Book Debts, which are £15,000. 

(d) Assuming that business has been continued for another twelve months, 
i.e. up to 31st December, the Bad Debts are then £1,100. Adjust the Provision, 
so that it may show a provision of 1\ per cent on the amount of the Book Debts, 
which are then found to be £12,674. 
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ber sfoX fk, n A T i ,oh , n Co “ blne ’ steel merchant, on 31st Decem¬ 
ber. stock, at 31st December, valued at £3,500. Write off £400 Bad Debts and 

maintain a Provision of 5 per cent on the remaining debtors’ balances to allow 

for doubtful debts. Depreciate Plant 10 per cent. Allow interest on Capiml a^ 

5 per cent per annum. Combine introduced an extra £500 capital on 1st December 


Stock 

Wages 

Railway Charges, etc. 
Purchases . 

Interest on Overdraft 
Bills Receivable . 
Rents, Rates, etc. 
Plant and Machinery 
Travelling Expenses 
Repairs to Plant 
Cash 

Discount on Sales 


£9,600 

3,200 

500 

12,000 

20 

600 

200 

2,000 

500 

160 

200 

500 


Returns In . . . £100 

Sundry Debtors . . . 3,500 

Office Expenses . . . 500 

Income Tax ... 50 

Drawings as against Profits . 500 

J. Combine, Capital . . 5,000 

Bills Payable ... 500 

The Consolidated Bank Cr. 400 

£ ales . 25,000 

Provision for Bad Debt> . 500 

Discount on Purchases. . 400 

Sundry Creditors . . 2,330 


as on 3 U?rVr° kS h 0f B n C r & Wh c ' te ’ who are ec l ual Parm«s, are balanced yearly 
as on 31st December. Before profits are ascertained and divided, 5 per cent interest 

off thTpfaTA Par, ? crs ’ Capital - De P reciati °" a < ‘he rate of 5 pc'r cem is wrhmn 

DehK P n Acc ° un ‘> and a provision of 5 per cent is made for Bad and Doubtful 

V.T S at the rate of 44 per cent, is due upon the Loan on 

afon g 3Uf’n d h i S n0t yet becn P assed through the books. The Stock on hand, 
as on 31st December, was valued at £3,225. 

I he following are the final Balances is on 31st December— 


Purchases .... £16,450 
Manufacturing Wages 
Sales 

Black's Capital A/c 

,, Drawings A/c (in¬ 
cluding Interest) 

White’s Capital A/c 

,, Drawings A/c (in¬ 
cluding Interest) 

Stock (as on 1st Jan.) . 

Salaries 

Rates and Taxes 


Trade Charges . . . £400 

Premium on Lease A/c (6 
years unexpired as on 1st 
, Jan.) .... 2,400 

Sundry Creditors . . 15,345 

Loan on Mortgage . . 5,000 

Freehold Land and Buildings 8,000 

Plant .... 4,000 

Provision for Bad and Doubt¬ 
ful Debts (as on 1st Jan.) . 600 

Sundry Debtors . . . 13,100 

Cash at Bank . . . 1,200 


2,150 

24,800 

5,000 

550 

2,000 

350 

3,000 

820 

325 


DrJrnZl a T ra n in i S and cl Profit and Loss Account for the year ended 31st 
December, and a Balance Sheet as on that date. (London Chamber of Commerce.) 


23. What is a Balance Sheet ? 
nary Statement of Affairs. 


Explain the difference between that and an ordi- 

(London Chamber of Commerce .) 


24. Messrs. Slander and Backbite own a small newspaper. Profits and losses 
are equally divided. Before the division of Profits, the following adjustments 
are necessary: 10 per cent Depreciation is to be written off Plant Account; 20 
per cent off Type Account, and 10 per cent off Horses and Carts Account; 5 per 
cent provision is to be made for Bad and Doubtful Debts; Six Months’ Interest 

at o per cent is due upon the Bank overdraft, and has not yet been passed 
through the books. 

Stock as on 31st December was valued at £381. 

No interest is allowed upon Partners’ Capital Accounts, Backbite’s smaller 
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capital being compensated for by the fact that he gives more time to the business 
than his partner. 

The following were the Ledger Balances of the firm as on 31st December— 


Expenses of Branch Office 
Insurance . 

Rates, Taxes, and Gas 

Postages 

Carriage 

Bad Debt Prov ision (1st Jan 
Sales and Subscriptions 
(Newspaper Department) 
Sales ( Jobbing Dept.) 
Advertisements (Receipts) 
Compositors’ Wages 
Reporters’ Salaries 
Paper Purchases . 

Office Salaries 
S. Slander’s Capital A/c 
,, Drawings A/c 
B. Backbite’s Capital A/c 
,, Drawings A/c 
Trade Creditors . 
Advertisements Paid in Ac 
vance A/c 


£129 

34 

50 

182 

264 

430 


4,S52 

848 

5.540 
2,035 

798 

2,220 

748 

9,864 

1,040 

7.540 
952 
862 


750 


Trade and Sundry Expenses . 
Cost of Literary Contribu¬ 
tions 

Commissions Paid 
Stable Expenses 
Ink Purchases 

Machine and Engine Room 
Expenses 
Audit Fee 
Law Charges 
Bad Debts . 

Freehold Printing Works 
Additions to Freehold Pre 
mises during the year 
Plant and Machinery . 

Type 

Stoc k (1st Jan.) . 

Horses and Carts 

Sundry Debtors . 

/ 

Cash in hand 
Bank Overdraft . 


£82 

898 

152 

121 

88 


242 

52 

124 

142 

4,950 

150 
4,400 
2,900 
342 
194 
8,440 
457 
1,500 


Prepare a Profit and Loss Account for the year ended 31st December, and a 
Balance Sheet as on that date. (London Chamber of Commerce.) 


25. The books of Messrs. William Jones & Co. were balanced as on 31st Decem¬ 
ber, and a Profit and Loss Account and Balance Sheet prepared. The profit for 
the year, as shown by these accounts, amounted to £2,481 6s. 4d. The following 
mistakes had been made by the book-keeper during the year— 

( a) A gas engine costing £450 had been debited to “Purchases Account” 
instead of to “Machinery and Plant Account.” 

( b) An amount of £15 12s. 8d., received as a final dividend in the estate of 
G. Smith, the balance of whose account had, in a previous year, been written 
off as a bad debt, was standing to the credit of a newly-opened account under 
the same name, and was included amongst the “Sundry Creditors” in the 
Balance Sheet. 

(c) A cheque amounting to £10 4s. 8d., which had been returned dishonoured, 
was posted to the debit of “Allowances Account” instead of to the account of 
B. Brown, from whom it was received. 

{d) Goods amounting to £52 Is. 4d. had been returned by R. Robinson, on 
30th December, and were taken into stock, but the entries recording the return 
were not passed through the firm’s books until 4th January of next year. 

What adjustments would be necessary to rectify these errors, and how would 
they affect the above-mentioned profit? ' (London Chamber of Commerce .) 


26. Wilkinson & Co., publishers, publish a book, of which 3,000 copies are 
printed. They pay all expenses, and give the writer a royalty of Is. on every 
copy sold. The cost of the book, which was paid by Wilkinson & Co., and charged 
in their books to the accounts named, was as follows— 


Printing 
Paper 
Binding 
Advertising. 


£100 

70 

100 

30 
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At the end of the first year it was found that 100 copies had been given away, 
and 2,000 sold at a net price of 5s. each, and Wilkinson & Co. sent the author 
a detailed statement of accounts for the year, with cheque for the royalty due to 
him. Make the Journal entries that Wilkinson & Co. would make on drawing 
up this account, and show (1) What profit (a) the author, and ( b ) the publishers 
have made on the first year’s sales; (2) What profit they would respectively make 
on the next year, assuming that the copies remaining in stock were all sold at the 
same price, and no further charges incurred. (Civil Service.) 

27. I lie following balances were, on 31st December, extracted from the books 
of H. Francis, who carried on business as a manufacturing stationer— 

£ d. £ s. d. 

II. I rancis, Capital A/c 10,000 - - Loan from L. A. 

Furniture and Fittings 342 1 7 Francis . . . 1,000 - - 

Land and Buildings . 2,171 13 1 Office Salaries . . 427 12 - 

Drawings . . . 420 - - Purchases . . . 13,271 14 8 

Cash at Bank . . 242 16 5 ,, Returns . 97 7 7 

,, in hand . . 14 11 2 Stock (1st Jan.) . . 4,017 2 1 

S a l cs • • • 18,767 1 1 Plant and Machinery . 1.442 12 1 

,, Returns . . 124 14 11 Provision lor Bad and 

Carriage . . . 345 1 7 Doubtful Debts . 310 7 6 

General Expenses . 241 2 2 Sundry Creditors . 1,242 14 11 

Manufacturing Wages . 3,124 17 2 Manufacturing Charges 271 12 1 

Discounts allowed . 263 12 - Rates and Taxes . 242 - 1 

,, received . 199 7 9 Sundrv Debtors . . 4,382 14 11 

Bank Charges, etc. . 7 8 8 Bad Debts . . . 92 12 2 

Bills Receivable . . 123 13 9 Insurance . . . 47 6 3 

\ on arc required to prepare Trading and Profit and Loss Accounts for the 
year ended 31st December, and Balance Sheet as on that date, after taking into 
consideration the following— 

(1) 10 per cent depreciation is to be written off Plant and Machinery. 

(2) A new machine had been installed in November, at a cost of -£250, but 
was not paid for; and no entries had been put through the books. 

(3) 10 per cent depreciation is to be written off Furniture and Fittings. 

(4) Instructions were given to charge out the Stationery taken out of Stock 
during the year, for use in the business, at £41 8s. 2d., but this had not been 
recorded in the books. 

(5) The Provision for Bad and Doubtful Debts is to be made up to £500. 

(6) The unexpired insurances amounted, on 31st December, to £12 4s. 2d. 

(1) £12 was due on 31st December for interest on the loan from E. A. 

Francis, and had not been put through the books. 

The Stock on 31st December was valued at £4,247 6s. 6d.; and on that date 
Bills Receivable, not yet due, to the amount of £117 had been discounted. 

(London Chamber of Commerce .) 

28. The “Rent and Rates” Account in the Ledger of Riley Brothers showed 
that on 31st December, 1948, the rent for the quarter to Christmas was out¬ 
standing, and that the rates for the half-year ending 31st March, 1949, amount¬ 
ing £76 7s. 6d. had been paid. During the ensuing year the following payments 
relating to rent and rates were made— 

£ i - a ‘ 

Jan. 4. Rent for Christmas quarter . . . . . 90 - - 

Mar. 29. „ „ Lady Day „ . . . . . 90 - - 

June 26. Rates for half-year ending 30th September, 1949 . 74 14 8 

July 7. Rent for Midsummer quarter . . . . . 90 - - 

Sept. 30. „ „ Michaelmas „ . . . . . 90 - - 

Dec. 28. „ „ Christmas „ . . . . . 90 - “ 
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The rates lor the hall-year ending 31st March, 1950, which amounted to 

£80 17s. 10d., were paid on 6th January, 1950. , 

You are required to show the “Rent and Rates” Account as it would appear 
after the books for the year ended 31st December. 1949, had been closed Make 

any calculation in months. 


29. A Limited Company makes up its accounts annually to 30th June, and 
shows rent and rates as one item in the Profit and Loss Account. 

The rent is £2,000 per annum, payable quarterly, and the payments during 

1948-49 were as follows— 


Rent for quarter to— 

30th June, 1948 
30th September, 1948 
31st December, 1948 
31st March, 1949 . 
30th June, 1949 


Paid 10th July, 1948 
„ 27th September, 1948 
„ 6th January, 1949 
„ 24th March, 1949 
„ 28th June, 1949 


The rates for the half-year to 30th September, 1948, amounted to £590, and 
were paid on 15th May, 1948; for the half-year to 31st March, 1949, the amount 
was the same and was paid on 10th November, 194S; lor the half-year to oOth 
September, 1949, the amount was £610, paid on 20th May, 1949. ^ 

Show the Rent and Rates Account as it would appear in the Company s Ledger 
for the year to 30th June, 1949. 


30. James Thompson took over the business of an Iron Ore proprietor, the lease 
of the mines having fifteen years to run, on 1st January, and carried on the business 
for six months. 

Make up his Profit and Loss Account and Balance Sheet from the following 
figures without taking account of interest upon Capital, but providing for the 
wasting of the Lease, and writing off depreciation, at the rate of 5 per cent per 
annum from Machinery and Plant, providing £445 for bad debts, and allowing a 
discount of per cent from the Debtors and Creditors. 


James Thompson, Capital . 

£20,000 

Rent, Rates, and Taxes 

. £2,330 

,, ,, Withdrawals 

800 

Bank Charges 

200 

Machinery and Plant . 

3,522 

Discounts allowed 

850 

Ore Sales .... 

36,700 

Royalty 

5,000 

Cash at Bankers . 

5,709 

Lease 

. 16,500 

,, on hand 

9 

Coals 

1,260 

Allowances and Returns 

500 

Sundry Debtors 

6,300 

Salaries .... 

939 

Candles and Oil 

390 

Wages . . . . 

12,634 

Repairs 

360 

Discounts received 

75 

Powder 

372 

Damages for breach of con- 


Office Furniture . 

100 

tract . . . . 

100 

Carriage and Freight . 

913 

Unpaid Wages . 

286 

Stock, 1st January 

4,850 

Sundry Creditors 

8,000 

Ropes used 

53 

Unexpired Insurances . 

40 

Timber used 

1,280 


The Stock at 30th June amounted to £5,000. (Chartered Accountants.) 








CHAPTER III 

THE CORRECTION OF ERRORS 

In the main this question quite naturally divides itself into four 
sections— 

1. One-sided errors. 

2. Errors which are found and are corrected during the course of 
the financial year and before the books are closed. 

3. Those which cannot be found at balancing time but are 
revealed and require adjustment in a subsequent trading period. 

4. Entries for closing the books and for adjustments at the year 
end. 

One-sided Errors. It stands to reason that if only one side of 
a double entry is at fault, no effort at correcting it by means of a 
further double entry can be of any avail. Assume for example that 
an amount of £25 11s. Id. cash received has been correctly entered 
in the Cash Book but that the Ledger Account concerned has been 
credited with £25 Is. lid. It is obvious that the debtor requires 
additional credit for 9s. 2d. but as the Cash Book is quite in order 
the only way by which this error can be corrected is by altering 
the Ledger. The important point to appreciate is that if, before the 
error is found, the booKs have been balanced and the difference 
on the Trial Balance temporarily disposed of by a one-sided entry 
in a Suspense Account in the Ledger, the problem of correction is 
in an entirely different category. 1 his is dealt with under heading 
number 3. More often than not the examinee gets into difficulties 
through failing to read the question carefully. As an instance 
of this, consider the following extract from an examination paper. 

The following errors were made in the books of a Company 

during the year ended 3rd June— 

(a) A sale to A B of £15 was correctly entered in the Sales 
Day Book, but was posted to the Sales Ledger as 15s. 

( b ) Goods returned to C D value £10 were entered in the 
Purchases Day Book and posted to the debit of C D in the 
Purchases Ledger. 

(c) A Company owed £20 to A L (who appeared in the Pur¬ 
chases Ledger as a creditor for this amount), which was duly 
paid less 5 per cent discount. The payment made was assumed 
to be a cash purchase and was entered and posted as such. 
Correct these errors by means of Journal entries (with full 

narrations) as far as possible. No Ledger Accounts are required.” 
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The secret lies in the words in italics which so many examinees 

either fail to read or fail to appreciate. 

The first two of these three questions cannot possibly be coirected 

by Journal entries, unless of course we are informed by the examiner 

that the correction is being made in a subsequent trading period, 

in which case a Suspense Account will be in use. 

Before we pass on to consider the other kinds of errors and their 
correction, there is one other type of question about which the 
student might be warned so that he may be prepared to meet it 
This type of question is the one which definitely requires a Journal 
entry for the purpose of making correction but does not give 
sufficient information to enable the amount to be entered. In this 
case the student should make the Journal entry so far as the wording 
and narrations are concerned and then either leave the money 
columns blank or show by means of a note in the money columns 

that the figures cannot be inserted. 

To illustrate this, let us take the following question. 

Example. Correct the following error by means of a Journal 
entry— 

A half-year’s interest on a Mortgage of £1,000 was paid to the 
Company, but tax was deducted from the interest at 8s. in the £, 

instead of at 7s. 6d. in the £. 

As the rate of interest is not stated the amount cannot be entered 
in the Journal and the solution would be 


JOURNAL 

Dr. 

Cr. 


Borrower ...•••• 
To Income Tax A/c . • 

Being excess tax deducted of 6d. in the tax 

being deducted at 8s. instead of 7s. 6d. by 
the mortgagee (rate of interest not specified). 

£ s. d. 

£ d. 


Errors of Omission, Commission or Principle, Found and 
Corrected during the Course of the Year. These errors are by 
far the most common, being the result of bad posting or an insuffi¬ 
cient knowledge of theory. 

The student will have dealt with this type of Journal entry in his 
elementary work and is advised to spend some time in revision 
with a view to testing his knowledge. A few examples of the more 
unusual type of question may be of assistance. 
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Example i. Goods taken by the Proprietor for his private use. 
1 he entry will be 

Drawings Dr. 

To Purchases A/c 

and not to Sales Account. 

The reason for not making the credit to the Sales Account is that 

it is customary for the proprietor to pay the cost price and not the 
selling price. 

Example 2 . A Sales Return entered in the Purchases Day Book. 
Iheie are two alternative solutions to this question. In the first 
case two entries will be required, the first to cancel the error and 
the second to record the correct transaction— 

Customer Dr. 

To Purchases A/c 
Sales Returns Dr. 

To Customer 

and the alternative would be— 


Sales Returns Dr. 
To Purchases A/c 


Example 3. 

disallowed. 


Discount taken in excess by a customer and 


Assuming that the customer were entitled to £2 4s. 4d. repre¬ 
senting 2£ per cent and deducted £3 6s. 6d. being 3J per cent. If 
the £3 6s. 6d. is entered in the discount column of the Cash Book 
then an adjusting Journal entry would be— 


Customer . Dr. 
To Discount A/c 


£ s. d. 
1 2 2 


£ s. d. 
1 2 2 


The alternative would be of course to enter only £2 4s. 4d. in 

the Cash Book so that this, together with the cheque, will show a 
short payment. 

Those which Cannot be Found at Balancing Time, but 
are Revealed, and Require Adjustment, in a Subsequent 
Trading Period. This is by far the most important section in 
view of the fact that questions of this nature are being set quite 
regularly in the intermediate professional examinations. 

The student must appreciate the circumstances by considering 
what was done at the close of the previous year. It is true that with 
the advent of self-balancing Ledgers and mechanical accounting 
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an error should not remain undetected, but the books in many 
businesses are not kept on such modern lines. It is also true that 
given sufficient time all errors can be found, but it is obvious that 
unless the final accounts are produced within a reasonable period 
after the close of the year they are of little value to the proprietors. 

The position, then, is that a Trial Balance refuses to yield to 
our search and the books must be made to balance in order 
to proceed with the Trading and Profit and Loss Account and 
Balance Sheet. 

This is done by making a single entry in the Ledger for the shortage 
in a special account opened for the purpose and headed either as 
“ Suspense Account ” or “Difference in Books Account.” The effect 
of this can be seen more clearly if we consider an example. 

Let it be assumed that during 1947 the Sales Day Book for the 
month of May has been short-cast by £100 and that the total of 
the discount column on the debit side of the Cash Book for August 
has not been posted, the amount being £25. As a result of this the 
I rial Balance will be £100 short on the credit side and £25 short 
on the debit side. To make the books balance an entry is therefore 
made as follows— 


Dr. 


SUSPENSE 


Cr. 




1947 




Dec. 31 

By Difference in books . 


£ 

75 


During 1948 the first of these two errors is found, but as the 
accounts for 1947 cannot be re-opened, the Sales Account for 1948 
must benefit by having the credit for £100. As this is one of the 
errors represented by the £75 net difference the double entry will 
be completed by a debit to the Suspense Account. This corrects 
the Sales Account and now leaves a debit balance on the Suspense 
Account of £25 waiting for the next error to be revealed. When 
this second mistake is found, the same argument holds good. The 
Discounts Allowed Account being closed for 1947, the 1948 account 
must suffer this debit of £25 instead and the credit to the Suspense 
Account to complete the double entry will then close that Account. 
7 hls . leads us to rather an important fact. From the example given 
it will be seen that so long as there is a balance on the Suspense 
Account there are still some errors not found. It also makes it 
plain that whatever account requires to be debited or credited to 
correct the error of the previous year, the other side of the Journal 
entry is always to the Suspense Account. Once this is clear there 
should be no difficulty at all in dealing with these corrections 
One other important point to bear in mind is that in ’some 
cases the entry required to make the correction will need to be for 
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an amount twice the size of the error. Supposing, for example, a 
sale for £10 is posted to the Credit of the customer’s account. This 
will mean that the Trial Balance will not only have £10 short on 
the debit side but it will have £10 too much on the credit side with 
the result that the difference will be £20, and that is the amount 
which will be in the Suspense Account. When the error is found, 
it follows that in order to convert the credit item for £10 into a 
debit the customer’s account will need a debit for £20. The Journal 
item will therefore be— 



JOURNAL 

Dr. 

Cr. 


Customer ....... 

£ 

20 

£ 


To Suspense A/c ..... 

Being the correction of an error caused by the 
posting of a sale for £10 to the credit of the 
customer’s a/c. 

20 




This is a rather lengthy narration, but it is somewhat difficult to 
explain the circumstances more briefly, it being essential for the 
narration to explain the entry sufficiently clearly for it to be easily 
understood by a person having no knowledge of the circumstances. 

A fully worked example, if followed carefully, should clear up 
any difficulties the student may have in connexion with the cor¬ 
rection of errors by a Journal through a Suspense Account. 

Example. The Trial Balance of the books of a company, taken 
out as on 31st July, 19. ., did not balance, and a Suspense Account 
was opened in which the difference was entered. 

A detailed checking of the books disclosed the following errors— 

(a) Purchases Returns for April, £100, posted to the debit of 
Purchases Account. 

( b ) Sales Day Book for May under-cast by £10. 

(c) Discounts received in June, £120, posted to the wrong side 
of Discount Account. 

(d) A sale of £10 5s. to J B was correctly entered in the Sales 
Book, but was posted to the credit of J B in the Sales Ledger 
as £5 10s. 

(e) £5 paid for Repairs to Machinery was entered in the total 
column of the Petty Cash Book, but not extended in the appropriate 
analysis column, the totals of which were posted. 

The correction of these errors enabled the books to be balanced, 
and you are required to give the Journal entries necessary to correct 
them, showing by means of a summary the amount of the original 
entry in the Suspense Account. 

(Chartered Institute of Secretaries , Intermediate.) 
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SOLUTION 

JOURNAL 


19.. 

{a) July 31 

Suspense A/c ..... 
To Purchases A/c 

Cancellation of amount debited to 
Purchases A/c of total of Purchases 
Returns Book in error. 

£ 

100 

s. d. 

£ 

100 

s. d. 


Suspense A/c ..... 

To Purchases Returns A/c 

To give effect to correct posting of total 
of purchases returns cancelled in 
last entry. 

100 


100 

- - 

(4) 

Suspense A/c ..... 

To Sales A/c .... 

To correct error of under-cast of Sales 
Day Book for May on fo. 

10 

mm 

10 

- - 

M 

Suspense A/c . 

To Discounts on Sales A/c 
Cancellation of amount debited to dis¬ 
count on Sales A/c of total of dis¬ 
counts on purchases for June. 

120 


120 

- - 


Suspense A/c ..... 

To Discounts on Purchases . 

To give effect to correct posting of 
total of discounts on purchases can¬ 
celled in last entry. 

120 


120 

- - 

M 

JB. . . . . . 

To Suspense A/c .... 
Cancellation of incorrect posting from 
Sales Day Book on fo. 

5 

10 - 

5 

10 - 


J B . . . • . 

To Suspense A/c .... 
To give effect to correct posting of 
item in Sales Day Book cancelled in 
last entry at the correct amount. 

10 

5 - 

10 

5 - 

M 

Repairs to Machinery 

To Suspense A/c .... 
To give effect to posting of item 
omitted on fo. of Petty Cash 

Book. 

5 


5 

- - 



j £470 15 - 

£470 15 - 
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Summary showing Amount of the Original Entry in the 

Suspense Account 


Item (a) as per Journal entry . 

yy (^0 yy yy >>•••• 

y y (^) y y y y y y 

yy (^) yy yy 

yy (^) yy yy >>•••. 

yy {d) yy yy yy • • • • 

£ s. d. 

100 - - 

100 - - 

10 - - 

120 - - 

120 - - 

£ s. d. 

5 10 - 

yy (“) yy yy yy • • • • 


10 5 - 

yy (^) yy yy yy • • • • 


5 - - 

Amount of original entry in Suspense A/c 

450 - - 

20 15 - 
429 5 - 


£450 - - 

£450 - - 


Entries for Closing the Books and for Adjustments at the 
Year End. Nothing need be said under this last heading as two 
complete examples will be found on pages 71 and 76. 


QUESTIONS 

1. Describe briefly the nature of one-sided errors. 

2. Y\ hat are (a) Errors of Omission, ( b ) Errors of Commission? How do they 
occur? 

d. What are the particular functions of Suspense Accounts? In what circum¬ 
stances are they employed ? 

4. \\ hen errors occur in one trading period and are not revealed until the next 
trading period, what method of correction is usually adopted? Give an example 
of the correction of such an error to illustrate your answer. 

EXERCISE III 

1. A, B, and C are partners in a retail business. Give the Journal entries 
necessary to record the following matters, on closing the books as on 31st December, 
19. ., the end of the year of account— 

(a) The provision of £37 10s. as depreciation on shop fixtures and fittings. 

(b) The charging to A of £3 10s. representing a week’s wages paid by the firm 
to one of their van drivers, he having been employed by A during that period to 
drive his private car. 

M The adjustment arising out of the fact that stock valued at £42 (at cost) 
had been distributed as free samples to the public. 

(d) The charging of interest for the year at 5 per cent on the partners’ Capital 
Accounts which were, respectively, A, £9,000; B, £7,000; and C, £4,000. 

(R.S.A.) 

2. On 1st January, the Provision for Discount on Creditors was £157 9s. 9d. 
The Discounts Received during the year amounted to £57 12s. 2d. The Creditors 
at 31st December are £5,340 18s. 10d., and a new Provision of 2£ per cent is 
required. Show (both ways) the Journal, Ledger, Profit and Loss Account, and 
Balance Sheet entries relating to Discount. 

3. A book-keeper balances his books monthly, and if at any time his books 
fail to balance he enters the difference temporarily in a “Suspense Account.” 
On 31st December, 19.., the books were properly balanced, but on the following 
31st January there was an excess debit of £11 9s. 9d., the suspense account 
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therefore being credited with this amount. During February, the difference was 
found and accounted for as follows— 

(a) Discount amounting to £1 5s. 3d. had been allowed to a customer A and 
credited to his account, but no other entry made. 

(, b) Wages paid, amounting to £78 5s. 3d., had been posted to the wages 
account as £87 5s. 3d. 

(c) A creditor's balance of £4 15s. had been entirely overlooked when taking 

out the list of balances on 31st January. 

(d) The remainder of the difference was due to a mis-cast in the Sales Day 

Book. 

Set out in Journal entry form the corrections necessary to adjust the several 
accounts affected. (R.S.A.) 

4. A difference on a set of books has been carried to a Suspense Account, and 
you are asked by the proprietor of the business to trace this difference. On 
investigation you find that it is caused by the following errors— 

(a) A total in the Sales Day Book of £765 17s. 6d. was carried forward as 

£756 17s. 6d. 

( b ) A payment of £1 18s. 4d. for goods purchased from A. Brown & Son had 
been posted twice, once to the personal account and once to cash purchases. 

(c) The June discounts received and allowed amounting to £10 9s. 7d. and 
£12 2s. 9d. respectively, had been posted to the wrong sides of the Discount 
Account. 

(d) A cheque for £40 paid to a customer for a car purchased from him had 
been posted to his credit in the Sales Ledger. 

(*) The debit side of the General Expenses Account had been under-cast by £5. 
Show the Suspense Account as it would appear after you have corrected the 
errors. (R.S.A.) 

5. Mr. Charles Cantuar, a grocer, gives you the following Balance Sheet, 
which he has drawn up, and asks you to correct it. 


BALANCE SHEET OF MR. CHARLES CANTUAR 
for the Year ended 31st December, 1948 


Liabilities 

Mr. Charles Cantuar’s Cap¬ 
ital account— 

Balance b/f at 31st Dec., 
1947 . 

Drawings added . 

Loan received from Mr. 
Eric Ebor 

Sundry Creditors at 31st 
Dec., 1948 . 

Bank Overdraft . 

Depreciation at 10% p.a. . 

Current Account (being 
Charles Cantuar’s credit 
balance not drawn out of 
business at 31st Dec., 1947) 

Profit and Loss Account— 
Net profit for the year 
ended 31st Dec., 1948 



Assets 

Furniture, Fixtures and 
Fittings, etc., as at 31st 
Dec., 1947 . 

Freehold Premises as at 
31st Dec., 1947 

Sundry Debtors at 31st 
Dec., 1948 

Cash in Hand . 

Stock-in-Tradc, at 31st 
Dec., 1947, as valued by 
Mr. Cantuar. 



£ 


3,780 

3,437 

147 


1,641 


£9,005 


On checking his figures you find that they are correct, his Net Profit for the 
year ended 31st December, 1947, being correctly stated as £156. His Stock 


104 


ADVANCED ACCOUNTS 


figures were, according to his own valuations, £617 at 31st December, 1948, and 
£1,641 at 31 st December, 1947. 

You are required to correct the errors he has made, and to show the Balance 
Sheet drawn up in the proper order and form. (B.S.A.) 

6. The following errors were found in the books of Messrs. C. Drew & Co., 
affecting the year ended 31st December, 19. .— 

0) £25, Sales to H. Carver, had been posted to his account as £2 5s. 

(2) A purchase of £350, Plant and Machinery, had been posted to Purchases 

Account. 

(3) In addition ol the Returns Inwards Book, a total of £787 had been 

carried forward as £878. 

(4) The Sales Journal had been over-added by £68 5s. 

You are required to show— 

(a) The adjusting Journal entries necessary to correct these errors. 

(b) I he adjusted profit for the year (the profit before adjusting the errors 

being £3,553 17s. Id.) (R.S.A.) 

7. P closes his books annually as on 31st March, and on 31st March, 1948, 
the Provision for Bad and Doubtful Debts stood at £75. 

During the year ended 31st March, 1949, debtors amounting to £92 7s. 6d., 
were written off as bad and some old unclaimed credit balances amounting in 
all to £8 15s. were written off and transferred to the Provision. As on 31st March, 
1949, the Provision was made up to £100. 

Set out in Journal form the entries recording these transactions, and draw up 
a statement showing the combined effect of them on the Profit and Loss Account 
for the year. 

8. On preparing a Trial Balance as on 31st December, 19. ., a trader found 
that the debit balances exceeded the credits by £38 9s. 3d. The following errors 
were subsequently discovered— 

(a) A credit balance ol £5 9s. 6d. had been omitted from the list of balances 
in the Bought Ledger. 

(b) A checjuc for £3 15s. received from a Debtor had been correctly entered 
In the Cash Book, but posted to the personal account as £5 13s. 

(c) An allowance of 19s. 9d. had been claimed from a Creditor and entered 
in the personal account without the double entry being completed. 

(d) Discounts received for November, totalling £17 4s., had been posted to the 
debit of the Discount Account instead of the credit. 

Draw up a statement showing the effect of these errors and ascertain what the 
“difference” in the books will be after correcting them. 

(R.S.A. and L.C. Com. Joint — B. of Ed. Endorsed Cert.) 



£1,700 


£1,700 
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On the figures set out above, indicate— 

(a) The percentage of Gross Profit on Sales. 

(b) The percentage of Gross Profit on Cost of Goods Sold. 

(c) The percentage of Net Profit on Sales. 

( d ) The percentage of Expenses on Cost of Goods Sold. 

10 Give a list of the books in use in the Counting House of a City Warehouse¬ 
man, and explain the object of each. Name one Book, the keeping of which is of 

essential importance in a well-organized Commercial House. 

(London Chamber of Commerce.) 


11. Give a lorm of Cash Book, the proper keeping of which will give a maximum 

of results with minimum expenditure of time and labour. 

(London Chamber oj Commerce.) 


12. Make up a Coal Trading Account (net quantities and moneys) from the 
following entries. Show the profit made and the shrinkage in weight. 

Jan. 1. Stock on hand, net weight, 250 tons at 15s. fid. 

„ 2. Bought 500 truck-loads of 7 tons each, colliery weight of 21 cwt. to the 

ton, at fis. 4d. at the colliery. 

„ 2. Railway charges thereon, at 6s. lOd. colliery weight. 

3. Bought cargo, 1,240 tons, colliery weight, at 7s. 2d., t.o.b. Sunderland. 

„ 15. Freight to London and unloading, £315. 

„ 31. Sundry Sales, net weight— 

Large, 4,590 at 19s. 6d. 

Small, 410 at 4s. 

„ 31. Cartage and expenses on Sales, 2s. 3d. per ton. 

Memo. No stock left. ( Chartered Accountants.) 


13. The following Trial Balance was extracted from the books of Messrs. Angus 
MacAdam and John Westrum as on 31st December 


Angus MacAdam (Capital A/c) . 
John Westrum „ „ 

Angus MacAdam (Drawings A/c) 
John Westrum „ » 

Land and Buildings . 

Plant and Machinery 
Stock, 1st January . 

Debtors and Creditors 
Provision for Doubtful Debts 
Purchases and Sales . 

Returns Inwards 
„ Outwards . 

General Expenses 
Manufacturing Wages 
Rates and Taxes 
Insurance 

Manufacturing Expenses . 
Salaries . 

Discount A/c . 

Cash in hand . 

„ at Bank . 


Dr. Cr. 


£ 

s. 

d. 

£ 

s. 

d. 



6,000 

— 

— 




2,000 

— 

— 

1,000 

— 

— 




300 

— 

— 




4,960 

— 

— 




1,036 

10 

— 




2,019 

3 

7/ 




1,596 

15 

— 

1,362 

13 

3 



66 

3 

— 

9.264 

1 

6 

14,274 

6 

6 

370 

2 

— 

870 

2 


150 

6 

— 




2,001 

15 

7 




167 

4 

9 




66 

9 

7 




225 

10 

4 




666 

8 

— 




39 

4 

1 

29 

18 

8 

64 

3 

8 ' 




655 

9 

4 





£24,603 3 5 £24,603 3 5 
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The Partnership Agreement provides— 

(1) That 5 per cent per annum shall be allowed upon Partnership Capital 
(as a charge to the Profit and Loss Account), and that such interest shall be 
credited to the Partners Drawings Accounts. 

(2) lhat a Partnership Salary out of Net Profits (ii and as made) of £300 

per annum shall in the first instance be credited to Mr. Westrum’s Drawings 
Account. ® 


(3) That the Net Profit (if any), after providing for the aforesaid Partner’s 
Salary shall be divided between the Partners pro rata to the amounts at the 
credit of their Capital Accounts, and shall be credited to their Drawings Accounts. 


You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 31st December, and a Balance Sheet as on that date, subject to the 
i<~ flowing adjustments— 


Depreciation is to be charged as follows— 

2h per cent on Land and Buildings. 

10 per cent on Plant and Machinery. 

1 he Provision for Doubtful Debts is to be increased to 5 per cent on the Sundry 
Debtors. 7 


The unexpired portions of the following expenses arc to be carried forward— 

Rates . . . . (27 1 9 

Insurance . . . 16 7 9 


The Stock on hand on 31st December was agreed at the value of £1,991 

7s - 6d - (R.S.A.) 

14. Y\ hat special instructions would you suggest should be given at the time 
of Stock-taking to the clerks who arc responsible for checking inwards invoices 
and have charge of the Purchase Book and Purchase Ledger, so as to ensure the 
accuracy of the figures representing purchases, expenses, and stock as appearing 
in the I rading Account for the period under review? ( R.S.A .) 


15. The following Balances appear in the books of Norman Lockell on 31st 
December— 

Freehold Premises, £6,000; Wages of Workmen, £11,782; Bills Payable, 
£5,140; Consignments Outwards at cost and still unsold, £1,800; Discounts, 
Dr. balance, £572; Bills Receivable, £1,558; Loan from Bankers, £4,000; 
Norman Lockell, Capital Account, £25,300; Drawings Account, £2,400; 
Purchases, £25,360; Advances on Consignments, £1,000; Fire Insurance 
(£20 prepaid), £90; Stock, 1st Jan., £9,570; Rents Received, £200; Salaries, 
£2,920; Cash in hand, £300; Machinery and Plant, £7,640; Sales (including 
consignments), £44,970; General Expenses, £940; Returns Inwards, £3,190; 
Sundry Debtors, £13,208; Sundry Creditors, £7,720; Rent, Rates, and 
Taxes, £1,000. 

Make the following adjustments— 

Provision for Bad Debts, 5 per cent on Debtors; Interest on Capital, 5 per 
cent per annum; Interest due to Bank, £100; Depreciation of Premises, £100; 
Depreciation of Plant and Machinery, 10 per cent per annum. 

The Stock at 31st December was valued at £16,174. 

Prepare Trading and Profit and Loss Accounts for the year ended 31st Dec., 
and a Balance Sheet as on that date. 


16. John Green, Henry Richards, and Reginald Everitt trade together under 
the title of Green, Richards &. Co.; each partner is entitled to a salary of £500 
per annum. 
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John Green’s capital is £8,000; Henry Richard’s £7,000; and R. Everitt’s, 
£5,000. 

At the end of the year the balances were as follows— 



£ 

s. 

d. 



£ 

s. 

Debtors 

. 5.162 

11 

1 

Discount 

Dr. 

394 

11 

Creditors . 

. 4,726 

15 

2 

Interest on Loans 

Dr. 

12 

10 

Bills Receivable . 

365 

10 

— 

Insurance . 

• 

63 

4 

„ Payable 

918 

19 

11 

Consignments 

Dr. 

198 

10 

Stock 

. 7,017 

13 

8 i 

Bad Debts . 

• 

17 

2 

a— 

Purchases . 

. 62,169 

7 

3 

Sundry Trade Charges 

2,838 

100 

18 

Wages 

. 3,013 

4 

4 

Provision for Bad Debts 

— 

Salaries of Staff . 

618 

13 

8 

Sales 


73,483 

10 

Office Expenses . 

493 

8 

5 

Loans at 5%, borrowed 

500 


Property—Works 

A 4 

. 6,500 

— 

— 

30th June 

Cr. 

— 

Machinery 

. 10,000 

— 

— 

Reserve for Discounts 

182 

11 

Cash 

16 

14 

11 


Cr. 

Bank 

. 1,029 

17 

7 






6 


The Stock at 31st December amounted to £8,316 19s. lOd. Write Ik per cent 
Depreciation off Machinery and 2k per cent off Works. Make out Profit and 
Loss Account and Balance Sheet, crediting each partner with 5 per cent interest 
on his capital. ( U.L.C.I .) 

17. At a recent examination, the understated “Balance Sheet” was sent in by 
a Candidate. Have you any criticism to offer upon it? 


BALANCE SHEET 


Messrs. A. & B. 



31st 

Dec., 

19.. 

Assets 

Plant A/c . 

Debtors 

Less Provision 
(31st, Dec.) 

| 

£ 

8,200 

410 

£ 

4,000 

7,790 

300 

200 

120 

7,200 

420 

Liabilities 

A’s Capital 

Add Interest 

B’s Capital . 

Add Interest 

£ i 

3,000 

150 

2,000 

100 

£ 

3,150 

A’s Drawings 

B’» „ . • 

Repairs 

Stock (1st Jan.) . 

„ (31st Dec.) 


2,100 

9.800 

1.800 
1,800 

200 

3,200 

4,000 

Creditors 

A’s Profits . 

B’s „ . 

Depreciation on Plant . 
Reserve for Debtors 
(Jan.) 

Balance 


Cash 



359 

830 


£ 

20,030 


£ 

120,030 


[London Chamber of Commerce.) 

18. The undermentioned errors were made by the accounts department staff in 
the books of Messrs. Black & Brown during the year ended 31st December— 

[a) On 30th June, a builder’s charge for the erection of a small shed, 
amounting to £198, was analysed in the Purchases Journal under the head 
of “Repairs,” and posted to that account. 

[ b ) On 1st July a cheque for £18 2s. 4d. received from James Smith was 
dishonoured, and was posted to “Allowance Account.” 

[c) On 12th August the total of the previous month’s wages was debited 
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to “Manufacturing Wages Account.” During the month some new machinery 
had been put down, and the firm’s own men had spent time thereon amounting: 
to £141. 

( d ) On 28th December, goods to the value ol £64 were returned by Francis 
White, and were taken into stock; but the returns were not entered in the 
books until 2nd January. 

How would you adjust these errors, and how would they affect the Annual 
Accounts for the year ended 31st December? (R.S.A.) 

19. .John Pearson and Allan Macgregor are in partnership as Corn Dealers. 
On 31st December the following Balances were extracted from their books. 

You are requested to prepare a Trading and Profit and Loss Account for the 
year ended 31st December, and a Balance Sheet as on that date. Before preparing 
these accounts, it is necessary to take the following matters into consideration— 

(a) Profits and losses are to be shared, two-thirds by Pearson, and one-third 
by Macgregor. 

(b) Interest at 5 per cent per annum is to be charged on Capital but not 
on Drawings. 

(c) Depreciation is to be charged as follows: (1) Fixtures and Fittings, 
5 per cent. (2) Plant and Machinery, 10 per cent. (3) Horses and Carts, 
15 per cent. 

{(1) The Bad Debts Provision is to be made up to £500. 

(e) Only three quarters’ Rent has been paid on 31st December, and no 
reserve had been passed through the books for the quarter owing. 

(/) T * 1 ? u nf x P ir ed amounts to be carried fonvard are: (1) Rates and Taxes, 
£14 8s. /d. (2) Insurance, £7. 

(^) I lie value of the Stock in hand, as on 31st December, was agreed at 
£2,994 14s. 7d. 5 

Give the Journal entries for the above adjustments. 


BALANCES 



£ 

s. 

d. 

1 


£ 

s. 

d. 

John Pearson, Capital 

. 6,000 

— 

— 

John Pearson, Drawings 

650 

— 

— 

Allan Macgregor ,, 

3,000 

— 

— 

— w 

Allan Macgregor, 

f 1 

300 

— 

— 

Repairs and Renewals 

. 248 

2 

1 

Water, Gas, etc. . 

* t 

126 

2 

7 

Plant and Machinery 

. 847 

10 

— 

Rent . 


150 

— 

— 

Sales . 

. 19,947 

18 

9 

Provision for Bad 

Debts 




„ Returns 

. 742 

7 

8 

(1st Jan.) 


150 

— 

- 

Stock (1st Jan.) 

. 2,721 

14 

1 

Insurance 


30 

5 

2 

Bad Debts . 

89 

4 

— 

Trade Expenses . 


197 

18 

1 

Cash Sales . 

. 384 

2 

9 

General Expenses 


203 

1 

2 

Carriage 

. 1,421 

10 

7 

Discounts 

Cr. ! 

4 

9 

7 

Travelling Expenses 

156 

14 

2 

Sundry Creditors . 


1,099 

10 

10 

Stable Expenses . 

192 

1 

4 

„ Debtors 


5,771 

4 

1 

Purchases 

. 13,728 

— 

6 

Horses and Carts . 


356 

14 

11 

„ Returns 

. 757 

16 

5 

Rates and Taxes . 


127 

4 

6 

Bills Receivable . 

. 929 

1 

1 

Fixtures and Fittings 

375 

8 

9 

Wages 

. 1,646 

13 

10 

Commission 

Dr. 

62 

12 

7 

Salaries 

. 346 

2 

3 

Cash in hand 

• 

46 

7 

1 





Bank balance 

Cr. . 

122 

2 

2 


(R.S.A.) 

20. From the following Balance Sheet of C. English as at 31st March, 1949, 
calculate the answers to the questions given on the next page. 
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BALANCE SHEET OF C. ENGLISH 
as at 31st March, 1949 


£_ 

Creditors . 1,450 


Capital 

Add Net Profit . 

£4,800 
. 250 


5,050 

Less Drawings . 

. 240 

4,810 


£6,260 


£ 

150 


Cash at Bank 

• 

150 

Debtors 

• 

2,350 

Stock . 

• 

1,000 

Furniture and Fittings . 

• 

260 

Machinery . 

£550 


Less Depreciation 

50 

500 

Land and Buildings 

• 

2,000 


£6,260 


(a) What is the total of English’s circulating assets? 

(b) What is the total of English’s fixed assets? 

(c) What is his working capital? . , . 

{d) If English had not depreciated his machinery what would his capital be. 

\ e ) If Furniture and Fittings are only worth £200 what should the Net 

( j) if on 1st April, 1949, a machine was bought on credit for £150 what 
would the creditors then be? (R.S.A.) 


21. A business conducts a special advertising campaign at intervals of three 
years. The benefit of this appears to be felt about equally in all years, and 
accordingly it was desired to equalize the annual charge against profits. 1 his was 
done by charging £1,500 every year, the amount being credited to Adver¬ 
tising Suspense Account,” commencing in 1944. The actual expendituie on 
advertising in each year was as follows 


Year to 31st December, 1944 

1945 

1946 

1947 

1948 


>> 


)> 

>9 


» 

9 ) 


498 

3,785 

309 

271 

3,466 


Write up the Advertising Suspense Account for the period and show how the 
balances should be dealt with in the Balance Sheet at the end of each of the years 
1944 and 1945 (R.S.A. and L.C.C. joint—B. oj Ed. Endorsed Cert.) 


22. The following items appear in a manufacturing company’s books 

£ 

i i 

Rent, Rates, and Taxes 
Lighting, Heating, etc. 


1,200 

340 

4,900 

200 

185 

210 

190 

1,000 


Total Wages and Salaries 
Carriage Inwards 
Plant, Repairs, and Renewals 
Discounts on purchases . 

Discounts and Allowances made on Sundry Debtors A/cs 
Managing Director’s Remuneration 
The factory portion of the premises is |ths of the whole building. 

The office salaries and wages amount to £500. 

Electric power charges amounting to £120 were included in the item oi lighting, 
heating, etc., and an amount of £15 accrued for power had not been included. 

Frame the necessary Journal entries to transfer the proper items to Trading 
Account or Profit and Loss Account as the case may be. (Civil Service.) 
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23 What is a Capital Account, and what does it embrace? Explain the differ- 

ArconnT fi, A*, r0 A‘’ and bctWeen 3 T,adin S Account (° r forking 

Account) and a Profit and Loss Account. (London Chamber of Commerce.) 

. Z ;, Cobl ? and , R - , Cobb ar . e in partnership, sharing profits and losses as to 
two-thirds and one-third respectively. 

You are required, from the following information, to show their Capital and 

Current Accounts in the Ledger for the year ended 30th September, 1948 (no 
Journal entries are required). 

Z. Cobb 

Capital (Balances at 1st October, 1947) . . 8.000 0. 

Current Account (Balances at 1st October, 1947) 203 Cr 

Additional capital brought in on 1st April, 1948 1,200 

Drawings during the year .... 2,000 


R. Cobb 
£ 

3,600 O. 

104 Dr. 
1,400 
1,500 


The profit for the year ended 30th September, 1948, was £2,970, out of which 
interest at 5 per cent per annum on their capitals is to be credited to the partners. 

(R.S.A.) 

dehh b T i e „“ C °r Un ;,fo A , buyer , . hc books ol Wholesalers, Ltd., showed a 
subsequently todk^placc- ' °'' januar >'’ I948 ' The following transactions 

£40. ° n 10th ,anUary Buyer P urfhascd g° ods (on credit) to the value ol 

given c°e n di, 3 fo h r J ,h n e U sa^e he ^ ° fthe “ « «“»pie and was 

(c) On 5th February he forwarded a cheque in settlement of his account 
wifhin one m P o e nth en ‘ ‘ SC ° Un ' rCSpCCt ° f ' heJanUar >' P urd 'ase for settlement 

(d) On 18th May he paid a deposit of £100 on account of future purchases 

in consideration of which he was to receive a discount of 10 per cem on gro 
purchases covered by this amount. H S 

(e) On 23rd June he ordered goods to the (gross) value of £40 on 17th 
^ugust goods to the value of £50, and on 29th August goods to the value of 

alfahl lLweH £ Th^ r ,K BUyC ^ WaS a dj u dicated bankrupt, and the statement of 
airs showed that the creditors would probably receive 5s. in the £. When 

eineef’d loss ‘ hc Cnd ° f December > Wholesalers, Ltd., wrote the 

expected loss ofr the account. 

tnmJ?" K St f cbruary ' l 948 ’ a c , hec ) uc ,or £1° 5s. 6d. was received from the 
trustee in bankruptcy in final settlement. 

on arc requested to write up Buyer's Account in the books of Wholesalers, 

( R.S.A .) 

t 'f ?:- R , Cade ^ and 5 t0rcy are ,n P art ncrship sharing profits and losses as 
to wo-dnrds and one-third respectively. On 1st January, 1948, the total capital 

of the firm was £o,000, held by the partners in equal shares, and on 1st July 
each partner paid into the business Bank Account £500 as additional capital. 
During the year each partner drew from the business £80 at the end of each 
quarter. On 31st^December, 1948. the credit balance of the Profit and Loss 
Account was £840. Show the Ledger accounts of the partners as they would 
appear alter the books had been balanced on 31st December. 1948. (R.S.A.) 

27. From the following particulars give the Telephone Account for 1948 as it 
would appear in the Nominal Ledger— 
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1948 


April 16. 


July 12. 


Oct. 15 


1J 

>) 

D 

yy 

yy 

yy 

yy 


yy 

yy 

yy 

yy 

yy 

yy 

yy 


January. 1949. 


Rent to 31st March, 1948 . 

£ 

3 

s. 

1 

d 

8 

Deposit ..... 

2 

— 

“■* 

Rent to 30th June, 1948 . 

3 

7 

8 

Calls to 31st March. 1948 . 

6 

7 

10 

Rent to 30th September, 1948 . 

3 

7 

8 

Deposit ..... 

3 

— 

— 

Calls to 30th June, 1948 . 

5 

3 

— 

Rent to 31st December, 1948 

3 

7 

8 

Calls to 30th September, 1948 . 

4 

16 

— 

31st December was £4 17s. 2d.: 

this 

was 

pc 


£ s- d • 


5 7 8 


9 15 6 


11 10 8 


8 3 8 


28. (a) Why is it necessary to take stock at the end ol the financial year, and 
how is its value arrived at? 

( b) What entries would you make in the Ledger if the valuation of the Stock 
is £2,500? (R.S.A .i 


29. The Sussex Manufacturing Co., Ltd., rent their factory from J. T. Berk¬ 
shire for £720 per annum, payable quarterly on 1st January. 1st April, 1st July 
and 1st October. 

From the following information you are required to write up the Rent and 
Rates Account as it would appear in the company’s Nominal Ledger for the 
financial year ended 31st January, 1948. 


1947 

April 1. Paid rent for quarter to date, J. T. Berkshire. 

, rates to 30th September, 1947, £86. 

, rent for quarter to date, J. T. Berkshire. 

, rates to 31st March, 1948, £87. 

, income tax due under Schedule A, £150. 

, rent due for quarter io date, less Schedule A income tax. 

Note. Rates paid in December, 1946, £90 for six months to 31st March, 
1947. Apportionments to be made in months. 

30. The following items of expenditure are incurred by a firm. State which 
are capital expenditure, and which are revenue expenditure— 

( fl ) £43 paid in wages for the installation of an additional steam boiler to 
generate steam for driving machinery. 

,, (£) £166 paid for replacing plant that is worn out and has no scrap value. 
The displaced plant stands in the books at £186. 

(c) £200 paid for re-upholstering chairs in a cinema. 

( d ) The purchase of an additional new show case at a cost ol £50. 

(West Riding of Yorkshire.) 


July 1. 
„ 1 . 
Oct. 1. 
Dec. 15. 
» 31. 

1948 

Jan. 1. 




CHAPTER IV 

SINGLE ENTRY AND CONVERSION TO DOUBLE 

ENTRY 

It would obviously be inaccurate to talk of a single entry “system” 

of book-keeping, as the entries made in a set of books not kept on 

double entry principles do not follow either a logical or a scientific 

plan. Rather should we say that single entry is a method, or variety 

of methods, employed for the recording of transactions, which 

ignores the twofold aspect, and consequently fails to provide the 

business man with the information necessary for him to be able to 
ascertain his position. 

The object of this chapter is, therefore, to consider what are the 
missing figures and general shortcomings of single entry, and what 
must be done to carry out the conversion to double entry. 


SINGLE ENTRY 


One can perhaps develop a very good mental picture of the state 
of affairs existing when books are kept in some such haphazard 
way, by visualizing the place where they are to be found, and the 
outlook of the proprietor. In all probability it will be a small local 
shopkeeper, or even the wholesaler or manufacturer in a very small 

way, w.t 1 premises in keeping, and a connexion which just gives 
him a living, year in and year out. 

p . V i • exist, one has only to take note 

o the advertisements for audit clerks with experience in the 
preparation of accounts from incomplete records. 

1 he matters of outstanding importance to the proprietor of a 
business of this type are three in number— 


1. What money has he in the Bank? 

2. How much money is owing to him and by whom? 

. ^hat does he owe for goods purchased on credit, and the 
important items of expenditure such as Rent, Rates and Wages? 

It follows that he will keep only such books as are necessary to 

show this, and in all probability they will consist of a Cash Book 
and Ledger. 

The Cash Book may or may not be written up correctly, as he can 
rely on his Pass Book for the figure he wants, but the Ledger will 
generally have accounts opened for every person to whom goods 
are sold on credit, and each account will be debited, direct, without 


112 



SINGLE ENTRY AND CONVERSION TO DOUBLE ENTRY 113 

the intervention of a book of original entry. It is unlikely that 
Creditors’ accounts will be opened, as he will keep his “bills” on 
a clip, and remove them as paid. In the case of the Debtors, he 
will not feel the need for posting Cash received, as he will open the 
Ledger and write the word paid each time. 

Sufficient has been said to show the shortcomings of this type of 
account keeping, as no records will appear ol— 

1. Capital. 

2. Creditors. 

3. Assets (other than Debtors). 

4. Expenses. 

5. Total Sales and Purchases. 

Before considering how such a set of books can be converted 
into double entry, some time might be profitably devoted to 
the task of finding results in the form of profit or loss from such 
incomplete figures. 

A fact learned in the early days of our study of book-keeping is of 
outstanding importance. It is that the difference between Assets 
and Liabilities is the Capital, and that, in consequence, subject to 
any adjustments required for drawings, or the introduction of fresh 
money, profits or losses will be reflected in the change of Capital 
from one period to another. If we think of the many Balance Sheets 
we have drafted for sole traders or partnerships, this will be 
recognized as being true. The object to aim at, therefore, is to 
build up some sort of Statement of Affairs, with the assistance of 
the proprietor. 

The valuation of Premises should create little difficulty and any 
Plant or Machinery, Fixtures or Fittings can be calculated on the 
original cost which the owner will probably know, or he must be 
asked either to have them valued or to estimate the value to the 
best of his ability. Stock must be taken, the Debtors will appear 
in the Ledger, and the Creditors can be ascertained from the file 
or clip of unpaid invoices and statements. To obtain the Cash 
balance, the Cash Book will have to be written up with the aid of 
the Pass Book and cheque book. 

Furnished with this information, and an estimate of the amount 
of the proprietor’s Capital at the commencement of the period 
under consideration, a Statement can be built up, and the profit 
or loss ascertained. 

As an example, the following is an adaptation of a single entry 
question set in an Intermediate Paper of the Royal Society of Arts— 
Example i. A manufacturer, Philip Morgan, kept his books on 
what is known as the single entry system. The position of the 
business at the 31st December, 19.. revealed the following— 
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Freehold Premises . . . . ] qqq 

Plant and Machinery .... 600 

Stock in Trade . . . . . \ 3QQ 

Sundry Debtors ..... 1 750 

Cash at Bank ...... ’300 

Sundry Creditors ..... 1,875 


At the 1st January, 19.., his Capital was £5,500. Prepare a 
statement of Affairs showing his position at the 31st December, 
I*'. ., and ascertain his profit or loss for the year. 


Solution 


STATEMENT OF PROFIT AND LOSS 

for tub Year ended 31st December. 19.. Cr. 


19. . 

Dec. 31 
„ 31 

To Sundry Liabilities 
,, Capital at this date c/d 

£ 

1.875 

3,075 

19. . 
Dec. 31 

By Sundry .Assets . 

£ 

4,950 



£4,950 



£4,950 

19. . 

Jan. 1 

To Capital at commence¬ 
ment 

5,500 

19. . 

Dec. 31 
„ 31 

By Capital b/d 
,, Loss for year . 

3,075 

2,425 



£5,500 



£5,500 


STATEMENT OF AFFAIRS as at 31st December 


Liabilities 
Capital A/c— 
Balance at 1st 
January 

Less Loss for year 
Sundry Creditors 



£ 

£5,500 

2,425 

3,075 

• • 

1,875 


£4,950 


Assets 

Freehold Premises 
Plant and Machinery 
Stock 

Sundry Debtors . 
Cash at Bank 



£ 

i,ooo 

600 

1,300 

1,750 

300 


£4,950 


No cognizance has been taken of the fact that the owner must 
have drawn out money for his private use, and in many cases used 
some of his stock in his household. Depreciation of Fixed Assets 
should also be allowed for. 

The necessary adjustments must be made in the Statement of 
Profit and Loss, and, of course, on the Balance Sheet. 

A further example with adjustments of this nature should make 
the position clear. 

Example 2. The following Statement of Affairs has been drawn 
up to give the financial position, as on 31st March, 1949, of A. Brown, 
who keeps his books on a single entry basis. 
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STATEMENT OF AFFAIRS, as at 31st March, 1949 


Liabilities 

£ 

Assets 

£ 

Capital A/c 

6,192 

Fixtures . 

250 

Creditors .... 

742 

Stock . 

2,3c 5 



Debtors . . . * . 

4,176 



Cash . . . . 

203 


£6,934 


£6,934 


His Capital at 31st March, 1948, was £5,659. 

Brown transferred £50 a month from his business banking account 
to his private banking account, by way of drawings, and has taken 
£25 worth of stock for private use. His private car was sold for £180, 
and the proceeds paid into the business. He has agreed that his 
Fixtures should be written down by £50. 

Calculate Brown’s profit for the year, and re-draft the Statement 
of Affairs as at 31st March, 1949. 


Solution STATEMENT OF PROFIT AND LOSS 
Dr. for the Year ended 31st March, 1949 Cr. 



£ 


£ 

To Creditors 

742 

By Sundry Assets at 31st 


tf Capital at 31st March, 


March, 1949 . 

6,934 

1948 .... 

5,659 



„ Balance c/d . 

533 




£6,934 


£6,934 

To Sale of private car . 

180 

By Balance b/d . . 

533 

M Depreciation of Fixtures . 

50 

„ Drawings 

6U0 

tt Net Profit 

928 

,, Goods withdrawn . 

25 


£1,158 


£1,158 


STATEMENT OF AFFAIRS, as at 31st March, 1949 


Liabilities 

Capital A/c— 

Balance at 31st 
March, 1948 

Add New Capital 
,, Net Profits 
for year 

£5,659 

180 

928 

£ 

Assets 

Fixtures at 31st 

March, 1948 . £250 

Less Depreciation 50 

Stock . 

Sundry Debtors . 

Cash . 

£ 

200 

2,305 

4,176 

203 

Less Drawings 

6,767 

625 

6,142 

742 

Sundry Creditors 

• 





£6,884 1 


£6,884 


5—{B. 1405 ) 
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From these examples it will be seen that the steps involved in 
answering such a question are as follows— 

1 . Find the difference between the opening and closing Capitals 
which gives apparent profit. 

2. Adjust this apparent profit by adding withdrawals or amount 
by which Fixed Assets have been appreciated, and deducting 
Depreciation to be written off, Bad Debts Provisions or increases 
of Capital by the introduction of further Cash. 

3. Draft the new Statement of Affairs. 

CONVERSION TO DOUBLE ENTRY 

The amount of work to be done to a set of books which are in an 
incomplete state to convert them to double entry, will differ with 
almost every set of books. The best that can be done is to imagine 
a concrete case, decide what records are to be found and then 
follow the conversion step by step. 

To take perhaps an extreme case, let it be assumed that the books 
being dealt with are those of a trader who has made no attempt at 
all at even partial double entry, and that we are supplied with a 
Cash Book more or less correctly written up, but not posted, a 
Ledger, containing accounts of all Debtors, entered correctly on 
the debit side as regards Sales, and on the credit side in respect of 
Returns, but with no Cash posting. Other than that, the invoices 
for Purchases and Expenses have been dealt with on a Cash basis, 
so that there is no Bought Ledger. The object of our efforts is to 
complete the double entries throughout, to make possible the 
preparation of a T rial Balance. If a schedule of the missing figures 
is prepared the task should be somewhat simplified, in the ^ime way 
as an audit which is carried out to a programme. 

The schedule would read somewhat as follows— 

1. Cash Book not balanced or agreed with the Pass Book. 

2. Cash Book not posted. 

3. Total Sales and Returns not entered. 

4. No Bought Ledger in use, but invoices and receipts available. 

5. Total Purchases and Returns not entered. 

6. No Stock Account in the Ledger. 

7. No assets in the Ledger. 

8. No Capital or Drawings Accounts opened. 

9. No Expense Accounts. 

The work will proceed along these lines— 

Cash Book. From the Pass Book, Paying-in Book counterfoils, 
and cheque counterfoils, enter up the Cash Book and prepare a 
Reconciliation Statement. Post all items from the Cash Book. 
This will provide entries for the Sales Account as far as Cash Sales 
are concerned, close all Debtors Accounts in so far as they are paid, 
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and supply the debit entries in the Ledger for Expenses, Drawings 
and payments to Creditors for Purchases. 

Sales Ledger. The cash having been posted, the debit and 
credit entries for Sales and Returns can be extracted on to analysis 
paper, or into a Day Book to supply the total figures for the Imper¬ 
sonal Accounts. At the same time the unpaid items can be noted 
down lor the Sundry Debtors figure. Any Sales not entered will 
have to be dealt with and added to the list ol Debtors. 

Bought Ledger. Although it may be possible to avoid entering 
the invoices or the Cash by marking off the invoices and receipts 
to the Cash Book and entering only those unpaid, the work will be 
more satisfactory il all items are entered and the totals for the 
Impersonal Accounts and Sundry Creditors obtained by extraction 
in the same manner as was done with the Sales Ledger. 

Asset Accounts. Accounts lor Premises (il owned), Plant and 
Machinery, Fixtures and Fittings, V ehicles owned, and Stock, must 
be opened and the requisite figures obtained from the proprietor, 
or, il recently acquired, from the invoices. As an alternative, many 
ol the figures might be obtained by application to the suppliers, and 
the question of Depreciation must then be dealt with. 

In the case of the opening stock, the proprietor’s estimates will 
have to be accepted, whilst an actual stock-taking will provide the 
figure for the Balance Sheet. 

Liabilities. The Sundry Creditors having been obtained, the 
owner ot the business must supply any information as to Loans, 
whilst the accrued items can be calculated Irom the Impersonal 
Accounts, which are now in the Ledger as the result of posting 
the Cash Book. 

Trial Balance. It should be possible to prepare a Trial Balance 
at this point, and although one cannot guarantee its accuracy, 
the difference will be entered as Capital, and an account opened 
accordingly in the Ledger. 

In many cases much of this work will not be necessary, but the 
programme has been planned on the assumption that the very 
minimum amount of book-keeping is being done in the books 
under consideration. 

The student should be able to detect where modifications in this 
routine can be made if he will lorm a mental picture of the 
particular set ol books he is asked to convert, built upon the given 
lacts. 

QUESTIONS 

I- Define single entry. State briefly the disadvantages of this method of book¬ 
keeping. 

2. Describe the steps you would take in order to prepare a Trading Account, 

Profit and Loss Account, and Balance Sheet from a set of books which had been 
kept upon the single entry system. (London Chamber of Commerce.) 

3. Describe briefly how you would convert a set ot books, which had been kepi 

on single entry methods, into the double entry system {R.S.A.) 
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EXERCISE IV 

1. From the following particulars, prepare a Trading and Profit and Loss 
Account lor the year ended 31st March, 1949, and a Balance Sheet as that date. 


BALANCE SHEET as at 31st March, 1948 


Capital 

Loan 

Creditors . 

Bank Overdraft. 


£268,429 


Buildings .... 

£ 

100,000 

Plant and Machinery. 

68,250 

Stock .... 

67,750 

Debtors . . £10,700 

Less Provision for 

Bad Debts . 1,070 

Profit and Loss A/c . 

9,630 
. 22,799 


£268,429 


£ 

200,000 

50,000 

16,262 

2,167 


CASH SUMMARY for Year Ended 31st March, 1949 


Cash Sales 
Debtors . 


£ 


£ 

10,626 

Bank Overdraft. 

. b If 2,167 

. 121,004 

Creditors . 

92,636 


Wages 

10,607 


Trade Expenses 

15,206 


Loan Interest 

2,100 


Bank Balance . 

. c/1 8,914 

£131,630 


£131,630 


The books disclose the following totals— 

Discounts allowed for the year, £3,202; Discounts received, £2,006; Purchases, 
£95,585; Sales, £124,756. * 

Stock at 31st March, 1949. stood at £70,100; Debtors at £11,250; and 
Creditors at £17,205. 

Depreciation is to be written off Plant and Machinery at 10 per cent and a 
provision of 10 per cent of Debtors outstanding is to be kept against bad debts. 
Insurance premiums of £62 have been paid in advance and included in Trade 
Expenses. (Chartered Institute of Secretaries , Adapted.) 


2. A doctor set up in practice on 1st January, 1947. His cash receipts from 
patients during 1947 amounted to £619 and during 1948 to £1,042, his expenses 
in the respective years being £196 and £248. 

Fees owing to him from patients unpaid at the end of 1947 amounted to £173 
and at the end of 1948 to £281. 

Ascertain his net earnings for each year. 

3. Frost and Snow are in partnership, and share profits and losses in the pro¬ 
portions of 3 and 2. They keep their books on a single entry system. On 31st 
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December, 1947, a Statement ol Affairs was prepared and showed the following 
position— 


Liabilities 

£ 

Assets 


£ 

Capital— 


Plant and Machinery. 

5,400 

Frost .... 

10,000 

Stock 

• • 

4,987 

Snow .... 

4,000 

Sundry Debtors. 

• • 

6,723 

Loan—Frost 

2,000 

Cash at Bank . 

• • 

1,766 

Sundry Creditors . . 2,876 

£18,876 

On 31st December, 1948, their assets ; 

Sundry Debtors 

and liabilities were— 

• • • • 

£ 

7,367 

£18,876 

,, Creditors 

• • 

• • • 

3,213 


Plant and Machinery 

• • • • 

5,400 


>> M 

Additions 

2,000 


Bills Receivable 

• • 

• • • 

1,000 


Stock 

• • 

• • • • 

4,813 


Cash at Bank 

• • 

• • • • 

1,399 



You are required to ascertain the amount of the firm’s profit or loss for the year 
ended 31st December, 1948, and to prepare a Statement of Affairs as at that date 
after taking into consideration the following— 

(a) Depreciation on Plant and Machinery, including additions, is to be pro¬ 
vided at the rate of 9 per cent per annum. 

(b) On 1st October, 1948, Frost increased his loan by £2,000 in order to pay 
for additional machinery, the installation of which had been completed on the 
previous day. 

(c) Interest on the loan is to be allowed at 5 per cent per annum. 

(d) During the year Frost and Snow drew £1,243 and £1,030 respectively. 

(/LS../1., Adapted.) 


4. Robert Webber keeps his books by the single entry method. His financial 
position on 1st January was as follows— 


Cash in hand 
Stock 

Fixtures and Fittings 
Cash at Bank 


£ *■ d • 
12 10 - 

642 15 - 

89 - - 

153 - - 


Sundry Debtors . 
Machinery and Plant 
Sundry Creditors . 


£ d. 
421 10 - 
981 - - 
1,209 15 - 


During the year, Robert Webber withdrew from the business, for private 
purposes, the sum of £480. 

On 31st December, Webber’s financial position was as follows— 

Machinery and Plant, £1,350 10s.; Fixtures and Fittings, £80 10s.; Sundry 
Debtors, £732; Stock, £950 10s.; Cash in hand, £15; Bank overdraft, £500; 
Sundry Creditors, £1,400 10s. 

From the above particulars, prepare a Statement showing the profit made by 
Webber for the year ended 31st December. When preparing this statement, no 
depreciation need be written off any of the assets, and no provision for Bad and 
Doubtful Debts is necessary. (London Chamber of Commerce.) 
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5. A keeps his books by single entry. On 1st January his Capital was £6,900. 
An analysis of his Cash Book for the year gives the following particulars— 


Debit Side 

Received from Sundry Debtors 
Paid in on Capital A/c 


£ 

6,000 

500 


Credit Side 


Due to Bank, 1st January ...... 740 

Payments to Sundry Creditors ..... 2,500 

General Expenses of Business . . . . .1 000 

W ages.1*550 

Drawings.300 

Balance at Bank, 31st December ..... 400 

., in hand ........ 10 


Debtors at 1st January were £5,300 
Creditors ,, £1,500 

Stock „ £1,790 

Plant and Machinery ,, £2,000 
Furniture and Fittings ,, £140 


and at 31st December were £8,800 
» „ „ £1,950 

„ „ „ £1,900 

„ „ £ 2,000 

£140 


From the above material, prepare a Profit and Loss Account for the year ended 
31st December, and a Balance Sheet at that date, after providing 5 per cent 
Interest on Capital (ignoring payments in and drawings), 10 per cent Depreciation 
on Plant, 5 per cent Depreciation on Furniture, and a Provision of 5 per cent on 
Sundry Debtors. [Chartered Accountants.) 


6. David Fisher carries on a grocery business and does not keep his books on 
a double entry basis. The following particulars have been extracted from his 
books— 


Plant and Machinery 
Stock . 

Sundry Debtors 
,, Creditors 
Cash in hand 
,, at Bank 


1 st July , 1948 30th June , 1949 


£ £ 

900 900 

400 350 

100 150 

250 200 

8 6 

225 250 


The following transactions took place durine the year ending the 30th June, 


1949— 

£ 

Wages . . . ' . . . . . . 300 

Sundry Expenses ....... 125 

Printing, Stationery, and Advertising .... 56 

Rent and Rates ....... 125 

Heating and Lighting. ...... 39 

Cash received from customers . . . . .4,125 

,, paid for Purchases ...... 3,217 

,, withdrawn from business for own use . . . 156 

Carriage ....... 84 


During the year Fisher had taken goods from his business for his own consump¬ 
tion, which amounted to 15s. per week, and had not paid any money into the 
business for them. 
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Prepare Balance Sheet as at the 1st July, 1948 and Trading and Profit and Loss 

Account lor the year ending the 30th June, 1949, and Balance S h«t a the 3( th 
June 1949 ( Corporation oj Certified Secretaries.) 

7. Walter Robinson, who is a slate merchant, has recorded his transactions in 
the following Books— 

(a) Sales Day Book, in which all sales to customers have been entered 
The sales have been posted in detail to the debit of the customers personal 

aCC °'( 4 ) tS Cash ^ook 1 . 65 Onty"’Bank ” items have been dealt with in this 

and all cash thus received and paid has been duly entered Cash received rom 
customers has been posted to their credit in the Sales Ledger. Cash paid 
creditors for goods purchased has been posted to their debit in the 1 uichases 
Ledger.” With these exceptions, no further posting has been clone. 

(c) Petty Cash Book. This book, used for small cash payments, has been 
kept in funds by a weekly cheque passed through the ‘Cash Book. 

(d) “Sales” and “Purchases” Ledgers, as referred to above. 

Statements from creditors and receipts have been kept on a file, but not other- 
wise dealt with. Except as detailed above, no further record of any kind has been 
kept by Robinson of his business transactions. Is Robinson s system of book¬ 
keeping an efficient one ? If not, what alterations or additions will be necessary in 
order that he may be in a position to prepare proper annual accounts. (K.S.A.) 

8. What do you understand by— 

(a) Nominal account, ( b) Real account, (c) Personal account? Give two 
examples of each. ' 

9. Explain the difference between a “Trading” Account and a “Profit and 
Loss” Account, and state in which account you would place the following items, 

giving your reasons— 

Purchases; Manufacturing Wages; Carriage; Returns; Sales; Allowancesj 
Debenture Interest; Salaries; Advertising; Stocks and Materials. ( R.S.A .) 

10 The Sundry Debtors at 31st December are £5,721 15s. 8d. A Bad Debts 
Provision of 5 per cent is required. The Bad Debts Provision at 1st January was 
£-267 14s lid and the Bad Debts during the year amounted to £23b Js. id. 
Show the Journal, Ledger, Profit and Loss, and Balance Sheet entries for the 

above (both ways). . _ „ , r . 

11 On 1st January the Provision tor Discount on Debtors was £15b lbs. bd. 

The Discounts Allowed during the year amounted to £164 8s. lOd. The Debtors 
at 31st December are £3,895 14s. lid. A Bad Debts Provision of 0 per cent is 
made, and a new Discount Provision of 5 per cent is required. Show the Journal, 
Ledger, Profit and Loss Account, and Balance Sheet entries relating to discount 

(both ways). 

12. Prepare a Trading Account, Profit and Loss Account, and Balance Sheet 
from the following Balances of X, Y, Z & Co.’s Books, extracted at 31st December, 
covering six months’ operations. 

£ 


Cash at Bankers ..... 

• 

• 

. 2,640 

Petty Cash in hand ..... 

• 

• 

3 

Sales ...•»•• 

• 

• 

. 16,123 

Stock-in-hand at commencement of period 

• 

• 

. 2,741 

Returns (Customers’ returns for the half-year) 

• 

• 

330 

Discount allowed to Customers . 

• 

• 

938 

Bills Receivable in hand .... 

• 

• 

182 

Sundry Debtors...... 

• 

• 

. 5,272 

Purchases ....... 

• 

• 

. 8,403 

Discount allowed on Purchases 

• 

• 

390 
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Wages ... 

• 

• 

• 

£ 

1,404 

Provision for Bad and Doubtful Debts . 

• • 

• 


540 

„ for Discount on Book Debts . 

• • 

• 


197 

Sundry Creditors .... 

• • 

• 


1,970 

Buildings ...... 

• • 

• 


4,384 

Patent Rights ..... 

• • 

• 


50 

Loan on Mortgage .... 

• • 

• 


4,500 

Rent, Rates, and Taxes 

• • 

• 


106 

Advertising ..... 

Traveller’s Salary .... 

• • 

• 


463 

• • 

• 


431 

Carriage ...... 

• • 

• 


394 

Bad Debts Written off 

• • 

• 


101 

Plant and Machinery .... 

• • 

• 


2,672 

Repairs ...... 

• • 

• 


84 

C G—Capital Account Balance, 1st July 

• • 

• 


6,110 

1,200 

C G—Drawings Account 

• • 

• 


S G—Capital Account Balance, 1st July 

• • 

• 


2,952 

S G—Drawings Account 

• • 

• 


720 

Interest on Loans .... 

• • 

• 


124 

Reserve Account. Patent Royalties received 

in advance 

• 


500 

Royalties on Patents, attributable to the 

half year 

• • 

to 

31st 


December ..... 

• 

Cr. 

40 

Trade and General Expenses 

• • 

• 


502 

Depreciation written off Buildings 

• • 

• 


23 

,, ,, ,, Plant . 

• • 

• 


155 

Stock-in-trade, 31st December 

• • 

• 


3,275 


Profits to be apportioned—C G, §; S G, J. 

(Chartered Accountants.) 

13. On 1st January, 1948, the total of the debtors appearing in a trader’s Sales 
Ledger was £1,537 5s. lOd. During the year 1948 the total cash received in respect 
of cash and credit sales was £5,731 6s. 3d., discount allowed amounted to 
£218 15s. Id. and accounts amounting to £37 10s. were written off as bad. The 
total of the debtors on 31st December, 1948, was £1,732 16s. 6d. 

Prepare a statement showing the amount of the net sales for the year. 

(R.S.A.' 

14. The following errors have been made during 1948 in a set of books— 

(a) The Sales Day Book was undercast by £10 in April. , 

(b) A customer’s Personal Account has been correctly credited with los. 3(L 
discount, but no corresponding entry made in the discount column of the Cash 
Book. 

(c) Discounts allowed for July, amounting to £7 4s. 9d., were posted to the 
credit, instead of the debit, of Discount Account. 

(d) A debit balance on a customer’s account was carried forward 10s. short. 

(*) An old credit balance of £2 5s. standing on a customer’s account wa» 

entirely overlooked when extracting the balances. 

Draw up a statement showing the effect of each of these errors on the Trial 
Balance drawn up at the end of the year and state what “difference’ the lria 
Balance will show. 

15. Mark Baines and Peter Benson are in partnership. The terms of the partner¬ 
ship are that partnership salaries are to be credited to the partners as lo ows. 
Baines, £200; Benson, £100; that interest on capital at 5 per cent per annum 
is to be credited to the partners; and that the remaining profits are to e ivi 
between Baines and Benson in the ratios of 2 : 3. On 31st December, , 
Trial Balance on page 123 was extracted from their books. 
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TRIAL BALANCE OF BAINES AND BENSON, 


31st December. 1948 

£ 

£ 

Bank ........ 

168 


Sales, net ........ 


10,000 

Purchases Returns ...... 


171 

Sundry Creditors ...... 


472 

Rent, Rates, and Insurance. .... 

463 


Discounts on Purchases ..... 


76 

Plant and Machinery ...... 

1,000 


Carriage Inwards ...... 

250 


Office Salaries and Expenses .... 

484 


Purchases ........ 

5,284 


Legal and Audit Charges ..... 

33 


Provision for Bad Debts, 1st January, 1948 


35 

Stock, 1st January, 1948 ..... 

Fixtures and Fittings ...... 

1,824 


200 


Manufacturing Wages ..... 

2,122 


Advertising ...... 

256 


M. Baines, Capital A/c, 1st January, 1948 


1,500 

P. Benson, „ „ „ . . . 


3,000 

Sundry Debtors . ... 

1,800 


Discounts on Sales ...... 

150 


Commissions Received ..... 


50 

Travellers’ Salaries and Commission 

470 


M. Baines, Drawings ...... 

445 


P. Benson. ,. ...... 

355 



£15.304 

£15,304 


Prepare Trading and Profit and Loss Accounts lor the year ended 31st Decem¬ 
ber, 1948, and a Balance Sheet at that date, giving effect to the partnership 
agreement, and providing for the following matters— 

(a) Stock, 31st December, 1948, £1,909. 

(A) Items owing not passed through the books are: (i) Advertising, £20; 
(ii) Audit Fees, £25. 

(<0 £40 of the debit to Rent, Rates, and Insurance is for rates for three months 
ending 31st March, 1949. 

id) Plant and Machinery is to be depreciated at 10 per cent per annum, and 
Fixtures and Fittings at 5 per cent per annum. 

(*) The Bad Debts Provision is to be increased to £90. 

(West Riding oj Yorkshire, Adapted.) 













CHAPTER V 


DEPRECIATION, SINKING FUNDS, PROVISIONS 
AND RESERVES, RESERVE FUNDS 

I What is Depreciation? Depreciation is the gradual and per- 
j manent decrease in the value of an asset from any cause. 

, Difference between Depreciation, Fluctuation, and Wear 
|and Tear. Depreciation denotes a permanent decrease in value; 
• fluctuation indicates merely a temporary decrease or increase of 
value; wear and tear signifies shrinkage of value arising from use. 

Reasons for Charging Depreciation. Unless assets are depre¬ 
ciated, it is obvious that, on the Balance Sheet, their value will be 
o\ erstated; and the Balance Sheet will not, therefore, be a correct 
repi esentation of the state of the business. Further, assets such 
as plant and machinery are held for the purpose of earning income, 
and the loss arising on those assets through wear and tear is un¬ 
doubtedly a loss incurred in the earning of such income, and should 
equitably be charged or set off against it. Lastly, if depreciation 
was not provided for by charges against profits, additional capital 

would have to be raised whenever the necessity for replacing the 
asset arose. 

Special Terms and their Meaning. In connexion with the 
subject of depreciation, special terms are in use, which the student 
must carefully note. I he life of an asset is the number of years 
that it will continue to be usable or productive. At the end of their 
life some assets have no value at all, e.g. a Lease, or Patents; other 
.assets, such as Plant and Machinery, have a residual or break-up 
jvalue, that is, the value of the material as old or scrap iron. 

|Machinery is said to be scrapped or thrown on the scrap heap 
Jwhen it is broken up at the end of its period of usefulness, because it 
is worn out or has been superseded by newer and more efficient 
1 | na chinery. In certain businesses, the possibility of obsolescence , 
i.e. machinery being rendered obsolete by later and better inven¬ 
tions, which will do the same w r ork more quickly and more cheaply, 
is j very important factor, and influences largely the “rates” 
ol depreciation If the loss sustained by obsolescence is unexpected 
and very large, it is not carried to Profit and Loss at once, but written 
I off gradually over a number of years; but where such obsolescence 
can be foreseen, it should be provided for in anticipation. ^ 
j Repairs, Renewals, and Replacements. To repair means to 
I restore again, to make efficient for all practical purposes. To 
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renew, means to discard an asset, or some part ol it, and to replace 
with a similar or improved asset or part. It has been argued by 
some accountants, that, il proper provision is made lor repairs 
and renewals, the necessity for providing tor depreciation is thereby 
obviated. Other accountants maintain that, in spite ol constant 
repairs, there is an inevitable depreciation to be taken into con¬ 
sideration. The second viewpoint would appear to be the more 
accurate. A pair of shoes, lor example, may be repaired many 
times, but eventually the benefit to be derived is not commensurate 
with the expenditure. 

Methods of Depreciation. There are various principles upon 
which to arrive at the correct charge against profits— 

1. Fixed Instalment Method. 

2. Diminishing or Reducing Balance Method. 

3. Annuity System. 

4. Depreciation Fund Method. 

5. Insurance Policy System. 

6 . Revaluation Process. 

7. To charge one sum to cover repairs, renewals, and deprecia¬ 
tion. 

A provision to be made (on whichever of the principles named 
above it is calculated) may, as a matter of book-keeping, be entered 
as a credit on the Asset Account, i.e. to reduce the figure at which 
the asset stands in the books, or, alternatively, it may be credited to 
a Fund or Reserve Account, such Fund or Reserve Account being 
deducted from the Asset Account on the face of the Balance Sheet, 
or in some cases shown on the liabilities side of the Balance Sheet. 
Concurrently with all or any of the book-keeping methods just 
mentioned (and whichever principle of arriving at the charge is 
used) a specific sum may be set aside either in cash or by way of 
investment so as to provide liquid funds at the end of the stated 
period of time. [This question of the setting aside of liquid funds is, 
in the opinion of the Editors, not essentially connected in any shape 
or form with any particular method of depreciation.] 

Recommendations of the Institute of Chartered Account¬ 
ants. In recent years the policy of depreciation charges has been 
carefully viewed. As a result the Institute of Chartered Accountants 
in England and Wales issued the following recommendations on 
accounting principles— 

1. Provisions for depreciation, amortization, and depletion of fixed assets should 
be applied on consistent bases from one period to another. If additional provi¬ 
sions prove to be necessary, they should be stated separately in the profit and loss 
account. Where practicable, fixed assets in existence at the balance sheet date should 
nonnally be shown in the balance sheet at cost, and the aggregate of the pro¬ 
visions for depreciation, amortization, and depletion should appear as deductions 
therefrom. The extent to which these provisions are being kept liquid will then 
be ascertainable from the balance sheet as a whole. 
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2. Such provisions should be computed on the bases mentioned below as 
appropriate to the particular class of asset concerned: 


being 


(a) Goodwill and Freehold Land. 

Depreciation does not arise through use in the business, except in the case of 
freehold land acquired for purposes such as are referred to in (d) below 
Amounts set aside to provide lor diminution in value do not constitute a normal 
charge against revenue, and should be shown separately in the profit and loss 


(/>) Freehold Buddings, Plant and Machinery, Tools and Equipment, Ships, Transport 

mtheblZt's' m, ar aSSetS Wh ' Ch ^ SUb ’ eCl ‘° de/,reaation bv reason °f their employment 


Provision for deprecation should, in general, be computed on the straight- 
line method. Assets of very short effective life, such as loose tools, jigs and 
patterns, may, however, frequently be dealt with more satisfactorily by other 
methods suc h as re-valuation, which in no case should exceed cost. 

( c ) Leaseholds , Patents , and other assets which become exhausted by the effluxion of 

'ime. J 

Provision lor amortization should be made on the straight-line basis, includ¬ 
ing in the case of leaseholds, allowance for the estimated cost of dilapidations 
at the end of the lease or useful life of the asset if shorter, If a leasehold re¬ 
demption policy is effected with an insurance company, the charge of the 
annual premiums to profit and loss account provides a satisfactory method of 
amortization if supplemented in respect of dilapidations. 

(d) Mines Oil Wells, Ojiarries , and similar assets of a wasting character which are 
conmmed in the form of basic raw material or where the output is sold as such. 

rovision for depreciation and depletion should be made according to the 
estimated exhaustion of the asset concerned. In the case of an undertaking 
tormed tor the purpose of exploiting this particular class of asset, if the practice 

ls , tQ ™ kC n ° P rov * s *. on should be made clear in the accounts, so that 
shareholders may realize that dividends are, in part, a return of capital. 

r u Where a method different from that recommended has hitherto been 
o owe and it is not considered practicable or desirable to make a change in 
c case of assets already in use, it is suggested that the methods recommended 
should be followed in cases of assets subsequently acquired. 

etails of all fixed assets should be kept (preferably in registers specially 
maintained) to show the cost of each asset, the provisions made for its deprecia¬ 
tion and the basis of the provisions made. 

. Amounts set aside out of profits for obsolescence which cannot be foreseen, 
or or a possible increase in the cost of replacement, are matters of financial 
pru ence. Neither can be estimated with any degree of accuracy. They are in 
e nature of reserves and should be treated as such in the accounts. 


(i) Fixed Instalment Method 

Nature and Use. Under this system, a fixed proportion of the 
original capital outlay is written off annually in order to reduce the 
asset to zero or residual value at the end of the period, repairs and 
small renewals being debited to Profit and Loss. This method is 
suitable for Patents, and also for short Leases which involve little 
capital outlay, and is sometimes used for Plant and Machinery. 
Suppose, for instance, Machinery has been purchased at a cost of 
£4,000; that its estimated life is six years; that its break-up value 
is £400 Then, £3,600 must be written off in six years, that is, 
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£600 each year. Or, looking at it from the percentage point of 
view, we have to write ffg-g- or of the amount, that is 90 per cent, 
off in six years; therefore, 15 per cent of the original cost must be 
written off each year. Again, supposing a patent had sixteen years 
to run, it could be written off by of the original cost each year; 
and at the end of that time the balance of the Patents Account 
would be extinguished. 

Disadvantages. One disadvantage of this method is (for Plant 
and Machinery) that while the depreciation remains constant, there 
is an increasing charge to Revenue during the life of the asset; as 
in the first few years the repairs are light, while in the later years 
they may be very heavy. Another disadvantage is that any addi¬ 
tions to the plant and machinery would throw out the original 
calculation, and necessitate a fresh one being made; this can be 
obviated by building up a Depreciation Reserve Account separate 
from the Machinery Account, e.g.— 


MACHINERY 


Year 


£ 



To Cash 

1,000 


1 

,, ,, (additions) 

100 


2 

H J) >1 

1 

200 



DEPRECIATION (MACHINERY) RESERVE 




1 

Year 


£ 



1 

By P. & L. A/c—10% . 

100 



2 

yy yy yy » 

110 



3 

yy yy yy >> 
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Example i. A Lease is purchased for a term of four years for 
the sum of £320. Show how the Lease Account would appear in 
the Ledger during this period, depreciation being written off by 
equal instalments each year. 

In the Lease Account given on page 128, depreciation is x 
= 100 per cent in four years, or at the rate of 25 per cent per annum 
of the original outlay. Or, from another point of view, £320 has to 
be written off in four years, which gives us £80 each year to write 
off the original cost. A Journal entry would be made each year for 
four years, thus— 


Depreciation . 
To Lease . 


Dr. £80 
Cr. £80 


The amount of the Lease Account not written off would appear on 
the’assets side of the Balance Sheet. 



\ / -— ^ ^atautc 1UCU1UU 

Nature and Use. By this method a fixed rate per cent is written 
on the reducing annual balance of the Asset Account each year, 
in order to reduce it to residual value when its period of usefulness 
lor revenue-earning purposes has expired Repairs and small re¬ 
newals are, as under the first method, charged to Profit and Loss. 
1 his system is usually adopted for Plant and Machinery, Furniture, 

fixtures, Fittings, etc., as such assets have a long life and one which 
it is difficult to estimate. 

i , ^ es. The advantage of this method of depreciation is 

that it tends to give a fairly even charge against Revenue each year. 
*or, while depreciation is heavy during the first few years, this is 
counterbalanced by the repairs being light; and in the later years, 

w en repairs are heavy, this is counterbalanced by the decreasing 
charge for depreciation. 

M^hematical Formula. The rate per cent to write off the 
diminishing value each year is found by means of the following 


formula: P x 


100 — r\n 


100 


\n 

J = RV where P denotes the principal, 
• \ / 

r t e required rate per cent, n the number of years, and RV the 
residual value. 

Example 2. Machinery is bought for £2,000. Its life is estimated 
si x years, and its break-up value at the end of the period 
£do6. Show the Machinery Account for the six years, writing off 
depreciation at a fixed rate per cent on the diminishing or reducing 
value of the asset. / 100 — \ 6 

According to the formula: 2000 x( ) = 356, which, 

when reduced, gives \ 1UU / 

r = 100- 100V-T78 = 100- 100 (-7500) approx.; 
hence r = 100 — 75 = 25 per cent approx. 
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The Ledger Account of the asset will be as follows— 


Dr. 


MACHINERY 


Cr. 

Year 


£ s. d.l Year 


£ 5- d. 

1 

To Cash . 

2,000 - A 1 

By Depreciation 

500 - - 




,, Balance c/d . 

1,500 - - 



£2,000 - -| 


£2,000 - - 

2 

i 

To Balance b/d . 

1,500 - - 2 

By Depreciation 

375 - - 




,, Balance c/d . 

1,125 - - 



£1,500 - - 


£1,500 - - 

3 

To Balance b/d . 

1,125 - - 3 

By Depreciation 

281 5 - 




,, Balance c/d . 

843 15 - 


j 

£U25 - - 


£1,125 - - 

4 

To Balance b/d . 

843 15 -1 4 

By Depreciation 

210 18 9 




,, Balance c/d . 

632 16 3 



£843 15 -1 


£843 15 - 

5 

To Balance b/d . 

632 16 3 5 

By Depreciation 

158 4 1 




,, Balance c/d . 

474 12 2 



£632 16 3 


£632 16 3 

6 

To Balance b/d . 

474 12 2 6 

By Depreciation 

118 12 2 




(Adjustment 





of lOd.) 





,, Balance c/d . 

356 - - 



£474 12 2] 


£474 12 2 

7 

To Balance b/d 

356 - -I 




Reduction of Formula. The reduction of the formula seems to 
give students a great deal of trouble. A simple method of reducing 
it is as follows— 

/ 100 — r\ 6 

Formula — 2000 X ( —Jqq— j = 356 

Divide both sides by 2000, and the following is the result_ 

/100 — r\ 6 356 178 

\ 100 j “ 2000 = Tooo = ' 178 

Take the sixth root of both sides, and the result yields_ 



100 
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Multiply both sides by 100: = 100 - r = lOOV^lTS 
Transpose the 100, and change signs, and the result is— 

r = 100- 100v / 178 = 100- 100 (-7500) approx, 
ence, r — 100— 75 = 25 per cent approx. 

In this case the cube root of '178 is -5625 (approx ) • and the 
square root of -5625 is -75. In cases, however,'where the root 

roo n t n °rVcn CXtra r h - etical ly> e S- the fifth root or the seventh 
root, recourse must be had to logarithms to obtain the required 

For instance, in the above example: log -178 = 1-2504200 

q- by 6 = 1-8750700 = log of-7500 (approx.) 

QUESTIONS 

Wear^nd n Te°r PreCiati ° n ' DisCriminate betwce " Depreciation, Fluctuation, and 
2. What arc the causes of depreciation ? 

4 S ° me ° f th f c L rea r sons for charging depreciation, 

or “ break-nn- t,he 7' ea ™ r ' 8 of < he following terms: “Life” of an asset, “residual,” 
cence treated ? ^ SCraP ’ ° bsolescence - How 15 lh <= sustained by obsoles- 

ments State Wha ‘ “ mean ‘ by the pbrase: Repairs - renewals, and replace- 

7 vvhat entrK ' s are nccessar y in the books when an asset is depreciated ? 

/. What methods of depreciation are there? 

depreciation 1 TTi ^ USe ° f the “ fixcd instalm cnt” method of 

epreciat on. Can this method be advantageously used for all assets? 

ofHpnZ-!!" br, wl the J nature and use of the “diminishing balance” method 
eprec^tKm. What advantages does this method possess? 

• 1 ^» I ^ iat lem . at *cal formula for ascertaining the rate per cent of depre- 

on • CI * u- 1S "T ,rcd to wrde d °wn an asset, at an equal rate each year 

on the diminishing balance, in order to reduce it to residual value. 


Depreciation of Additions to an Asset. The question of how 

to treat additions to an asset when writing off depreciation on the 

rst occasion after such addition, is rather a complex one. Owing 

tu conflicting views, no less than three different methods obtain. 
1 he additions are— 

1. Ignored, by writing depreciation off the balance of the Asset 
Account as at the beginning of the year. 

2. Included, by writing depreciation off the balance of the Asset 
Account as at the end of the year. 

3. Depreciated proportionately , a machine purchased about the 

i middle of the year being written down at half the annual rate, and 
! so on. 

i Example 3 . Machinery is bought for a sum of£2,000. Additions 
are made in June in the second year to the extent of £200, and in 
March of the third year to the amount of £160. Show, by means 
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of Ledger Accounts, the various methods of dealing with the addi¬ 
tions when writing off annual depreciation at the rate of 10 per 
cent on the diminishing balance. 


First Method— 

Dr. PLANT AND MACHINERY Cr. 


Year 

1 

To Cash . 

£ 

2,000 

Year 

1 

By Depreciation, 10% 
£2,000 

„ Balance c/d . 

£ 

200 

1,800 



£2,000 



£2,000 

2 

To Balance b/d . 

,, Cash (June) . 

1,800 

200 

2 

By Depreciation, 10% 
£1,800 

,, Balance c/d . 

180 

1,820 



£2,000 



£2,COO 

3 

To Balance b/d . 

,, Cash (March) 

1,820 

160 

3 

By Depreciation, 10% 
£1,820 . . 
,, Balance c/d . 

182 

1,798 



£1,980 



£1,980 

4 

To Balance b/d . 

1,798 




Second Method — 





Dr. 

PLANT AND MACHINERY 

Cr. 

Year 

1 

To Cash . 

£ 

2,000 

Year 

1 

By Depreciation, 10% 
£2,000 . 

,, Balance c/d . 

£ 

200 

1,800 



£2,000 



£2,000 

2 

To Balance b/d . 

,, Cash (June) . 

1,800 

200 

2 

By Depreciation, 10% 
£2,000 

„ Balance c/d . 

200 

1,800 



£2,000 



£2,000 

3 

To Balance b/d . 

„ Cash (March) 

1,800 

160 

3 

By Depreciation, 10% 
£1,960 . . 

„ Balance c/d . 

196 

1,764 



£1,960 



£1,960 

4 

To Balance b/d . 

1,764 
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Third Method— 


PLANT AND MACHINERY Cr. 


Year 

1 

To Cash . 

£ 

2,000 

Year 

1 

By Depreciation, 10% 
£2,000 

,, Balance c/d . 




£2,000 



£2,000 

2 

To Balance b/d . 

„ Cash (June) . 

1,800 

200 

2 

By Depreciation, 10% 
£1,800 . £180 
10 % for 6 months 
on £200 . £10 

,, Balance c/d . 

190 

1,810 


1 

£2,0C0 



£2,000 

3 

To Balance b/d . 

,, Cash (March) 

1,810 

160 

3 

By Depreciation, 10% 
£1,810 .£181 
10% for 9 months 
on £160 . £12 

,, Balance c/d . 

193 

1,777 



£1,970 



£1,970 

4 

To Balance b/d . 

1,777 





(3) Annuity System 

Nature and Use. Under the Annuity System the purchase of 
the asset is regarded as an investment of capital which, if employed 
for other purposes, would be earning a certain rate of interest. 
Interest at this fixed rate is, therefore, debited to the Asset Account 
each year, and credited to an Interest and Depreciation Account. 
The asset and interest are then written down by equal annual 
instalments until extinguished. This method is used principally for 
Leases involving considerable outlay spread over a number of years, 
when it is not desired to replace them at the end of the period. It 
is not so suitable for Plant and Machinery, as fresh calculations 
would be necessary each time additions were made. This system, 
although very scientific, results in an increasing charge against 
Revenue each year; for, while the depreciation that is debited 
remains constant, the interest being credited will diminish each year. 

If, at the expiration of a Lease, dilapidations have to be provided 
for, this can best be done by means of the Sinking Fund Method 
explained later on in this chapter. 
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Annuity Method Depreciation Tables. The amount to be 
written off yearly by the Annuity Method (i.e. Pri ncipal + Interest 

— Instalment) can be easily calculated from Tables based on the 
following formula for £1— 


_ 1 _ 

(1 -f- Interest)” —1 + 
Interest 


Interest, or 


Int erest _ 

Compound Interest” 


-f Interest 


where n = number of years. This gives us for five years, at 5 per 

cent ~ 05 -1- -05 or -180975 + -05, that is -230975; and so on 

’ -276281 

for other rates and years. 

The following Table A is sufficient for ordinary book-keeping 
purposes, and for the working ol the exercises at the end ol this 
chapter— 


TABLE A 

Amount required to write off £1 by the Annuity Method 


Years 

3 % ' 

3r/ 0 

4 % 

4£% 

5% 

3 

•353530 

•356933 

•360348 

•363773 

•367208 

4 

•269028 

•272251 

•275490 

•278744 

•282012 

5 

•218354 

•221481 

•224627 

•227792 

•230975 

6 

•184597 

•187668 

•190761 

• 193878 

•197017 

7 

•160506 

•163544 

•166609 

•169701 

•172819 

8 

•142456 

•145476 

•148527 

•151609 

•154721 

9 

•128433 

•131446 

•134493 

•137574 

•140690 

10 

•117230 

•120241 

•123291 

•126378 

•129504 


Example 4. A Lease is purchased for a term of seven years by 
payment of £3,000. It is proposed to depreciate the Lease by the 
Annuity Method, charging 4 per cent interest. Show the Ledger 
Account of the asset during this period. 

Reference to Table A shows that the amount for £1 for seven 
years at 4 per cent is T66609. Multiplying this by £3,000, we get 
£499-827, which (converting the decimal at sight, as explained in 
Chapter XI on page 359) gives us £499 16s. 6M. 
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Dr. 


LEASE 


Cr 


Year 

1 


To Cash . 
„ Interest 


To Balance b/d . 
„ Interest 


To Balance b/d . 
,, Interest 


£ s. d. 
3,000 - - 
120 - - 

£3,120 - - 


2,620 3 5 
104 16 2 


£2,724 19 7, 


To Balance b/d . 
,, Interest 


To Balance b/d . 
,, Interest 


To Balance b/d . 
,, Interest 


To Balance b/d . 
,, Interest 


£ 1 , 4-12 11 1 


942 14 6| 
37 14 2 


£980 8 8 


480 12 1 

19 4 61 


£499 16 7| 


Year 

1 


2,225 3 -I 3 

89 - 1 

£2,314 3 1 


1,814 6 6| 4 

72 11 6 

£1,886 18 - 


1,387 1 5 o 

55 9 8 


6 


By Depreciation 


£ J. d. 
499 16 7 


By Depreciation 


By Depreciation 


By Depreciation 


By Depreciation 
,, Balance c/d . 


By Depreciation 


. 2,620 

' 3 

5 

£3,120 

— 

— 

1 499 

16 

7 

. 2,225 

3 

— 

£2,724 

19 

7 

499 

16 

7 

. 1,814 

6 

6 

£2,314 

3 

1 

499 

16 

7 

. 1,387 

1 

5 

£1,886 

18 

— 

499 

16 

7 

942 

14 

6 

£1,442 

1 ' 

11 

1 

499 

16 

7 

480 

12 

1 

£980 

8 

8 

499 ; 

16 

7 

£499 16 

7 


wwing 10 iractions ot a id. being neglected there is olten a small 
adjustment to make in the last year. 

Calculations in Decimals. In examination work the student is 
sometimes asked to leave the calculations in decimals instead of 
reducing them to money. This saves time and labour. The last 
example, worked in this fashion, would appear as shown on page 135. 

(4) Depreciation Fund Principle 

Nature and Use. Under this method the asset is allowed to 
stand in the books at its original cost. A fixed amount, called the 
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Sinking Fund instalment, is debited to Profit and Loss each year; 
and a corresponding amount of cash is invested every year in gilt- 
edged securities, the amount being such as will, during the life of 
the asset, accumulate, at compound interest, to the sum required 
to replace it. This system is adopted for Plant and Machinery 


Dr. 


LEASE 


Cr. 




Year 

1 


To Cash . 
„ Interest 






Interest 


£ 

3,000-000 

120-000 


To Balance b/d . 
,, Interest 


To Balance b/d . 
Interest 


To Balance b/d . 
,, Interest 


To Balance b/d . 
,, Interest 


,, Interest 


Year 

1 


£3,120-000 

2,620-173I 
104-807 

£2,724-980 

2,225-153 I 
89-006 

£2,314-159 

1,814-332 

72-573 

£1,886-905 

1,387-078 
55-483 I 

1,442-561 I 

942-734 | 
37-709 

980-443 1 

480-616 1 
19-224 

£499-840 


6 


By Depreciation 
,, Balance c/d 


By Depreciation | 
,, Balance c/d . 


£ 

499-827 
2,620-173 

£3,120-000 

499-827 
2.225-153 

j £2,724-980 


By Depreciation 
,, Balance c d . 


499-827 
1,814-332 

I £2,314-159 


By Depreciation 499-827 
,, Balance c/d . 1,387-078 


£1,886-905 


By Depreciation 
,, Balance c d 


499-827 

942-734 


£1,442-561 


By Depreciation 
,, Balance c/d .1 


499-827 

480-616 


£980-443 


By Depreciation 
(Adjustment 
of -013 or 
3d.) 


499-840 


£499-840 


and wasting assets whenever it is desired not merely to write off 
an asset, but also to make provision for its replacement at the end 
of its life. 

Other Terms. The Depreciation Fund Account is also 
designated by other names, such as Amortization Fund Account, 
Sinking Fund Account, Redemption Fund Account. The first term 
is more appropriate to the writing off of intangible expenditure 
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i.e. such as is not represented by assets, e.g. Debenture Discount; 
the last two terms are more suitable for the repayment of loans 
and debentures. Depreciation Fund Account is the best term to 
use in connexion with the replacement of a wasting asset. 

Object of Investing Cash. The object of investing cash each 
year and allowing it to accumulate is that the Fund becomes avail¬ 
able (on realizing the Investments) whenever it is required. If a 
separate sum of money were not thus provided, the cash required 
at the end of the period would have to be taken from the ordinary 
bank balance; this might cause serious inconvenience to the 
business, and if the amount were very large, might cripple it. If 
this could not be done, fresh capital would have to be provided. 
The great advantage of the Sinking Fund Investment, therefore, is 
that it provides the money outside the business, and prevents any 
disturbance of the financial position. 

Students often experience considerable difficulty in understand¬ 
ing these Sinking Funds and their corresponding Investments. It is 
because the fact that profit itself is very olten not a tangible item, 
but only a mere paper balance. If goods are sold for £120, which 
cost £100, it is true a profit ol £20 is made, but the point is, if the 
goods had been sold for cash, then the profit is a realized one; but if 
these goods were sold on credit, the profit exists only on paper, and 
will not be realized until the debt is paid. 

With reference to the Sinking Fund and its Investments, there is 
a twofold action. T he Sinking Fund Account is being built up either 
by charges against, or appropriations of, profits, while the Invest¬ 
ment Account is being built up by investment of cash. “Putting 
by and investing profits ” is a term wrongly used in this connexion; 
what is really done, however, is to invest cash on account of profits. 
Again, an asset cannot be purchased with profits, but only with 
cash or its equivalent. It does not follow that having a Depreciation 
Fund Account (or a Sinking Fund Account) amounting to £3,000, 
that amount in cash is in hand in respect of it. The bank balance at 
this particular time might be very small. The object of the Sinking 
Fund Investments is to make sure that a separate sum of cash, i.e. 
independent of the ordinary bank balance, shall be available (by 
idling the investments) whenever it is required. 

Procedure at End of Period. At the end of the period the 
Investments will be realized, the cash received being debited in the 
Cash Book “ To Sinking Fund Investment Account and posted to the 
credit of the named account in order to close it. The Depreciation 
Fund Account is transferred to the Asset Account, and thereby closes 
the latter. This shows very clearly that a Depreciation Fund is 
a charge against profits and not an appropriation of profits. The 
cash is now in hand with which to purchase the new asset Should, 
however, the investments realize more or less than the required sum 
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—and this is often the case in actual practice the difference of the 
Investment Account must be adjusted by a debit or credit to Profit 
and Loss, as the case may be. 

Sinking Fund Depreciation Tables. The Sinking Fund 
amount is calculated from tables based on the following formula 


1 _ 

(1 + Interest)" — 1 
Interest 


Interest 

or Total amount of Compound 

Interest in n years 


This gives the amount to be set aside yearly, at a given rate of 
interest, to provide £1 at the end of n or the given number of 

years. 

• -05 

For five years at 5 per cent the amount shows ^^281 or ‘ 180975 

and so on for other years at other rates. 

The following table, which is sufficient for ordinary book-keeping 
purposes, should prove very useful to the student— 


TABLE B 


Annual Sinking Fund Instalments to provide £1 


Years 

3% 

3 J % 

4% 

4£% 

5% 

3 

•323530 

•321933 

•320348 

•318773 

•317208 

4 

•239028 

•237251 

•235490 

•233744 

•232012 

5 

•188354 

•186481 

•184627 

•182792 

•180975 

6 

•154597 

• 152668 

•150761 

•148878 

•147017 

7 

•130506 

•128544 

• 126609 

•124701 

•122819 

8 

•112456 

•110476 

•108527 

•106609 

•104721 

9 

•098433 

•096446 

•094493 

•092574 

•090690 

10 

•087230 

•085241 

•083291 

•081378 

•079504 


Example. £3,000 is paid for a Lease for a term of seven years. 
It is desired to write off this amount by means of the Depreciation 
Fund System, it being necessary to raise a similar amount, at 4 per 
cent compound interest, in order to replace the Lease at the end of 
the period. Show the Ledger Accounts dealing with this matter. 

Referring to Table B, we find the amount required to be invested 
yearly at 4 per cent in order to produce £1 at the end of seven years 
is *126609. The amount required to produce £3,000 will, therefore, 
be £3,000 x *126609, which gives us £379*827, or £379 16s. 6Jd. 
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The following entries will be necessary in the books— 



JOURNAL 

Dr. 

Cr. 

Year 

1 

Profit and Loss A/c . 

To Depreciation Fund A/c 

Amount of annual instalment. 

£ s. d. 

379 16 7 

£ s. d. 

379 16 7 

and so 

on for seven years. 




CASH BOOK 




Receipts j 

Bank 

Year 

2 

To Depreciation Fund A/c ( interest on first years invest - 
ment ) .. 

--- 

£ s. d. 

15 3 10 


and similar entries for other years. 


CASH BOOK 


t 

< 

| Payments 

Bank 

Year 


£ s. d. 
379 16 7 

1 

By Depreciation Fund Investment A/c 

2 

(Investment of Cash equal to first year's instalment .) 

,, Depreciation Fund Investment A/c 

{Investment of Cash equal to second year's instalment 
plus interest on fir r/ year's instalment.) 

395 - 5 


and similar entries for other years. 


BALANCE SHEET 


Liabilities 

(Year 1) Depreciation Fund 
Account . 

£ s. d. 

379 16 7 

Assets 

(Year 1) Depreciation Fund 

Investment Accouni . 

£ d. 

379 16 7 

(Year 2) Depreciation Fund 
Account . 

774 17 - 

(Year 2) Depreciation Fund 

Investment Account 

774 17 - 
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The reason why the Depreciation Fund Investment Account 
does not, on the Balance Sheet, always correspond in amount with 
the Depreciation Fund Account, is that the instalment is charged 
against profits at the end of the year (say 31st Dec.), but the cor¬ 
responding investment of cash may not take place until the fust 
month (say January) ol the succeeding year. For the sake of clear¬ 
ness, however, the dates in the worked example have been made 
to agree. 

The Ledger Accounts would appear as under— 

Or. LEASE Q. 


Year 

£ i. d. Year 

£ - d. 

1 

7 


Jan. 1 To Cash . 

3,000 - - Dec. 31 

By Depreciation Fund 


Account . . 3,000 - - 


Or. 


DEPRECIATION FUND 


Cr. 


Year 

1 

Dec. 31 To Balance c/d . 


£ s. d. Year 

1 

379 16 7 Dec. 31 j By Profit and Loss 


£ >• d. 

379 16 7 


Dec. 31 To Balance c/d 


774 17 - 


Ijan. 1 By Balance h.'d . 
Dec. 31 ,, Cash (Interest) 

.. 31 .. Profit and Loss 


379 16 7 
15 3 10 
379 16 7 


£774 17 - 


£774 17 - 


Dee. 31 To Balance c/d 


1,185 13 


5 Jan. 1 
Dec. 31 
„ 31 


£1,185 13 5 


By Balance b/d . 
,, Cash (Interest) 
„ Profit and Loss 


774 17 - 

30 19 10 
379 16 7 

£1,185 13 5 


Dec. 31 To Balance c/d 


1,612 18 6 Jan. 1 

Dec. 31 
31 

£1,612 18 6 


By Balance b/d . 
„ Cash (Interest) 
,, Profit and Loss 


1,185 13 5 

47 8 6 
379 16 7 

£1,612 18 6 


Dec. 31 To Balance c/d . 


2,057 5 5 Jan. 1 

Dec. 31 
31 

£2,057 5 5 


By Balance b'd . 
,, Cash (Interest) 
,, Profit and Loss 


1,612 18 6 
64 10 4 
379 16 7 

£2,057 5 5 


Dec. 31 To Balance c/d . 


7 

Dec. 31 


2,519 7 10 Jan. 1 

Dec. 31 
„ 31 


£2,519 7 10 


To Amount transferred 

to Lease A/c . 3,000 


7 

Jan. 1 
- Dec. 31 
.. 31 


By Balance b/d . 
„ Cash (Interest) 
„ Profit and Loss 


By Balance b/d . 

„ Cash (Interest) 

„ Profit and Loss 
(Adjustment of Id.) 


2,057 5 5 
82 5 10 
379 16 7 

£2,519 7 10 


2,519 7 10 
100 15 6 

379 16 8 


£3,000 - - 


£3,000 - - 
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Dr. 


Year 

1 

Dec. 31 

2 

Jan. 1 
Dec. 31 


3 

Jan. 1 
Dec. 31 


4 

Jan. 1 
Dec. 31 


Jan. 1 
Dec. 31 


6 

Jan. 1 
Dec. 31 


Jan. 1 
Dec. 31 


DEPRECIATION FUND INVESTMENT 1 


To Cash . 

To Balance b/d . 

,, Cash (Instalment 
and Interest) 


To Balance b/d . 
,, Cash . 


To Balance b/d 
,, Cash . 


To Balance b/d 
,, Cash . 


To Balance b/d . 
,, Cash . 


To Balance b/d 
,, Cash . 


s. d. | Year 
1 

379 16 7 |Dec. 31 

o 


379 16 7 iDcc. 31 
395 - 5 


£774 17 


774 17 
410 16 


IDcc. 31 
5 


1,0,185 13 5 


1,185 

13 

5 

427 

5 

1 

£1.612 

18 

6 

1,612 

18 

6 

444 

6 

11 

£2,057 

5 

5 

2,057 

5 

5 

462 

2 

5 

£2,519 

7 

10 

2,519 

7 

10 

480 

12 

2 

£3,000 


_ 


a 


6 


Cr. 



£ i. d. 

By Balance c/d . 

379 16 7 

By Balance c/d . 

774 17 - 


£774 17 - 

By Balance c/d 

1,185 13 5 


£1,185 13 5 

By Balance c/d 

1,612 18 6 


£1,612 18 G 

By Balance c/d 

2,057 5 5 


£2,057 5 5 

By Balance c/d 

2,519 7 10 

« 

J 

£2,519 7 10 

■ 

By Cash (proceeds of re¬ 


alisation of invest¬ 


ments) 

3,000 - - 

i 

it 

£3,000 - - 


, ot .® *• ^^e cas h instalment at the end of the last year will not be invested, 
ut will be transferred to the Investment Account money so that the full amount 
will be in hand with which to purchase the new Lease. 

Note 2 . The Lease Account and the Depreciation Fund Investment Account 

will appear on the assets side of the Balance Sheet until the end of the period. 

k- Depreciation Fund Account will show on the liabilities side of the Balance 

iect until the end of the period; or, better still, on the assets side as a deduction 
lrom the Lease. 


Income Tax on Interest from Investments. In the worked 

example, the investments have been taken at par, and income 

tax has been ignored for the sake of simplicity, but, in practice, 

interest on investments would be received less tax. Sometimes 

• • 

instructions are given to invest the interest instead of remitting it; 
and in such cases a Cash Book entry as previously shown would not 
be required, but a Journal entry would be necessary to debit the 
Investment Account and credit the Depreciation Fund Account 
with the amount of such interest. In any case, however, the interest 
is always invested. To provide for the amount lost by reason of 
the tax, a similar sum is debited each year to Profit and Loss 
Account, and credited to the Depreciation Fund Account. 

1 As the Funds would probably be invested in various securities, there would 
be several accounts amounting to this in the aggregate. 
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(5) Insurance Policy System 

Nature and Use. Under this method an insurance policy is 
taken out for the amount required to replace the asset at the end ol 
the period of its life. The procedure is not unlike that under the 
Depreciation Fund System, except that the cash, instead of being 
invested in gilt-edged securities, is paid away in premiums to the 
Insurance Company. Although the interest thus obtained is lower 
yet there is not the risk ot loss on realization, as in the case of 
outside investments subject to market fluctuations. 

Entries in the Books. The entries in the financial books will 

vary according as a Policy Account is opened or not. 

(a) When a Policy Account is Opened 

In some cases, the amount paid as a yearly piemium is debited 
to Lease Policy Account, and is regarded as an investment which 
increases by the addition ol interest each ycai. At the date ol the 
maturity of the policy the amount standing to the debit of the 
Lease Policy Account would agree (approximately) with the amount 
received from the Insurance Company. II, however, a balance weie 
shown, this could readily be adjusted. In the event ol the policy 
being surrendered before maturity, the amount actually received 
would be credited to the Lease Policy Account, and any loss shown 
on this account would be written off. 

The entries in the books will be— 

(a) For the purchase ol the Lease— 

By Lease on the Cr. side of Cash Book. 

(b) For the annual premiums paid to Insurance Company— 

By Lease Policy Account on Cr. side of Cash Book. 

(c) For charging the Insurance, which takes the place of the 
annual depreciation, against Revenue— 

(Journal) 

Profit and Loss Account . . . .Dr. 

To Lease Redemption Fund Account . . Cr. 

(d) For debiting the Interest on balance of Lease Policy 

Account— 

(Journal) 

Lease Policy Account . . . . .Dr. 

To Lease Redemption Fund Account . . Cr. 

When the policy matures, the cash received will be debited in the 
Cash Book and posted to the credit of the Lease Policy Account, 
any balance being written off. The cash remains in hand ready 
to purchase the new lease. The Lease Redemption Fund Account 
will be closed by transfer to the (old) Lease Account. Until the 
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end of the period, the Lease Account and the Lease Policy Account 
will figure on the assets side of the Balance Sheet, while the Lease 
Redemption (or Depreciation) Fund Account will be shown on 
the liabilities side of the Balance Sheet. 

Some accountants hold the view that the Policy Account should 
be maintained at surrender value. Where such a system is in use, 
the entries are as above, except that no interest is charged, and in 
order to keep the Policy Account at its surrender value, an adjust¬ 
ment is necessary each year. 

In the early years, when the surrender value is less than the 
amount paid for premiums, it would be necessary to credit Lease 
Policy Account and debit cither Lease Redemption Fund Account 
or Profit and Loss Account; and, in the later years, when the 
surrender value exceeds the premiums paid, a reverse entry would 
be required. As an example, assume a premium of £100 and a 
nominal surrender value immediately alter payment, say, £5. 
We should have to credit Policy Account with £95, and either 
debit Lease Redemption Fund Account (leaving a balance of only 
£5); or the Lease Redemption Fund Account could be left at the 
lull amount (£100) and the Profit and Loss Account debited with 
the £95, in addition to the £100 already charged for insurance. 
As there would be no intention ol discontinuing the policy, the 
above method is not recommended, and there seems to be no more 
need to keep the policy at surrender value than there is to write 
down new machinery to break-up price. 

(b) When a Policy Account is not Opened 

The entries in the books will be as follows— 

(a) For the purchase of the Lease— 

By Lease on the Cr. side of the Cash Book. 

( b) For the annual premiums paid to the Insurance Com¬ 

pany— 

By Lease Insurance on the Cr. side of the Cash Book. 

(c) for charging the Insurance, which takes the place of the 

annual depreciation, to Revenue— 

(Journal) 

Profit and Loss A/c . D,. 

To Lease Insurance Ale . . Cr. 

The Lease Account remains open in the books until the end of the 
period, figuring each year on the assets side of the Balance Sheet. 
When the policy matures, the cash received will be debited in the 
Cash Book and posted to the credit of the Lease Account, thus 
closing it, and leaving in hand the money with which to purchase 
the new lease (or other asset, as the case may be). 
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(6) Revaluation Process 

Nature and Use. This method involves the process of stock¬ 
taking and valuing. It is adopted for assets which cannot always 
conveniently be dealt with under the other methods, namely, 
horses, casks, bottles, packages, loose tools, patterns, models, 
moulds, trade-marks, copyrights, investments, etc. With many ot 
these assets special considerations have to be taken into account. 
The difference arising from the revaluation is debited to Profit and 
Loss Account and credited to the Asset Account. If, however, the 
difference is a profit, instead of a loss, such appreciation is credited 
to Profit and Loss Account and debited to the Asset Account. Such 
instances, however, are rare. In certain cases, as with Investments, 
a loss or gain on revaluation is not carried to the Asset Account 
at all, but to a Reserve Account, as the difference may not be 
permanent, but only temporary. 

Disadvantage of this Method. One disadvantage of writing off’ 
depreciation by this revaluation process is, that while the asset is 
rendering virtually the same services to the business year by year, 
the business is charged with very unequal sums each year in respect 
of these services. 

(7) Charging one Sum to cover Repairs, Renewals, 

and Depreciation 

Nature and Use. As the name implies, this method is one in 
which a single amount is debited to Revenue annually for Repairs, 
Renewals, and Depreciation. The working of the method is shown 
in the illustration shown on page 144. 

It will be noticed that the additions are debited to Plant Account, 
and that the Repairs and Renewals are debited to Depreciation 
Account. 

The balance of the Depreciation Account (which must always 
be a credit balance) shows the net amount set aside for deprecia¬ 
tion and renewals. If the account became a debit, it would be 
evidence that the provision had not been adequate. When this 
method is used, it is desirable that the assets be re-valued periodic¬ 
ally, and it may also be necessary after a term of years to vary 
the annual amount set aside. 

There is frequently difficulty in discriminating between “Re¬ 
pairs” and “Renewals”; and as the latter may safely be added to 
capital where adequate depreciation has been written off, there 
may be a temptation to do this when it is not justified. Method (7) 
obviates that difficulty. 

Depreciation of Loose Tools, etc. In engineering firms, where 
they make their own tools, the stocks of such at the commencement 
and the close of the financial period are entered in the Trading 
Account. The cost of making the tools is included in the Materials 
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and Wages Accounts; as these two items are both debited to 
Trading Account, any difference between the two stocks of tools 
is, therefore, a proper charge to the same Account. 

Dr. PLANT Cr. 


1937 


£ 




Dec. 31 

To Cash 

10,000 




1938 






Dec. 31 

,, Additions 

1,000 






11,000 




1939 






Dec. 31 


2,000 






£13,000 




Dr. 


DEPRECIATION 

Cr. 

1938 


£ 

1938 


£ 

Dec. 31 

To Repairs and 


Dec. 31 

By P. and L. A/c 



Renewals 

50 


3% on £10,000 . 

500 

M 31 

,, Balance . 

450 






£500 



£500 

1939 



1938 



Dec. 31 

To Repairs and 


Dec. 31 

By Balance . 

450 


Renewals 

100 

1939 



„ 31 

,, Balance . 

900 

Dec. 31 

„ P. and L. A/c 






5% on £11,000 

550 



£1,000 



£1,000 

1940 



1939 



Dec. 31 

To Repairs and 


Dec. 31 

By Balance . 

900 


Renewals 

300 

1940 

,, P. and L. A/c 


„ 31 

„ Balance . 

1,250 

Dec. 31 

5% on £13,000 

650 



£1,550 



£1,550 




1940 






Dec. 31 

By Balance . 

£1,250 


Rates of Depreciation generally Adopted. The following are 
the rates of depreciation generally adopted, though it is quite possible 
that special circumstances may make them higher or lower— 

Freehold Land and Buildings , 1 %-3% p.a. 

Leasehold Land and Buildings , written off over the period of the lease. 
"Plant and Machinery , 5%-25% p.a. 
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Carts, Vans, Motor Lorries, etc., 10%—25% p.a. 

Patents (life 16 years), T V of original cost each year. There is, 
sometimes, as with Trade Marks, a residual value in the form ol 
Goodwill caused by the trade these things have created. 

Furniture, Fixtures, and Fittings, 2i%-7i% p.a. 

Blast Furnaces, Gas Retorts, and Chemical Plant (subject to rapid 
depreciation and constant repair with little or no break-up value), 
the original cost divided by the number ol years’ life. 

Engines (movable), 10%; (fixed), l\°/ 0 p.a. 

Boilers (high pressure), 15%; (low pressure), 10% p.a. 

Driving Gear, 5%-71 % p.a. 

Rolling Stock — 

Locomotives, 10% p.a. 

Wagons (life about 15 years), l\°/ 0 p.a. 

Ships (life about 20 years), 5% p.a. 

Casks (in breweries, distilleries, oil refineries), 10%-20% p.a., 
or re-valued yearly. 

The above rates, except where otherwise stated, are lor depre¬ 
ciation on diminishing balances, normal conditions and hours ol 
working being assumed. 

QUESTIONS 

1. What methods are there in vogue with reference to the depreciation of 
“additions” to an asset? Give examples to illustrate your answer. 

2. Explain briefly the nature and use of the ‘‘annuity system” of depreciation. 
What disadvantage attaches to it? 

3. What is meant by “Depreciation Tables”? Explain briefly their construc¬ 
tion and use. 

4. Explain briefly the nature and use of the “depreciation fund principle” of 
depreciation. What other terms are used for Depreciation Fund ? 

9 5. What object is sought by investing cash on account of a Depreciation Fund? 

,1s profit ever invested? 

6. State briefly the procedure, at the end of the period, in connexion with a 
Depreciation Fund Investment. 

7. In what different ways can provision be made for depreciation of a Lease? 
Give examples. 

^ 8. How is the loss of interest on investments, by reason of income tax, adjusted 
• in Depreciation Funds and Sinking Funds? 

9. Explain briefly the nature and use of the “insurance policy system” of 
depreciation. 

^ 10. State briefly the entries required in the books under the “insurance policy 
, method” of depreciation— 

(a) When a Policy Account is opened. 

( b) When a Policy Account is not opened. 

State also in each case the procedure when the insurance policy matures. 


SINKING FUNDS 

Definition. A Sinking Fund is either (1) a charge against profits 

in order to provide for the replacement ol a wasting asset such its 
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a Lease, Plant and Machinery, etc., or (2) an appropriation of profits 
to repay a liability such as a Loan or Debentures. In each case, 
however, there is a corresponding amount of cash invested, so that 
the Sinking Fund may be immediately available when required, 
namely, by realizing the investments. An example of a Sinking 
Fund to replace an asset has already been given under Depre¬ 
ciation; an example of a Sinking Fund to repay a liability is 
shown hereunder— 

Example. A sum of £6,000 is borrowed for a term of six years. 
It is resolved to provide for its repayment by means of a Sinking 
Fund, reckoning interest at 3 per cent per annum. Show the 
Ledger Accounts thereof over the whole period. 

Income Tax. As previously mentioned, the interest on the 
investments is received less tax at the current rate for unearned 
income. To provide for this loss, a similar amount is debited to the 
Appropriation Account and credited to the Loan Redemption Fund 
Account. The Ledger Account of the previous example would 
then appear as on page 148. 


Dr. LOAN REDEMPTION FUND INVESTMENT Cr. 


Year 

1 

2 


3 






To Cash . 

To Balance b/d 
,, Cash (Instal¬ 
ment plus 
Interest) . 


£ s. d. Year 
927 11 8 1 


927 11 8 


955 8 3 


£1,882 19 11 


To Balance b/d 
,, Cash . 


To Balance b/d 
,, Cash . 


To Balance b/d 
,, Cash . 


To Balance b/d 
„ Cash . 


1,882 19 11 
984 1 6 


£2,867 1 5 


2,867 1 5 

1,013 11 11 


3,880 13 4 


3,880 13 4 
1,044 - 1 


£4,924 13 5 


4,924 13 5 
1,075 6 7 


£ 6,000 - - 



£ s • d • 

By Balance c/d . 

927 11 8 

By Balance c/d . 

1,882 19 11 


£ 1,882 19 11 

By Balance c/d . 

2,867 1 5 


£2,867 1 5 

By Balance c/d . 

3,880 13 4 


£3,880 13 4 

By Balance c/d . 

4,924 13 5 


£4,924 13 5 

By Cash . 

6,000 - - 

4 

• 

£6,000 - - 
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Dr. LOAN Cr 


Year 

6 

i 

To Cash (re¬ 
paid) 

£ 5. d. 

6,000 - - 

Year 

1 

By Cash (bor¬ 
rowed) 

£ s. d. 

6,000 - - 

Dr. 

LOAN REDEMPTION FUND 

o 

Year 

1 

1 

1 To Balance c/d 

£ s. d. 
927 11 8 

Year 

1 

i 

By Appropriation 
A/c . 

i 

£ s. d. 

927 11 8 


2 

To Balance c/d 

1,882 19 

11 

2 

By Balance b/d . 

,, Cash (Inter¬ 

927 

11 

8 

* 





est) . 

27 

16 

7 






,, Appropriation 









A/c . 

927 

11 

8 


I- 

- 

£ 1,882 19 

11 



£1,882 

19 

11 

3 

To Balance c/d 

2,867 1 

5 

3 

By Balance b/d . 
,, Cash (Inter¬ 

1,882 

19 

11 






est! . 

56 

9 

10 






„ Appropriation 









A/c . 

927 

11 

8 



£2,S67 1 

5 



£2,867 

1 

5 

4 

To Balance c/d 

3,880 13 

4 

4 

By Balance b/d . 
,, Cash (Inter¬ 

2,867 

1 

5 






est) . 

86 

— 

3 






,, Appropriation 









A/c . 

927 

11 

8 



£3,880 13 

4 



£3,880 

13 

4 

5 

To Balance c/d 

4,924 13 

5 

5 

By Balance b/d . 
,, Cash (Inter¬ 

3,880 

13 

4 






est) . 

116 

8 

5 






,, Appropriation 









A/c . 

927 

11 

8 



£4,924 13 

5 



£4,924 

13 

»» 

6 

To Transfer to 



6 

By Balance b/d . 

4,924 

13 

0 


General 




,, Cash (Inter¬ 




Reserve 




est) . 

147 

14 

10 


A/c. 

6,000 - 

— 


,, Appropriation 









A/c . 

(Adjustment 

927 

11 

9 






of Id.) 






£6,000 - 

• — 



£6,000 









v 


6— (13.1405) 
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Difference between a Sinking Fund to replace a Wasting 
Asset, and a Sinking Fund to repay a Liability. The difference 
should be very carefully noted by the student. In the first case, the 
accumulated profits are transferred to the Asset Account in order 
to close the latter. In the second case, the accumulated profits 
remain unused (the liability being repaid, not with profits, but with 
cash on account ol these profits), and are transferred to Reserve 
Account. It shows very clearly that a Sinking Fund to replace a 
wasting asset is a charge against profits, and not an appropriation of 
profits, because the accumulations out of revenue are required, at 
the end ol the period, to extinguish the Asset Account. Instead, 
therefore, of the asset being depreciated year by year, as in ordinary 


Dr. 


LOAN REDEMPTION FUND 


Cr 


Year 

1 

2 


To Balance c/d 
To Balance c/d 


To Balance c/d 


To Balance c/d 


To Balance c/d 


C s. d. 

927 11 8 

1,882 19 11 


£1,882 19 11 


[ £2,867 1 5 

3,880 13 4 


To Transfer to General 
Reserve 


£3,880 13 4 


4,924 13 5 


£4,924 13 5 


6,000 - - 


£ 6,000 - - 


Year 

1 


2,867 15 1 3 


6 


By Appropriation A/c 

By Balance b/d 
,, C^ash (Interest less 
tax) 

,, Appropriation A/c 
(tax) . 

,, Appropriation A/c 


By Balance b/d 
,, Cash (Interest li 
ta^) 

Appropriation A/c 
(tax) . 

, Appropriation A/c 


> > 


By Balance b/d 
,, Cash (Interest less 
tax) 

,, Appropriation A/c 
(tax) 

,, Appropriation A/c 


By Balance b/d 
,, Cash (Interest less 
tax) 

,, Appropriation A/c 
(tax) 

,, Appropriation A/c 


By Balance b/d 
,, Cash (Interest less 
tax) 

,, Appropriation A/c 
(tax) . . 

,, Appropriation A/c 

(Adjustment of Id.) 


£ 

927 

s. 

11 

d. 

8 

927 

11 

8 

20 

17 

5 

6 

19 

2 

927 

11 

8 

£1,882 

19 

11 

. 1,882 

19 

11 

42 

7 

4 

14 

2 

6 

927 

11 

8 

£2,867 

1 

5 

2,867 

1 

5 

64 

10 

2 

21 

10 

1 

927 

11 

8 

£3,880 

13 

4 

3,880 

13 

4 

87 

6 

4 

29 

2 

1 

927 

11 

8 

£4,924 

f3 

5 

4,924 

13 

5 

110 

16 

1 

36 

18 

9 

927 

11 

9 

£6,000 

— 

— 


Note. The rate of tax has been taken as 5s. in the £ for convenience. 
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cases, it is depreciated in its entirety at the end of the peiiod. 
Hence, the Sinking Fund instalment, being equivalent to the 
annual depreciation, must be debited to the Projit and Loss Account , 
and not to the Appropriation Account. In the case, however, ol a 
Sinking Fund to repay a Liability, the accumulated prolits, as we 
have seen, remain unused at the end ol the period. I his shows that 
they are actual appropriations ol profit. Hence the Sinking fund 
instalment, in such cases, is debited to the Appropriation Account , 
and not to the Profit and Loss Account. 

RESERVES AND PROVISIONS 

For many years it has been difficult to form a fair appreciation 
of the financial position of a company from the information disclosed 
in the Profit and Loss Account and in the Balance Sheet. 

In particular the position is confused by the lact that the terms 
“reserves” and “provisions” were regarded as interchangeable. 

Recommendation Number 6 of the Accounting Principles stated 
by the Institute of Chartered Accountants in England and Wales 
clarifies the position as follows— 

“(1) The following distinction should be made between reserves 
which are free and those in the nature of provisions for specific 
requirements; the latter should preferably be described as 
1 provisions.’ 

“(a) The term ‘reserve’ should be used to denote amounts set 
aside out of profits and other surpluses which are not designed to 
meet any liability, contingency, commitment or diminution in 
value of assets known to exist as at the date of the Balance Sheet. 

“( b ) The term ‘provision’ should be used to denote amounts set 
aside out of profits or other surpluses to meet— 

“(1) specific requirements the amounts whereof can be 
estimated closely; and 

“(2) specific commitments, known contingencies and diminu¬ 
tions in values of assets existing as at the date of the Balance 
Sheet where the amounts involved cannot be determined with 
substantial accuracy.” 

It must be understood that estimated sums set aside to meet 
liabilities of the nature of accrued charges, e.g. telephone, rates, 
printing and stationery or trade creditors, are not provisions. 

A provision is made to provide for such costs as wear and tear of 
plant and machinery. 

A reserve on the other hand is not a charge against profits but 
an appropriation of profits normally available for distribution to 
the owner(s) of the business. It is possible to distribute such profit 
at a later date provided it has not been classified as a “capital 
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reserve 5 ' in the case of a company operating under the Companies 
Act, 1948, in which case distribution could not take place through 
the Profit and Loss Account. 

At first sight it is difficult for students to realize the signification 
of the items “ provision ” and “ reserve.” 

Some thought will clarify the issue if made with practical examples 
as follows— 

Suppose there is a charge which is difficult to determine, e.g. 
depreciation, and no estimated charge is made in the Profit and 
Loss Account. 'Phis would result in higher profits being stated and 
consequently possibly greater distribution of income. To prevent 
such a result a provision is made by debiting Depreciation Account 
and crediting “provision for depreciation,” thus reducing profits 
by the amount of the determined depreciation figure. 

Supposing on the other hand a reasonable estimation has been 
made of the profit. It is decided that it is inadvisable to spend all 
the profit by distribution to the owners of the business but rather to 
save some for a possible trade depression or even to strengthen the 
general financial stability of the business. A debit would be made 
in the Profit and Loss Appropriation Account and a credit to 
General Reserve Account. At a later date such a sum may be 
distributed to the owners. 

On the other hand assume a person borrows cash in order to 
commence a business, agreeing to repay the cash out of profits. 
He will be unable to spend all his profits and at the same time 
repay the loan out of profits. Effectively the same is true of a limited 
company, so appropriations for reserves of this nature may be for 
the repayment of capital sums and may be called capital reserves 
and are not free for distribution or spending. 

Example. A Repairs and Renewals Provision is created by charg¬ 
ing Revenue each year with a fixed amount of £150. The repairs 
and renewals for the ensuing four years are: (1) £136; (2) £108; 
(3) £189; (4) £117. Show the Journal, Ledger, and Balance Sheet 
entries relating to the above. 



JOURNAL 

Dr. 

Cr. 

Year 

1 

Profit and Loss A/c ..... 

To Repairs and Renewals Provision A/c 

£ 

150 

£ 

150 

2 

Repairs and Renewals Provision A/c 

To Repairs A/c ..... 

136 

136 


Profit and Loss A/c ..... 

To Repairs and Renewals Provision A/c 

150 

150 

3 

Repairs and Renewals Provision A/c 

To Repairs A/c ..... 

1 

108 

108 
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J-- * v ‘ ‘ / 

Profit and Loss A/c 

To Repairs and Renew als Provision A/c 

XV/ . 

150 

v.// • 

150 

4 

Repairs and Renewals Provision A/c 

To Repairs A/c ..... 

189 

189 


Profit and Loss A/c ..... 

To Repairs and Renewals Provision A/c 

150 

150 

5 

Repairs and Renewals Provision A/c 

To Repairs A/c .... 

117 

117 


Profit and Loss A/c 

To Repairs and Renewals Provision A/c 

Ol 

o 

150 


Dr. 


REPAIRS 


Year : 

To Cash 

£ 

Year 


£ 

136 

2 

136 

2 

By Repairs and Renew¬ 
als Provision A/c . 

3 

To Cash 

108 

3 

By Repairs and Renew¬ 
als Provision A/c . 

108 

4 

To Cash 

189 

4 

By Repairs and Renew¬ 
als Provision A/c . 

189 

5 

To Cash . . . i 

117 

5 

By Repairs and Renew¬ 


— 

— 

1 


als Provision A c . 

117 


Dr 


REPAIRS AND RENEWALS PROVISION 


Cr. 


Year 


£ 

Year 


1 

To Balance c/d . 

150 

1 

By Profit and Loss A/c . | 

2 

To Repairs A/c . 

136 

2 

By Balance b/d . 


„ Balance c/d . 

164 


„ Profit and Loss A/c . 



£300 



3 

To Repairs A/c . 

108 

3 

1 & 

By Balance b/d . 


„ Balance c/d . 

206 


,, Profit and Loss A/c . 



£314 



4 

To Repairs A/c . 

189 

4 

• 

By Balance b/d 


„ Balance c/d . 

167 


,, Profit and Loss A/c 



£356 



5 

To Repairs A/c . 

117 

5 

I 

By Balance b/d 


» balance c/d . 

200 


,, Profit and Loss A/c . 



£317 



— 



6 

By Balance b/d . 


£ 


150 

150 


£300 


164 

150 


£314 


206 

150 


1 £356 


167 

150 


£317 


200 
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BALANCE SHEET (at End of Year) 


t - 

Year Liabilities 

1 Repairs and Renewals Provision A/c 


£ 

150 

- Repairs and Renewals Provision A/c 


164 

3 Repairs and Renewals Provision A/c 


206 

4 Repairs and Renewals Provision A/c 


167 

5 Repairs and Renewals Provision A c . .1 

__ i 


200 


Note. If, owing to excessive expenditure in any year, the balance of the Repairs 
and Renewals Provision Account is placed temporarily in debit, such balance 
would still be carried to the Balance Sheet, to be recouped in subsequent years. 
I his would, however, be a clear indication that an insufficient amount had been 
provided in the past. 


PROVISION AND RESERVE FUNDS 

It is now recommended that where the term Fund is used the 
amount should be represented by an investment which is distinct 
from the ordinary cash resources of the business. 


MARINE INSURANCE FUND 

Object. I he object o 1 a Marine Insurance Fund is to enable 
large steamship companies to insure their own vessels, instead of 
paying premiums to outside insurance companies. Part of a ship 
or ships, or part of a fleet, is usually insured first, the remainder 
being insured with Lloyd’s or other offices. This is done in order 
to prevent a heavy loss falling on the Fund while small, and possibly 
extinguishing it. As the Fund grows, the internal insurance 
operations are extended. 

Method of Procedure. A certain amount of profit is appro¬ 
priated year by year and credited to a Marine Insurance Fund, 
which is separately invested and allowed to accumulate, the 
interest received on such investments being also invested. The 
proportion applicable to each ship, an amount at least equal to the 
outside insurance premium, is debited to the voyage account and 
credited to the fund. The fund is also debited with all losses, average 
claims, salvage claims, reinsurances, expenses of administration, and 
losses (if any) on sale of the investments; it is credited with refunds, 
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salvages, and interest accrued on the investments. The credit 
balance of the fund figures year by year on the liabilities side of 
the Balance Sheet, and the investments on the assets side. 

Division of Profits. When the fund, after a proper valuation 
is in excess of contingencies, the surplus is considered to be profit 
divisible like other profits. 


SECRET RESERVES 

A Secret Reserve is a surplus, the existence of which is not 
shown on the Balance Sheet. 

How Secret Reserves are Made. Secret Reserves are made in 


various ways— 

1. By excessive depreciation of assets, such as writing down 
premises, investments, etc., below their proper value. 

2. By undervaluation or omission of assets. Assets may be 
shown at cost though they have greatly appreciated. Stock-in-trade 
may be valued much below its actual price. Some companies omit 
their goodwill, though it may be of enormous value. The Bank of 
England omits from its Balance Sheet the value of its premises. 

3. By creating unnecessary or excessive Reserves for Bad Debts, 
Discounts, etc., or for fictitious liabilities. 

4. By charging capital expenditure to revenue, as, for instance, 
debiting Additions to Buildings to the Profit and Loss Account 
instead of to the Buildings Account. On the Balance Sheet the 


Buildings would thus appear at less than their proper value. 

Advantages of Secret Reserves. The advantages claimed 


for them are— 


1. They promote financial stability. Extraordinary losses can 
be met out of such “undisclosed” or “hidden surpluses” instead 
of out of Revenue, thus preventing the dividend being reduced and 
public confidence shaken. Banks and insurance companies often 
have recourse to such methods. 


2. They enable a normal rate of dividend to be maintained— 
not only for the above reason (1), but also because they enable 
unduly fluctuating profits to be controlled, and steady, progressive 
results to be shown. 

3. They advance the interests of the undertaking. By means 
of secret or “inner” reserves, huge profits can be concealed 
from business rivals, whereas the publication of such profits 
would stimulate competition, and perhaps injure the company’s 
trade. 


Disadvantages of Secret Reserves. The objections raised 
against the practice of creating secret reserves are— 

1. The shareholders have not a full knowledge of the company’s 
affairs, inasmuch as the published accounts are inaccurate and 
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misleading. The Trading and Profit and Loss Accounts do not 
show the true profits. 1 he Balance Sheet is not a correct representa¬ 
tion of the state of affairs, because some of the liabilities may be 
overstated, while some of the assets may be undervalued and 
even omitted altogether. 

2. Secret Reserves are dangerous resources. They may be 
utilized to meet exceptional losses sustained through deprecia¬ 
tion of investments, etc.; they can, with equal' facility, be 

used to conceal losses arising from bad management or reckless 
speculation. 

S. Concealment ol lacts and manipulation of figures are bad in 
principle; and while they may, sometimes, serve the company’s 
interests, they may also be, and frequently are by unscrupulous 
diiectors, used to the company’s detriment. Suspicions may be 
aroused which will weaken or destroy confidence in the manage¬ 
ment much more quickly than a policy of straightforward dealing, 
even in adverse circumstances. 

Y\ hether or not a company is justified in creating secret reserves 
is a subject upon which much discussion has taken place. There 
is no doubt that in the case of banks and similar institutions, where 
the implicit confidence of the public is vital, the creation of secret 
reserves is to be recommended, as they are undoubtedly a source 
of strength to the business, and they enable these institutions to 
pass through periods of crisis and severe depression without the 
possibility of confidence being impaired in the slightest degree. The 
case of those concerns to whom implicit public confidence is not 
vital is rather different, and there is not the same need for secret 
reserves. The practice of creating such reserves is favoured by 
some accountants and condemned by others. It would be unwise 
to dogmatize on the subject, as the position of each individual 
company must be considered, and it would have to be left to those 
who control the financial affairs of a business, as to whether or not 
secret reserves should be created. 

The practice of creating secret reserves must be reviewed in 
cases where limited liability companies are controlled under the 
Companies Act, 1948. 

The Companies Act, 1948, 8th Schedule, para. 27 (2), introduces 
a check on the creation of undisclosed reserves, although certain 
types of secret reserve may exist in many companies operating 
under the Act. Reference should also be made to the well-known 
case of R. v. Lord Kylsanl and Morland , 1931, better known as the 
Royal Mail Steam Packet Company case. 
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QUESTIONS 

1. Explain briefly the nature and use of the “revaluation process” ol deprecia¬ 
tion. What disadvantages attach to it ? 

2. State briefly the rates generally adopted in the case of some ol the more 
general assets. 

3. W'hat is a Sinking Fund? Must there be an investment of cash in connexion 
therewith? 

4. State briefly the difference between a sinking fund to replace a wasting 
asset, and a sinking fund to repay a liability. 

5. What is a Reserve? Name some of the more usual ones. 

6. Explain the purpose and modus operandi of a Repairs and Renewals Reserve. 
Discriminate between “repairs,” “renewals,” and “replacements. 

7. W’hat is a Reserve Fund? Must it be separately invested? How does it 
differ from a Reserve Account? W hat is a Marine Insurance l und? 

8. Differentiate between a Reserve, a Reserve Account, a Reserve Fund, and 
a Sinking Fund. Explain the terms “surplus,” “margin,” “rest.” 

9. W'hat is a Provision ? 


EXERCISE V 

1. A Lease is purchased for a term of four years by payment of a sum of £440. 
Show how the Lease Account would appear in the books during this period, 
depreciation being written off by equal annual instalments. 

2. Machinery is bought for £3,000. Its life is estimated to be six years, and its 
break-up value at the end of this period £534. Show the Machinery and Depre¬ 
ciation Accounts for the six years, writing off depreciation at a fixed rate per cent 

* on the diminishing or reducing value of the asset. 

9 

3. Machinery is purchased for a sum of £3,000. Additions are made in June 
of the second year to the amount of £250, and in March of the third year to the 
extent of £320. Show by means of Ledger Accounts the various methods of 
dealing with these additions when writing off the annual depreciation, the rate 
of which is 10 per cent on the balance of the Plant and Machinery Account. 

4. A Lease is purchased for a term of seven years by payment of £2,000. 
It is proposed to depreciate the Lease by the annuity method, charging 5 per 
cent interest. Show the Ledger Account of the asset during this period. 

v 5. £2,000 is paid for a Lease for a term of seven years. It is desired to write 
this amount off by means of the depreciation fund method, it being necessary 
to raise a similar amount, at 5 per cent compound interest, in order to replace the 
Lease at the end of the period. Show the Ledger Accounts dealing with this matter. 

6. A firm buys Plant and Machinery for £5,000. Its life is estimated at ten 
years. The firm decides to take out an insurance policy in order to provide for 
renewal. W'hat entries will be necessary in the books? 

7. A firm possesses Investments valued at the commencement of the year at 
£10,586. At the end of the year the Investments are re-valued at market price, 
and they are then found to be worth £8,972. How (if at all) would you deal 
with the matter in the firm’s books and Balance Sheet? Supposing they had been 
valued at £11,000, how would you deal with the matter? 

8. An engineering firm has Loose Tools valued at the commencement of the 
year at £1,026 15s. lid. At the end of the year, stock is taken and the Loose Tools 
are found to amount to £1,207 11s. 4d. How would you deal with this matter 
in the firm’s books? Supposing they had been valued at £987 10s. 5d. how 
would you deal with the matter? 
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9. A Repairs and Renewals Provision is created by charging Revenue each 
year with a fixed sum of £200. The repairs and renewals for the ensuing four 
years are: (1) £159 17s. 9d.; (2) £125 14s. 6d.; (3) £269 15s. 3d.; (4) £225 

16s. lid. Show the Journal, Ledger, and Balance Sheet entries relating to the 
above. 

10. When calculating the annual Sinking Fund to replace the cost of a Lease 

or other terminable benefit, why should Compound Interest be taken into account, 
t err ly making the amounts carried to the Fund in the earlier years comparatively 
small and in the later years comparatively large, instead of setting aside equal 
annual sums ? (Chartered Accountant 2 ) 

11. On the 1st January the M N Co., Ltd., purchased the Lease of certain 
premises for £1,000. The Directors decided to form a Sinking Fund to accu- 
mulate this amount at the end of the Lease, which had five years to run, the rate 
o intin st being taken at 3° 0 . I he requisite sum is to be transferred annually 
lrorn 1 rofit and Loss Account, and a corresponding amount invested in securities 
producing the required rate of interest. According to the Tables, £0-1884 per 
annum amounts to £1 in five years at 3%. Write up the Sinking Fund Account, 
the oinking fund Investment Account, and the Interest Account for the first 
three years. \ ou may show your calculations in decimals. 

(Chartered Accountants.) 

1-. What is a Secret Reserve”? Give two examples showing how a bank, 
or other ‘financial house,” could create a “Secret Reserve.” 

(R.S.A.) 

13. The Directors of the Old lime Spinning Company decide to replace 
entirely their Plant, which is now out of date. Having advertised for tenders for 
the new machinery they require, they accept that sent.in by Messrs. A B & Co., 
amounting to £8,850. 

7 lie old Machinery and Plant Account stood in the books of the Company 
a * £5,400. I here was also a Depreciation Fund in the books, the accumulated 
credit balance ol which amounted to £1,050. Some of the materials composing 
the old machinery were found to be in good condition, and Messrs. A B & Co. 
agreed to take over shafting, etc., valued at £550, for use again; whilst the 
remainder was put up to auction and realized £1,200 (net). 

Make the entries necessary to record these transactions in the books of the 
Old rime Spinning Company, and state how you would deal with the balance of 
the old “Machinery and Plant Account.” ( London Chamber of Commerce.) 

14. A company having a Lease standing in their books at £5,000, decide 
to provide for depreciation by taking out a policy for leasehold redemption. 
How would you deal with the annual premiums in the books; and how would 
you adjust the accounts when the Lease expires and the policy matures? 

(R.S.A.) 

15. On 1st January, 1944, a Manufacturer buys Plant £2,000; on 1st July, 
1945, he buys new Plant £400, and on 31st Dec. he sells for £160 Plant costing 
1st Jan., 1944, £300. On 1st April, 1946, he buys new Plant £280, and on 
1st Oct., 1947, sells for £70 Plant costing 1st July, 1945, £120. His plant is 
depreciated in the books annually at 31st Dec. at the rate of 5 per cent per 
annum on the original cost. At 31st Dec., 1948, he wishes to alter this method, 
for the whole period, to 1\ per cent per annum on the diminishing value. Prepare 
Machinery and Depreciation Accounts showing the result of both methods. 

16. State the different ways in which annual provision can be made to meet 
the depreciation of leasehold property. Which do you prefer? Give your reasons. 

(Chartered Accountants.) 
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17. A Trading Company takes out a Capital Redemption Policy with an 
Insurance Company to provide tor a wasting Asset, paying £80 per annum 
premium. The premium is to be provided out of revenue. Give examples showing 
the entries to be made in the books of the Trading Company (1) annually, and 
(2) upon payment of the Capital sum by the Insurance Company. 

(Chartered Accountants.) 

18. On 31st December the City Trading Co., Ltd., had a Debenture Reserve 
Fund of £50,000, represented by investments amounting to £59,000 2 k per cent 
Consols. The Company also had a balance in the Bank on Current account at 
30th June following of £6,000. The Debentures, amounting to £50,000, were 
paid off on 30th June. To provide for this the Consols were realized at 83 net, 
and the proceeds paid into the Bank on 30th June. Record the above transactions 

in the books of the Company, and show the Ledger Accounts affected. 

(Chartered Accountants.) 

19. A Company insured for its own benefit the life of the managing director 
for £10,000, at an annual premium of £250. How would you expect the outlay 

to be dealt with in the accounts submitted to you for audit ? 

(Chartered Accountants.) 

20. The Turbine Steamer Co., Ltd., owns a Fleet of fourteen steamers trading 
to the Eastern Seas. These boats are at present insured in the ordinary way at 
Lloyd’s, but the Company desires to effect its own insurance for the future. 
Explain briefly what steps should be taken to inaugurate an internal Marine 
Insurance Fund, and state what entries would appear in the books and annual 
accounts of the Company when the fund was in operation. 

(R.S.A.) 

21. You, as Secretary of the National Industries Co., Ltd., receive from 
Mr. T. Head, a shareholder in the company, the following letter—“I have 
received from the National Industries Co., Ltd., a copy of its Balance Sheet 
of 31st December last. There is one point on which I am not quite clear, and 
that is the meaning of ‘Reserve Fund, £50,000’ on the Liabilities side of the 
Balance Sheet. It seems to me to be on the wrong side, for I cannot see how a 
Fund can be a liability. I shall be much obliged if you will explain the matter 
and tell me where the ‘Fund’ is, and why it is not invested in outside securities.” 

Write an answer to this letter. The Reserve Fund in question has been 
accumulated out of trading profits. What would you substitute for the words 
“Reserve Fund” so as to avoid the above misunderstanding? 

(Chartered Accountants.) 

22. Sometimes, provision is made for depreciation of plant by writing off 

a fixed proportion of the original cost in each year, and sometimes by writing 
off in each year a fixed percentage of the balance of the account as it stood at 
the commencement of that year. Supposing that it is desired to write machinery 
which cost £1,000 down to (say) £600 at the end of the fifth year, state the 
amount that would be charged against each year’s profits under each of these 
two systems. ( Chartered Institute of Secretaries.) 

23. State briefly the facts that would guide you in arriving at the proper 

amount of depreciation to provide for upon the Machinery and Plant used in a 
manufacturing business; and set out the entries you would pass through the books 
to give effect to the decision arrived at. (. London Chamber of Commerce.) 

24. James Jowit & Co., printers, purchased three monotype machines on 
1st January, at a cost of £1,000 each. The firm’s engineer reports that, with 
care and proper repairs, the machines will remain efficient for ten years. At 
the end of that period, the machines will be sold. The current market price of 
machines of this type after ten years’ use is about £100 each. 
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You are asked, as book-keeper to the firm, to advise as to how the depreciation 
on the above machines should be treated in the books of the firm. Submit 
alternative methods for the consideration of the partners, and state which you 
prefer, and why. ( London Chamber of Commerce.) 

25. Give definitions of, and differentiate, the following well-known terms: 
W R cscrve; (b) Reserve Fund; and (c) Sinking Fund. In the case of a Limited 
Company, what would guide you in deciding as to whether an amount was a 
Reserve, or Reserve Fund? 

26. In what way, in a well-conducted Company business, are Leasehold 
Properties, Patent Rights, and Fixed Plant and Machinery, dealt with in the 
Company’s books? Under what circumstances, and to what extent, ought a 
Company, registered under the Companies Acts, to provide a Reserve Fund? 

(London Chamber of Commerce.) 

27. How would you treat, in a Manufacturer’s Books, works held under a 

Lease of which twenty years remained unexpired, the consideration for which 
stood in the Ledger at £3,500; and how would you treat Patent Rights expiring 
in ten years, the consideration for which stood in the same Trader s Ledger 
at £850 ? (London Chamber of Commerce.) 

28. In preparing the Profit and Loss Account of a manufacturing firm, what 
different methods are there of providing for the waste of an asset owing ( a) to 
wear and tear, as in the case of machinery; or ( b) effluxion of time, as in the 
case of a building erected upon leasehold land? 

What method do you favour for providing for such waste, and why? State 
briefly what entries would be required to carry your suggestions into effect. 

(London Chamber of Commerce.) 

29. The following balances composed the Balance Sheet of John Brown, 
Limited: Cash £6,000, Bills Receivable £1,200, Sundry Debtors £2,500, Stock 
£5,000, Capital, £10,000, Bills Payable £800, .Sundry Creditors £1,400, Divisible 
Profit £2,500. 

It was resolved to start a Reserve Fund with such an amount of the Balance 
of Profit as would, when invested, purchase £1,500 Consols at 85 (charges 
neglected). 

You are requested to give the necessary Journal entries to effect this; then 
set out Ledger Accounts for Investments, Reserve Fund, and Profit and Loss; 
also draw up a new Balance Sheet showing these changes. 

30. Describe a Municipal Corporation’s Sinking Fund— 

(a) As to method of contributions to same. 

(b) As to interest received on instalments invested. 


(U.L.C.I.) 
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BILLS OF EXCHANGE, PROMISSORY NOTES, 

CHEQUES 

Definition. By the Bills of Exchange Act, 1882, a bill of exchange 
is defined as— 

An unconditional order in writing, addressed by one person to another, signed 
by the person giving it, requiring the person to whom it is addressed to pay on 
demand or at a fixed or determinable future time a sum certain in money to or 
to the order of a specified person or to bearer. 

An instrument which does not comply with these conditions, 
or which orders any act to be done in addition to the payment of 
money, is not a bill of exchange. 

An order to pay out of a particular fund is not unconditional 
within the meaning of this section; but an unqualified order to pay, 
coupled with (a) an indication of a particular fund out of w lich 
the drawee is to reimburse himself or a particular account to be 
debited with the amount, or ( b ) a statement of the transaction 
which gives rise to the bill, is unconditional. 

Advantages of a Bill. The chief advantages of a bill are— 

1. It is legal evidence of debt, the creditor being able to sue on 
the bill itself. It also fixes the date of payment. 

2. It is a negotiable instrument, and can, therefore, be trans¬ 
ferred by the holder in settlement of his own debts, thus obviating 
the trouble and expense of transmitting coin, or drawing upon his 
bank balance. 

3. It can be cashed before the due date, in fact whenever desired, 
by being discounted with a banker or bill-broker. This constitutes 
a very great advantage to business concerns, which are frequently 
run on credit, and may need ready money. 

4. It gives the debtor time to sell the goods and obtain payment 
by the time he has to pay. 

Kinds of Bills. There are two kinds of bills, Inland and Foreign. 
An Inland Bill is a bill which is or on the face of it purports to be 
(a) both drawn and payable within the British Islands, or ( b ) drawn 
within the British Islands upon some person resident therein. For 
the purposes of the Act, the term British Islands includes the Isle 
of Man and the Channel Islands. Any other bill is a Foreign Bill. 

Trade Bill is a bill of exchange drawn in the ordinary course of 
business and for value received, in contradistinction to an Accom¬ 
modation Bill, i.e. one for which no value has been given. 

Form of Bill. No particular form of words is required by the 
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Act, and the following may be taken as a fair specimen of the usual 
business document— 


£250 due 20 April, 19. . 

w • 

London, 




rt ~ C 

n a 

17 Jan., 19.. 


3/- 

Stamp 

Three months 

Mr. M. BresslofT 

two hundred and 

received. 

Accepted payable 
the County Ban 
Limited, Kingsw 
Branch. 

M. Goodm 

after date pay to 
or order the sum of 
fifty pounds, value 

To Mr. M. Goodman. 

J. Rowell. 


They can be purchased in blank form but already stamped from 
any legal stationers or post office. 

Parties to a Bill. There are three parties to a bill— 

(a) Drawer, the person who is assumed to have written out the 
bill, i.e. the creditor to whom the money is owing. Compare this 
with a cheque which is always drawn by the debtor. 

(b) Drawee, the person on whom a bill is drawn, and who, after 
acceptance, is called the acceptor. The Bank is the drawee 
on a cheque. 

(c) Payee, the person to whom the money is payable. Some¬ 
times the drawer and payee are one and the same person, as when 
the drawer asks for the money to be paid to himself. In the 
example given, J. Rowell is the drawer, M. Goodman the drawee, 
M. Bressloff the payee. 

Immediate Parties are those in direct relationship with each 
other, e.g. drawer and drawee (or acceptor), drawer and payee, 
endorser and his next endorsee. 

Remote Parties are all those not in direct connexion with each 
other, e.g. last endorser and first endorser, an intermediate endorsee 
and the acceptor, an intermediate endorser and the drawer or payee. 

Draft and Acceptance. Before acceptance the bill is called a 
draft, which may, therefore, be defined as the unaccepted form of 
a bill of exchange. But after the drawee has written his signature 
across the face of it, it is termed an acceptance. It is called a bill 

at either stage. , 

Stamp Duty. The ad valorem stamp duty on inland bills oi 

exchange is as follows— 


Where the amount does not exceed 
Exceeding £10 but not exceeding 

£25 
£50 
£75 




ff 


ff 




ff 

ff 


£10 . 
£25 . 
£50 . 
£75 . 
£100 . 


2d. 

3d. 

6d. 

9d. 

Is. 


ff 


ff 
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When the amount exceeds £100, Is. for the first £100, and an 
additional Is. for every £100 or fraction of a £100. When bills are 
drawn payable on demand (which include those payable on pre¬ 
sentation or at sight) or within three days after date or sight, no 
matter what the amount, the stamp duty is only 2d.: and a 2d. 
adhesive stamp may be used, provided the stamp is affixed at the 
time of issuing the bill and is properly cancelled by the drawer. 
In all other cases bills must be wiitten on paper bearing an impressed 
stamp of the proper value. Any person dealing with a bill of 
exchange improperly stamped renders himself liable to a penalty 
of £10 under the Stamp Act, 1891. 

If a bill is payable with interest , the stamp duty covers the interest 
unless the amount of it is mentioned in the bill, or the rate per cent 
is stated so that it can be calculated. 

Legal Liability of Parties to a Bill. 1 he liability ol the parties 
to a bill arises in the following order— 

1. The acceptor. 

2. The drawer. 

3. The endorser (or endorsers). 

The “acceptor'’ is primarily liable on a bill to the drawer so 
long as the drawer retains it. On endorsement to a payee, the 
“drawer” then becomes liable on the bill as well as the acceptor. 
The subsequent endorsement over by a holder in due course, who 
becomes an “endorser,” thereby creates his liability on the bill. 
The “drawer” and “endorser” are liable to compensate the holder 
or any subsequent endorser provided the requisite proceedings on 
dishonour have been duly taken. 

Long Bills. These are bills that have a long currency or tenor, 
i.c. time to run before maturity, such as those drawn at two months 
after date and upwards. 

Short Bills. These are bills whose currency or tenor is for only 
a very short period, such as those payable on demand or within 
ten days. 

Option of Treating Bill of Exchange as a Promissory 
Note. Where in a bill drawer and drawee are the same person, or 
where the drawee is a fictitious person or a person not having 
capacity to contract, the holder may treat the instrument, at his 
option, either as a bill of exchange or as a promissory note. 

Sum Payable. The sum payable by a bill is a sum certain 
within the meaning of the Act, although it is required to be paid— 

(a) With interest. 

( b ) By stated instalments. 

M By stated instalments, with a provision that upon default 
m payment of any instalment the whole shall become due. 

Where the sum payable is expressed in words and also in figures, 
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and there is a discrepancy between the two, the sum denoted by 
the words is the amount payable as with a cheque. 

Where a bill is expressed to be payable with interest, unless the 
bill provides otherwise, such interest runs from the date of the bill, 
or, if the bill is undated, from the issue of it. 

Bill Payable on Demand. A bill is payable on demand— 

(a) Which is expressed to be payable on demand, or at sight, or 
on presentation; or 

(b) In which no time for payment is expressed. 

Wheie a bill is accepted or endorsed when it is overdue, it is 
deemed a bill payable on demand as regards any such acceptor 
or endorser. 

Bill Payable at a Future Time. A bill is payable at a deter¬ 
minable future time within the meaning of the Act which is 
expressed to be payable— 

1. At a fixed period after date or sight. 

2. On or at a fixed period alter the occurrence oi a specified 
event which is certain to happen, though die time of happening 
may be uncertain. 

An instrument expressed to be payable on a “contingency” is 
not valid as a bill. 

Date of Bill. A bill is not invalid by reason ol its not being 
dated, being ante-dated, post-dated, or dated on a Sunday. 

Where a bill expressed to be payable at a fixed period after date 
is issued undated; or where the acceptance of a bill payable at a 
fixed period alter sight is undated, any holder may insert therein 
the true date of issue or acceptance, and the bill is then payable 
accordingly. And should the holder in good faith and by mistake 
insert a wrong date, the bill is not avoided thereby, but is still 
payable as if the date so inserted had been the true date. The 
holder who fills in a date after acceptance should notify the acceptor, 
so that the latter may know the exact date of maturity. 

d/d. Means days after date. 

d/s. Means days after sight. 

m/d. Means months after date. 

Calculation of Time of Payment and Days of Grace. All 

bills except those payable on demand (which include those at sight 
or on presentation and those in which no time of payment is 
expressed) are subject to days of grace; that is, three extra days 
must be allowed for payment beyond the date mentioned in the 
bill. These three days used to be customary, but the law has now 
made them compulsory; and the bill is due and payable on the 
last day of grace. No right of action accrues until after the last 
day of grace. 

When the last day of grace lalls on a Sunday, Christmas Day, 
Good Friday, or a day appointed by Royal Proclamation as a public 



BILLS OF EXCHANGE, PROMISSORY NOTES, CHEQUES 


163 


fast.or thanksgiving day, the bill is due and payable on the preceding 
business day. When the last day of grace is a bank holiday under 
the Bank Holidays Act. 1871, and other Acts, or when the last day 
of grace is a Sunday and the second day of grace is a bank holiday, 
the bill is due and payable on the succeeding business day. If days 
of grace are not to be allowed, this fact must be specially noted 
on the bill by inserting the phrase “without days of grace,” or by 
adding the word “fixed” after the time stated, as “on the 4th 
June fixed.” 

Where a bill is payable at a fixed period alter date, after sight, 
or after the happening of a specified event, the time of payment is 
determined by excluding the day from which the time is to begin 
to run and by including the day of payment. In the case of leap 
year, one more day must be allowed to the month of February. 

Where a bill is payable at a fixed period after sight, the time 
begins to run from the date of the acceptance if the bill is accepted, 
and from the date of noting or protest if the bill be noted or 
protested for non-acceptance or lor non-delivery. 

The term “month” in a bill means calendar month. Thus, 
bills drawn on 28th Dec., 29th Dec., 30th Dec., 31st Dec. at two 
months would all mature on the same date, nominally on 28th Feb., 
but legally on 3rd March (allowing lor days of grace). 


QUESTIONS 

1. What is the legal definition of a bill of exchange? 

2. How many kinds of bills are there? Distinguish them. 

3. How many parties are there to a bill? Explain them, and distinguish 
between immediate and remote parties. 

rfitAt? 1 ° 1 f J Londo, 1 , \ draws, on 1st April, a bill on C D of Liverpool for 
1 ld -> P a Y ab le 3 m/d. C D accepts, and makes the bill payable at the 
Koyal Bank, Liverpool Write out the bill, mark the stamp duty, and show 
U U s acceptance. 

5. State briefly some of the advantages of bills of exchange. 

6. Distinguish between ( a ) trade bill and accommodation bill; (b) draft and 
acceptance; (c) drawee and acceptor; (d) long bills and short bills. 

'• What are days of grace? Are all bills subject to days of grace? How can 
days of grace be avoided ? can 

3. Write down the stamp duty and due dates of the following bills— 

(fl) £4 drawn 31st jan. @ 1 m/d. 
lb) £100 drawn 15th J an. on demand. 
f) £200 drawn 16th Jan. @ 3 d/s. 

d) £8 16s. 8d. drawn 28th Feb. @ 1 m/d. 

e) £39 19s. 1 Id. drawn 31st March @ 3 m/d. 

(/) £62 19s. 6d. drawn 31st Dec. @ 2 m/d. 

( S ) £64 2s. 9d. drawn 31st Aug. @ 1 m/d. 

® £29j) drawn 29th Feb. @ 1 m/d, with interest at 5 per cent 
,(.} £299 drawn 29,h Feb. @ 1 m/d, with £5 interest. P 

gra/e}-’ Cr S duC ° n the followin S days (including days of 

(a) New Year’s Day; ( b ) Good Friday; U) Easter Sundav U\ P, . 
Monday; ( e ) Whit-Monday; (/) August Bank Holidav (j 'aster 
special Saturday Bank Hol^yf (*) ^ * 
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When are the bills actually payable in each case? 

10. When is a bill payable— 

(a) On demand; 

(b) At a fixed or determinable future time? 

Case of Need. The drawer of a bill, and any indorser, may insert 
in the bill the name of a person to whom the holder may resort in 
case of need, that is, in case the bill is dishonoured by non-accept¬ 
ance or non-payment. Such person is called the referee in case 
of need. It is in the option of the holder to resort to the referee in 
case of need or not as he may think fit. 

Acceptance. The acceptance of a bill is the signification by the 
drawee of his assent to the order of the drawer. This acceptance 
is effected by the drawee writing his signature across the face of 
the bill, though it is apparently quite legal if written on the back 
of it. The word “accepted” is generally prefixed, but it is not 
legally necessary. 

Domicile. When the drawee on accepting a bill marks on it the 
place of payment, this is called the domicile of the bill. If no place 
is mentioned, the bill is payable at the acceptor’s usual place of 
business. 

Kinds of Acceptance. An acceptance may be either (a) general 
or ( b) qualified. 

A general acceptance assents without qualification to the order 
of the drawer. A qualified acceptance in express terms varies 
the effect of the bill as drawn. In particular, an acceptance is 
qualified which is— 

(a) conditional, that is to say, which makes payment by the 
acceptor dependent on the fulfilment of a condition stated therein, 

( b) partial, that is, an acceptance to pay part only of the amount 

for which the bill is drawn; 

(c) local, that is, an acceptance to pay only at a particular speci¬ 
fied place. An acceptance to pay at a particular place is a genera 
acceptance, unless it expressly states that the bill is to be pai 

there only and not elsewhere; . 

(d ) qualified as to time, as when a bill for two months is 

accepted for four; 

(e) the acceptance of one or more of the drawees, bu 

not of all. 

The holder of a bill may refuse to take a qualified acceptance, 
and if he does not obtain an unqualified acceptance he may treat 

the bill as dishonoured by non-acceptance. 

Note. An acceptance on behalf of a firm or a limited company 
or in any fiduciary capacity should contain the name of the rm 
or company and be accepted for them, otherwise it may 'eg a y 
be held to be merely the personal acceptance of the party or parties 
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signing; and this would render the latter personally liable on the 
bill. Thus acceptance should be— 

For and on behalf of A B Co., Ltd. 


And not— 


Director. 


Director of A B Co. Ltd. 


Presentment for Acceptance. The presentment must be made 
by or on behalf of the holder, to the drawee or to some person 
authorized to accept on his behall, at a reasonable hour on a business 
day and before the bill is overdue. 

Where a bill is addressed to two or more drawees, who are not 
partners, presentment must be made to them all, unless one has 
authority to accept for all, when presentment may be made to him 
only. Where the drawee is dead, presentment may be made to his 
personal representative. Where the drawee is bankrupt, present¬ 
ment may be made to him or to his trustee. Where authorized 
by agreement or usage, a presentment through the Post Office is 
sufficient. 

Presentment lor acceptance is excused, and the bill may be 
treated as dishonoured by non-acceptance— 

(a) Where the drawee is dead or bankrupt, or is a fictitious per¬ 
son, or a person not having capacity to contract by bill; 

( b ) Where after the exercise of reasonable diligence presentment 
cannot be effected. 

The fact that the holder has reason to believe that the bill, on 
presentment, will be dishonoured does not excuse presentment. 

Dishonour by Non-acceptance. When a b : ll is duly presented 
for acceptance and is not accepted within the customary time 
(usually twenty-four hours), it must be treated as dishonoured by 
non-acceptance, or else the holder will lose his right of recourse 
against the drawer and endorsers. 

A bill is dishonoured by non-acceptance— 

{a) When it is duly presented for acceptance, and such acceptance 
is refused or cannot be obtained; or 

(b) When presentment for acceptance is excused and the bill is 
not accepted. 

When a bill is dishonoured by non-acceptance, an immediate 
right of recourse against the drawer and endorsers accrues to the 
holder, and no presentment for payment is necessary. 

Recourse. This term denotes the right of a bona fide holder of a 
bill of exchange to require payment of it from some person other 
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than the acceptor, that is, from any ol the endorsers, or from 
the drawer. 

Delivery of Bill. A bill ol exchange, although complete in form, 
is, like a deed, of no efTect against the parties to it until it has been 
properly delivered. If, therefore, a bill of exchange gets into 
circulation through being stolen from the drawer, acceptor, or 
endorsers, they will not be liable upon it except to a holder in 
due course. 

Negotiable Instruments. Partly by custom (modern as well as 
ancient) and partly by statute law certain documents, including 
bills of exchange, have acquired negotiability. The characteristics 
ol negotiable instruments are— 

1. The property in them, and not merely the possession, passes 
by delivery. 

2. The holder in due course is not prejudiced by any delects 
ol title on the part of the transferor or any previous holder, even 
though such prior party may have stolen the bill. 

3. The holder can sue upon them in his own name. 

Generally speaking, il the holder’s title can be made good through 

theft then the document is a negotiable one; il not, then it is not 
negotiable. The following are examples ol negotiable instruments: 
coins ol the realm, bills ol exchange, bank notes, cheques, promissory 
notes, dividend warrants, share warrants, bearer debentures and 
scrip, and bonds of foreign and Colonial Governments. 

Negotiation of Bill. A bill being a negotiable instrument may 
be transferred from one person to another, who then acquires all 
the rights in it. A bill, negotiable in its origin, continues to be 
negotiable, i.e. may be re-issued, until it has been (a) restrictively 
endorsed or (b) discharged by payment or otherwise. Any holder 
may endorse over or transfer a bill unless the bill contains in the 
body thereof words prohibiting its transfer, or bears a restrictive 
endorsement. If a bill is payable to bearer, it is transferable simply 
by delivery; if payable to order, it is transferable by endorse¬ 
ment and delivery, that is, it requires the holder’s signature on 
the back of it before being passed on. In any case, it is always 
advisable to obtain the endorsement ol a transferor in order to 
make him liable as a party to the bill, which he would not be 
otherwise. 

Endorsement. The requisities ol a valid endorsement are that 
it must be written on the bill itself and be signed by the endorser. 
The simple signature of the endorser without additional words is 
sufficient. The endorsement is usually on the back ol the bill, 
though quite legal il on the front ol it. The number ol endorsements 
may be so numerous that the space on the back ol the bill is i nsl *“*7 
dent to contain all the signatures. In this case a slip of paper, called 
an allonge, may be pasted on to the bill to receive any further 
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endorsements. The first person to sign afterwards should write 
his signature partly on the bill and partly on the allonge, in order 
to prevent the two being separated; otherwise, the first signature 
on the allonge might be fraudulently attached to a bill of a larger 
amount. An endorsement written on an allonge, or on a “copy” 
ol a bill, is deemed to be written on the bill itself. 

Where, in a bill payable to order, the payee or endorsee is wrongly 
designated, or his name is misspelt, he should endorse the bill as 
therein described, adding, if he thinks fit , his proper signature. 

Kinds of Endorsements. An endorsement may be in blank or 
special. It may also contain terms making it restrictive. An 
endorsement in blank specifies no endorsee, and a bill so endorsed 
becomes payable to bearer. A special endorsement specifies the 
person to whom, or to whose order, the bill is to be payable, as 
“pay G D or order.” A restrictive endorsement prohibits the 
further negotiation of the bill, as “pay C D only,” or “pay C I) 
for the account of E,” or “pay C D or order for collection.” 
Where any person is under obligation to endorse a bill in a repre¬ 
sentative capacity, he may endorse the bill in such terms as to 
negative personal liability. The endorsement “sans recours” 
(without recourse) is thus often used by persons who have been 
acting as agents and not principals. A facultative endorsement 
is one in which an endorser has, as regards himself, waived some or 
all of the holder’s duties, such as presentment for payment, notice 
of dishonour, etc. Example— 

Pay C D or order, 

Notice of Dishonour waived. 

A B. 


An endorsement must not be partial or conditional; it must be 
for the whole bill; and if the endorsement is conditional the 
condition may be ignored by the payer. 

Circuity of Action or Negotiation Back. Where a bill is 

negotiated back to the drawer, or to a prior endorser, or to the 

acceptor, such party may re-issue and further negotiate the bill, but 

cannot enforce payment of the bill against any intervening party to 

whom he was previously liable. Thus, if Brown draws a bill and 

endorses it to Jones, Jones endorses to Roberts, Roberts to Green 

and finally Green endorses back to Brown before it is due Brown 

can re-issue and negotiate the bill but cannot enforce payment 

against Jones, Roberts, or Green. In like manner, if any other 

person becomes, for the second time, an endorser of the same bill 

a 1 mtervemng endorsers between his first and second endorsements 
are discharged from liability. 

Where a person signs a bill otherwise than as drawer or accentor 
he thereby incurs the liabilities of an endorser to a holder in due 
course. This is known as “backing” a bill. 
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Consideration. The words ‘Tor value received” are usually 
written in a bill, but are not legally necessary, as a bill is not invalid 
by reason that it does not specify the value given, or that any value 
has been given therefor. Moreover, every party whose signature 
appears on a bill is prima facie deemed to have become a party 
thereto for value. This assumption, however, may be rebutted by 
evidence to the contrary. Valuable consideration for a bill may be 
constituted by— 

(a) Any consideration sufficient to support a simple contract; 

( b ) An antecedent debt or liability, whether the bill is payable on 
demand or at a future time. 

If a bill which has been previously accepted for value received 
is ultimately handed to a person as a gift, the holder cannot recover 
the amount from his immediate transferor as no consideration has 
passed; he can, however, recover it from any of the other parties 
to the bill. If a bill be given for a wagering or gaming debt, the 
holder cannot sue the loser upon it as the consideration is illegal. 
But if the bill is transferred for value to a third person who 
is unaware of the gaming transaction, such third person can 
enforce payment. 

Presentment for Payment. Except in a few special instances, 
a bill must be duly presented for payment, otherwise the drawer 
and endorsers will be discharged from their liability. A bill payable 
on demand must be presented within a “reasonable” time. A bill 
not payable on demand must be presented on the due date at the 
place of payment or address of drawee or acceptor mentioned in 
the bill; or if this is not specified, at the drawee’s or acceptor’s 
place of business if known; and if not, at his ordinary residence if 
known; and if not, at his last known place of business or residence, 
or wherever he can be found. Where authorized by agreement 
or usage, a presentment through the Post Office is sufficient. 
Presentation for payment is not necessary in order to make an 
acceptor liable. 

Delay in presentment for payment is excused when the delay 
is caused by circumstances beyond the control of the holder of 
the bill. Presentment is excused where the drawee is a fictitious 
person, by express or implied waiver, and where, after the exercise 
of reasonable diligence, presentment cannot be effected. The fact 
that the holder has reason to believe that the bill will, on present¬ 
ment, be dishonoured, does not dispense with the necessity for 
presentment. 

Dishonour by Non-Payment. A bill is dishonoured by non¬ 
payment ( a ) when it is duly presented for payment and payment 
is refused or cannot be obtained, or ( b) when presentment is excused 
by th^ Act and the bill is overdue and unpaid. When a bill is 
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dishonoured by non-payment, an immediate right of recourse 
against the drawer and endorsers accrues to the holder. When a 
bill is dishonoured by non-acceptance or non-payment, notice of 
dishonour must be given to the drawer and each endorser, or they 
will be discharged from their obligations. The notice may be given 
in writing or by personal communication. The return of a dis¬ 
honoured bill to the drawer or an endorser is, in point of form, 
deemed a sufficient notice of dishonour. Notice must be given 
immediately after dishonour or within a reasonable time. Each 
party who receives notice ol dishonour is allowed reasonable time 
to give notice to antecedent parties to the bill. Where a notice 
of dishonour is duly addressed and posted, the sender is deemed 
to have given due notice of dishonour, notwithstanding any 
miscarriage by the Post Office. 

Noting and Protest of Bill. Where an inland bill has been 
dishonoured, it may, if the holder thinks fit, be noted for non- 
acceptance or non-payment as the case may be; but noting is not 
legally necessary to preserve the holder’s rights against the drawer 
and endorsers. It is often done, however, in order to prevent any 
subsequent dispute as to the dishonour. A bill which has been 
protested for non-acceptance may be subsequently protested for 
non-payment. Provided a bill is duly noted on the day of its dis¬ 
honour, or on the next succeeding business day, the protest may be 
extended subsequently as of the same date as the noting. A bill 
must be protested at the place where it is dishonoured, unless it has 
been presented through the Post Office, when it may be protested 
at the place to which it is returned by post. Where the acceptor 
of a bill becomes bankrupt or insolvent or suspends payment before 
it matures, the holder may cause the bill to be protested for better 
security against the drawer and endorsers. 

Notary Public. This is a public officer whose duty is to certify 
deeds and other documents. The word “notary” is derived from 
the Latin notarius = a writer. The duties of a notary also include 
the presentation of dishonoured bills of exchange, and noting their 
non-acceptance or non-payment and afterwards protesting them if 
necessary. 

Noting Charges. These are the notary’s lees lor re-presenting 
the bill, recording and certifying its dishonour, and, if required, 
drawing up the protest. When dishonoured bills are noted, the 
noting charges must be paid by the holder of the bill, who is entitled 
to recover them from the acceptor or from the person from whom 
he received the bill. The notary makes a copy of the bill in his 
register, and then writes on the bill itself the date, his charges, 
the letter or folio of his register, and lastly his initials. He, or his 
clerk, then re-presents the bill for acceptance, or payment, as the 
case may be. If it is dishonoured again, he gums on to the bill 
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a small ticket or label containing his charges and the reason given 
for dishonour. The following is an example— 

NOTING TICKET 


PETER BROWN & Co., 

Notar'es, 

6 ABBEY LANE, E.C.3 
NOTING CHARGES, 7s. 6d. 
Refer to Acceptor 


Other reasons given might be “No Orders,” “No Advice,” “No 
Effects,” “No Instructions,” or “No Funds.” 

When Noting or Protest is Necessary. Noting or protest is 

absolutely necessary in the following cases— 

J / O 

1. Before a bill can be presented for payment to a referee in 
case of need. 

2. Prior to an acceptance or payment for honour. 

3. On dishonour of a bill by an acceptor for honour. 

4. In the case of non-acceptance or non-payment of foreign bills. 

Protest. This is the formal declaration in writing made by the 

notary public against the non-acceptor or non-payer of a bill of 
exchange. A Protest must contain a copy of the bill, and must be 
signed by the notary making it, and must specify— 

(fl) The person at whose request the bill is protested; 

(b) The place and dale of protest, the cause or reason for protest¬ 
ing the bill, the demand made, and the answer given, if any, or the 
fact that the drawee or acceptor could not be found. 

It is not necessary to protest a bill in order to make the acceptor 
liable. 

Where a dishonoured bill or note is authorized or required to be 
protested, and the services of a notary cannot be obtained at the 
place where the bill is dishonoured, any householder or substantial 
resident may, in the presence of two witnesses, give a certificate 
signed by them, attesting the dishonour of the bill, and the certificate 
operates as if it were a formal protest of the bill. 

QUESTIONS 

1. Is it necessary (a) for the drawer of a bill to insert the phrase “for value 
received,” ( b) for the acceptor of a bill to write the word “accepted,” (f) for an 
endorser to write the word “endorsed,” or ( d ) for an acceptor for honour to 
write the phrase “accepted for honour”? Give reasons for your answer in 
each case. 

2. What are negotiable instruments? Name some. What are their three 

distinguishing characteristics? . , 

3. How are bills of exchange negotiated? How can negotiation be restricted 
(a) in drawing the bill, ( b) in endorsing the bill ? 
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4. What is meant by the acceptance of a bill? Explain (a) general acceptam e, 

(b) conditional acceptance, ( c ) partial acceptance, ( d ) local acceptance. In 
what other ways can the acceptance be qualified ? Is a holder bound to take a 
qualified acceptance? 

5. Explain the following: Domicile, endorser, allonge, acceptor for honour, 
referee in case of need. 

6. What is meant by endorsing a bill of exchange? When is it necessary, and 
when not? The following endorsements appear on some trade bills 

(a) Pay A B. 

(b) Pay C D or order, A B. 

(c) Sans Recours, G H. 

(d) Pay E F only, C D. 

(*) Pay C D, notice of dishonour waived, A B. 

What kind of endorsements would you respectively call these ? 

7. What two things are necessary in order to constitute an acceptance a 
valid one? 

8. When is presentment for acceptance necessary, and when is it excused ? 

9. What is meant by noting and protest of a bill of exchange? Is it always 
necessary ? 

10. Explain the terms: notary public, noting charges, noting ticket. What 
stamp is required on a protest? Can a householder draw up a protest? 

Damages on Dishonour. Where a bill is dishonoured, the 
measure of damages, deemed to be liquidated damages, is as 
follows— 

The holder may recover from any party liable on the bill, and 
the drawer who has been compelled to pay the bill may recover 
from the acceptor, and an endorser who has been compelled to pay 
the bill may recover from the acceptor cr from the drawer, or from 
a prior endorser— 

(a) The amount of the bill; 

(b) Interest thereon from the time of presentment for payment 
if the bill is payable on demand, and from the maturity of the bill 
in any other case; 

(c) The expenses of noting, or, when protest is necessary, and the 
protest has been extended, the expenses of protest. 

Holder in Due Course. A holder in due course is a holder who 
has taken a bill, complete and regular on the face of it, under the 
following conditions, namely— 

(a) That he became the holder of it before it was overdue, and 
without notice that it had been previously dishonoured, if such 
was the fact. 

(b) That he took the bill in good faith and for value, and that at 
the time the bill was negotiated to him he had no notice of any 
defect in the title of the person who negotiated it. 

Every holder of a bill is prima facie deemed to be a holder in 
due course. 

Duty of Holder. Where the holder of a bill presents it for pay¬ 
ment, he must exhibit the bill to the person from whom he demands 
payment, and when a bill is paid in legal tender the holder must 
forthwith deliver it up to the party paying it. 
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Acceptance for Honour supra Protest. Where a bill of 

exchange has been protested for dishonour by non-acceptance, or 

protested for better security, and is not overdue, any person, not 

being a party already liable thereon, may, with the consent of the 

holder, intervene and accept the bill supra protest, for the honour of 

am party liable thereon or for the honour of the person for whose 

account the bill is drawn. A bill may be accepted for honour for 

- )ar t only of the sum for which it is drawn. An acceptance for 

lonour supra protest, in order to be valid, must (a) be written on 

the bill, and indicate that it is an acceptance for honour, ( b ) be 

signed by the acceptor for honour. Such an acceptance is as 
follows— 


Accepted supra protest, or Accepted for the honour and account of 

.(drawer or endorser) with £ . s . d. noting 

charges and expenses. 


M. Collado. 


Where an acceptance for honour does not expressly state for 
whose honour it is made, it is deemed to be an acceptance for the 
honour of the drawer. Where a bill payable after sight is accepted 
for honour, its maturity is calculated from the date of the noting 

for non-acceptance, and not from the date of the acceptance 
for honour. 

Where a dishonoured bill has been accepted for honour supra 
protest, or contains a referee in case of need, it must be protested 
for non-payment, by the drawee (if he refuses payment on presenta¬ 
tion of the bill to him) before it is presented for payment to the 
acceptor for honour, or referee in case of need. When a bill of 
exchange is dishonoured by the acceptor for honour, it must be 
protested for non-payment by him. 

Payment for Honour supra Protest. Where a bill has been pro¬ 
tested for non-payment, any person may intervene and pay it 
supra protest for the honour of any party liable thereon, or for the 
honour of the person for whose account the bill is drawn. Payment 
for honour supra protest, in order to operate as such and not as 
a mere voluntary payment, must be attested by a notarial act of 
honour which may be appended to the protest or form an extension 
of it. 

Alteration of Bill. Where a bill or acceptance is materially 
altered without the assent of all parties liable on the bill, the bill 
is avoided except as against a party who has himself made, author¬ 
ized, or assented to the alteration, and subsequent endorsers. In 
particular the following alterations are material, namely, any altera¬ 
tion of the date, the sum payable, the time of payment, the place of 
payment, and where a bill has been accepted generally, the addition 
of a place of payment without the acceptor’s assent. Alterations on 
a bill should, therefore, be initialed by all parties to the bill. 
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Lost Bill. Where a bill has been lost before it is overdue the 
person who was the holder of it may apply to the drawer for another 
bill of the same tenor, giving security to the drawer if required to 
indemnify him against all persons whatever in case the bill alleged 
to have been lost is found again. If the drawer, on request, refuses 
to give such duplicate bill, he may be compelled to do so. 

Forgery. No title to a bill can be made through forgery. A 
transferee acquires no rights through a bill which bears a forged 
signature of either drawer, acceptor, or endorser, even though he 
had no knowledge of the forgery He can, however, demand repay¬ 
ment of the amount he has paid for the bill from his transferor. 

Discharge of Bill. A bi 1 is discharged, i.e. all rights of action 
on it extinguished, by payment in due course by or on behalf of 
the drawee or acceptor. “Payment in due course” means pay¬ 
ment made in legal tender at or after the maturity of the bill to the 
holder thereof in good faith and without notice that his title to the 
bill is defective. If a cheque is tendered in payment of a bill, the 
bill will be retained until the cheque is met, as cheques are not 
legal tender. Payment by the acceptor before maturity does not 
discharge the bill, and the acceptor may re-issue it. Payment by 
the drawer or an endorser does not discharge a bill. Where a bill 
payable to, or to the order of, a third party is paid by the drawer, 
the drawer may enforce payment thereof against the acceptor, but 
may not re-issue the bill. Where a bill is paid by an endorser, 
or where a bill payable to drawer's order is paid by the drawer, the 
party paying it is remitted to his former rights as regards the acceptor 
or antecedent parties, and he may, if he thinks fit, strike out his 
own and subsequent endorsements, and re-issue the bill. 

When the acceptor of a bill is or becomes the holder of it at or 
after its maturity, in his own right, the bill is discharged. When the 
holder of a bill at or after its maturity, by express waiver in writing, 
or by delivering up the bill to the acceptor, absolutely and uncon¬ 
ditionally renounces his rights against the acceptor the bill is dis¬ 
charged. Where a bill is intentionally cancelled by the holder or 
his agent, and the cancellation is apparent thereon, the bill is 
discharged. 

Moratorium. This term, which is a Latin word derived from 
morari = to delay, denotes a legal authorization to delay for a 
stated time the payment of certain specified debts or obligations. 

The promulgation of a moratorium is to allow debtors on bills 
of exchange, particularly firms who are unable to obtain payment 
from foreign debtors, time to collect the necessary funds to meet 
their own obligations, and thus save themselves from bankruptcy. 
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ACCOMMODATION BILLS 

Definition. An Accommodation Bill is a bill put into circulation 
in order to raise money on it by the process of discounting. It 
differs from an ordinary trade bill in that no value has been received 
for it. Accommodation Bills are also known as “fictitious bills,” 
“kites,” and “windmills.” 

Method of Procedure. Bills may be drawn for the accommoda¬ 
tion of either drawer or acceptor, or for the mutual accommodation 
of both. The discount charges are borne by the party or parties 
receiving the proceeds of the bill. The party accommodated 
engages— 

(a) to provide funds for the payment of the bill at maturity; 

( b ) to indemnify the accommodating party should the latter 

be compelled to pay the bill. 

Discharge of Bill. Where an accommodation bill is paid in 
due course by the party accommodated the bill is discharged. 
Unlike a trade bill, the principal debtor is not necessarily the 
acceptor, but the party accommodated. 

Before proceeding to the subject of Foreign Bills it is proposed 
to deal with those inland bill transactions that seem to be a fruitful 
source of difficulty to the generality of students. 

BILLS OF EXCHANGE TRANSACTIONS 

Transactions in bills of exchange beyond the elementary stage 
seem a source of anxiety and difficulty to the student when attempt¬ 
ing to provide the necessary book-keeping records therefor, mainly 
because of an attempt to follow their many bearings “as a whole.” 
The viewpoints of the parties to the transactions seem to converge, 
and the student may be unable to decide which set of entries belong 
to which party. 

Practical problems of this kind are best dealt with a step at a 
thne. The student must determine whose books shall be first 
dealt with, following upon which the relevant transactions will be 
extracted, and then it will be seen that a clear grasp of certain facts 
has resulted. Perhaps two examples of transactions in accommoda¬ 
tion bills will more clearly explain the “piecemeal” method of 
handling such transactions. 

Example i. On 1st January A draws on B for his personal 
accommodation a bill at three months for £200 which he immedi¬ 
ately discounts with his banker. The banker charges 5 per cent. On 
maturity, A honours his obligation to B by a cheque, with which 
B meets the bill. Show the entries in the books of both parties. 

Method of Procedure and Solution. It must first be deter¬ 
mined “whose books shall be prepared first —A’s or B’s. Ihe 
wavering between A’s viewpoint and B’s viewpoint will lead to 


BILLS OF EXCHANGE, PROMISSORY NOTES, CHEQUES 175 

disaster and must be avoided. Take A’s standpoint, and the trans¬ 
actions he is concerned with will readily emerge; they are as follows. 

1. A draws on B. 

2. A discounts B’s acceptance, being charged discount at 5 
per cent. 

3. A remits cheque to B. 

The accounts will be as under— 


A’s LEDGER 


Dr. BILLS RECEIVABLE Cr. 


19.. 


£ i- d. 

19.. 


£ >• <1. 

Jan. 1 

To B ... 

200 - - 

Jan. 1 

By Bank 

200 - - 


Dr. B Cr. 


| 

19.. ! 


£ >• d. 

19.. 


£ s. d. 

Apr. 4 

To Bank 

200 - - 

Jan. 1 

By Bills Receivable . ' 

200 - - 


Dr. BANKERS’ DISCOUNT Cr. 


19.. 


£ d. 


Jan. 1 

To Bank 

2 10 - 



Dr. BANK Cr. 


19.. 


£ i. d. 

19.. 


£ s. d. 

Jan. 1 

To Bills Receivable 

200 - - 

Jan. 1 
Apr. 4 

By Discount Charges . 

B 

2 10 - 

200 - - 


The entries in the Bank Account agree with the method ol entry 
as shown in the Bank Pass Book. An alternative method is to 
utilize the discount column on the debit side, and extend the net 
amount of the bill in the bank column, so— 


Dr. CASH BOOK 


Date 

Particulars ! 

Fo. 

Discount 

Bank 

19.. 
Jan. 1 

To Bills Receivable . . 

• 

£ s. d. 

2 10 - 

£ d. 

197 10 - 


Note. The discount is calculated on the “period” the bill has to 
run, and not as a percentage on the amount as for cash discount. 
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Now that A’s books have been prepared it is a simple matter to 
deal with the transactions as they affect B. B is concerned with 
the following transactions— 

1. Accepts A’s draft. 

2. Receives £200 from A. 

3. Honours his acceptance. 

The following are the accounts he will prepare— 


B’s LEDGER 

Dr. A Cr. 


19. . 


£ 

19.. 


£ 

Jan. 1 

To Bills Payable 

200 

Apr. 4 

By Bank .... 

200 


Dr. BILLS PAYABLE Cr. 


19.. ! 


£ 

19. . 


£ 

Apr. 4 

To Bank .... 

200 

Jan. 1 

By A. 

200 


Dr. BANK Cr. 


19.. 


£ 

19.. 


£ 

Apr. 4 

To A .... 

200 

Apr. 4 

By Bills Payable . 

m 


Example 2 . On 1st January A and B draw on each other at 
three months for £200. They discount each other’s bills, the 
banker’s discount charges being 5 per cent per annum. On the due 
date of the bills each meets his own acceptance. Show the accounts 
in the books of both parties. 

Method of Procedure and Solution. Take A’s viewpoint, and 
the transactions develop in the following order— 

1. A draws on B. 

2. A accepts B’s draft. 

3. Discounts B’s acceptance. 

4. Honours own acceptance. 

A’s ledger will show the following accounts— 


A’s LEDGER 

Dr. B Cr - 


19.. 


£ d. 

19.. 


£ <*• 

Jan. 1 

To Bills Payable. 

200 - - 

Jan. 1 

By Bills Receivable 

200 - - 


Dr. BILLS RECEIVABLE 


19.. 


£ s- d. 

19.. 


• £ *• d - 

Jan. 1 

To B 

200 - - 

Jan. 1 

By Bank . 

20U — 
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Dr. 


BILLS PAYABLE 


Cr. 

19.. 


£ d. 

19.. 


£ J. d. 

Apr. 4 

To Bank . 

200 - - 

Jan. 1 

By B. 

200 - - 

Dr. 


BANKERS’ 

DISCOUNT 

Cr. 

19.. 


£ >. d. 




Jan. 1 

To Bank . 

2 10 - 





Dr. BANK Cr. 


19.. 


£ ^ d. 

19.. 


£ s. d. 

Jan. 1 

To Bills Receivable 

200 - - 

Jan. 1 
Apr. 4 

By Discount Charges 
,, Bills Payable 

2 10 - 

200 - - 


Having established the position of A in regard to the question, 
we have now to indicate the transactions as they affect B; they 
are as follows— 

1. B draws on A. 

2. B accepts A’s draft. 

3. Discounts A’s acceptance. 

4. Honours own acceptance. 

As will be seen, the accounts B will raise are parallel to those 
of A, except for the personal account, and it is, therefore, deemed 
unnecessary to draft B’s ledger. 

A point, however, that must be emphasized is that A’s and B’s 
accounts are viewed as being separately prepared, and from differ¬ 
ent angles. For instance, “A drawing on B” is, in A’s books, 
represented by two accounts, namely, (1) “B” and (2) “Bills 
Receivable”; whereas in B’s books the same transaction is recorded 
in accounts named “A” and “Bills Payable” respectively. By 
a strict application of the method outlined above it is thought the 
student will acquire a clearer grasp of matters concerning bill 
transactions. 

Dishonour. Questions on dishonoured bills are again the occa¬ 
sion ol difficulty to students, and it would seem due to an attempt 
to focus the position of all those concerned with the negotiation of 
the bill to date of dishonour when determining what book-keeping 
records are necessary. It is now proposed to deal with an example 
of this kind of question. 

Question. J failed to honour his acceptance to A of Bill No. 
H tor £200 on the due date. The Noting Charges were 5s. 
bhow the necessary book-keeping records in connexion therewith. 
I here are several circumstances under which dishonour may arise; 

state these, and express the “records” applicable to the different 
circumstances ol dishonour. 
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Method of Procedure and Solution. It is necessary to be 
quite clear that the books wherein the records will be made are 
those of the ‘‘drawer.” Avoid speculating as to the relation of 
any ol the other parties to the bill the subject of dishonour, at this 
point. First then, all the book-keeping entries are viewed from the 
drawer’s position. The next step is to put down in order the 
circumstances under which J’s acceptance may be dishonoured, 
which are as follows— 

1. 'Fhe bill is still in the hands of the drawer. 

2. The bill has been since discounted with the banker. 

3. The bill has been handed to the banker for collection. 

4. The bill has been previously endorsed over to a creditor. 

Now the position is clear for proceeding to make the book-keeping 

records required by the terms of the question. Before preparing the 
books, it may be stated that the subsidiary books only need be pre¬ 
pared when answering this type of question—unless specific instruc¬ 
tions for complete workings are given as a part of the question. 

1. On dishonour when the bill is still in the hands of the drawer. 


A’s BOOKS 

JOURNAL Dr. Cr. 




£ 

£ 


J •••••.. • 

2u0 



To Bills Receivable ..... 




Cancellation of Bill No. 14. 




The Noting charges will be the subject of a Cash Book entry as 
under— 

CASH BOOK (Payments Side) ^ r - 

i 

Office 

£ d - 
0 



2. On dishonour when the bill has since been discounted with 
banker; and 

3. On dishonour when the bill has been sent to the banker for 
collection. 


CASH BOOK (Bank Account) 


By J (Dishonoured Bill and noting charges) 


Cr. 


£ d - 
200 5 - 
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Should the “drawer” and not the banker get the bill noted, then 
the “Office column” would show 5s. for noting charges, and the 
“Bank column” would show £200—the amount of the bill. 

4. On dishonour when the bill has been endorsed over to a 

creditor. 


JOURNAL Dr. Cr. 




£ 5 . d. 

£ s. d. 


J. Dr. 

2u0 5 - 



To A. Creditor ..... 


200 5 - 


For amount of bill and noting charges. 




After dishonour it is frequently the case that bills are renewed, 
i.e. the existing bill is cancelled, as mentioned above, and a new 
one is made out for the whole or part of the amount owing and 
including interest. The book-keeping entries necessary are— 


(1) For Bills Receivable 

(2) For Bills Payable 

Journal 

T Dr. 

To Bills Receivable 

Cancellation of bill. 

Journal 

Bills Payable Dr. 

To M 

Cancellation of bill. 

T Dr. 

To Interest 

Interest charged for extended period 
of credit. 

Interest Dr. 

To M 

Interest charged for extended period oi 
credit. 

Bills Receivable Dr. 

ToT 

For new bill, including interest. 

M Dr. 

To Bills Payable 

For new bill, including interest. 

Interest on bills receivable is a Gain. 

Interest on bills payable is a Loss. 


Further Case. In exercise work on bills it is not unusual to 
meet with this transaction: “Endorsed B’s acceptance over to Qin 
consideration of which Q, credited my account with £195.; the bill 
was drawn for £200.” This transaction includes a charge for 
interest on the tenor of the bill. Students should attempt to take 
up the practical standpoint. It is obvious that Q, must charge for 
the period he has to wait before he can encash B’s acceptance 

7—(B.1405) 
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(assuming he waits till date of maturity). Hence, the book-keeping 
records will be as under— 


JOURNAL Dr. Cr. 


Q. . . 

To Bills Receivable ..... 
Endorsement of B’s acceptance. 

£ 

200 

£ 

200 

Interest. 

1 

5 


ToQ . . 


5 

Interest charged on unexpired term of bill (loss). 




In Chapter IX are shown many bill transactions, the entries for 
which students are advised to trace in the model working which 
follows. 

QUESTIONS 

1. What is meant by presentment for payment? When is it necessary, and 
when not? When is delay in presentment excused? 

2. When is a bill dishonoured, (a) by non-acceptance, ( b ) by non-payment? 

3. What is meant by notice of dishonour? When is it necessary, and when ii 
it excused? 

4. Explain the terms: holder in due course, recourse, damages on dishonour, 
payment for honour supra protest. 

5. Bills are drawn as under— 

{a) Payable in three months provided the goods turn out satisfactorily. 

(b) Payable one month after the drawer’s marriage (the marriage actually 
takes place). 

(c) Payable as soon as the ship reaches the port of Liverpool (the ship duly 
arrives in port). 

(d) Payable 10 days after a certain person's death. 

( e) Payable out of a particular fund. 

State, with reasons in each case, whether the above bills are valid or not. 

6. How do the following affect the parties to a bill of exchange?— 

(a) Material alterations, ( b ) forgery, (c) non-delivery of bill, (d) loss of bill? 

7. In what ways can a bill be discharged? 

8. What are the legal liabilities respectively of (a) drawer, (£) acceptor, 
(c) endorser, (d) acceptor for honour? 

9. Explain the method of procedure with regard to accommodation bills. 
What is the legal liability of an accommodation party? 

10. Explain the meaning of fictitious payee. How does the absence of a date 
affect a bill ? Does any mention of interest affect a bill ? 

FOREIGN BILLS 

Definition. According to Section 4 of the Bills of Exchange Act 
a “foreign” bill is any other bill which does not come within the 
definition of an inland bill. It is generally defined as “a bill 
drawn in one country but payable in another.” Foreign bills are 
usually drawn in sets of three, called “vias,” and generally contam 
the phrase “value received” or “value in account.” Each via is 


BILLS OF EXCHANGE, PROMISSORY NOTES, CHEQUES 


181 


numbered and stipulates that it is to be paid only if the other two 
vias are unpaid. To minimize the risk ofloss, and to avert the delay 
arising therefrom, the three forms are dispatched at different times, 
i.e. by different mail steamers. 

Documentary Bills. These are foreign bills having certain 

documents attached. (See page 186.) 

Clean Bills. These are foreign bills having no documents 

attached. 

Form of Bill. There is no particular form of bill required by the 
Act. Below is a specimen in common use. 


London, 

Exchange for £800. 21 Jan., 19.. 

Thirty days after sight pay this First of Exchange 
(Second and Third of same date and tenor unpaid) 
to Messrs. Carpentier et Cie, or order, eight hundred 
pounds, value in account. 

J. Rowell. 

To Messrs. Hachette Freres, 

Lyons. 



Sum Payable. In addition to the cases mentioned under Inland 
Bills, the sum payable by a bill is a sum certain within the meaning 
of the Act, although it is required to be paid— 

According to an indicated rate of exchange, or according to a 
rate of exchange to be ascertained as directed by the bill. 

The sum for which a foreign bill is drawn is often stated in the 
currency of the country where it is payable. Where a bill is drawn 
out of, but payable in, the United Kingdom, and the sum pay¬ 
able is not expressed in the currency of the United Kingdom, the 
amount, in the absence of some express stipulation, is calculated 
according to the rate of exchange for sight drafts at the place of 
payment on the day the bill is payable. 

Bill in a Set. Where a bill is drawn in a set, each part of the set 
being numbered, and containing a reference to the other parts, 
the whole of the parts constitute one bill. The acceptance may be 
written on any part, and it must be written on one part only. Any 
person who accepts, or any person who endorses, more than one part 
will be liable on those parts as if they were separate bills. With 
these exceptions, where any one part of a bill drawn in a set is 
discharged by payment or otherwise, the whole bill is discharged. 

Sola. This term, or “Sola Draft,” “Sola of Exchange,” appear¬ 
ing on a bill of exchange means that it is the sole or only bill, i.e. 

% 
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that the bill has not been drawn in a set. With near countries, 
nowadays, one copy, or a first and second of exchange, are often 
deemed sufficient, as the mail service is more regular and reliable 
than in former times. 

Foreign Bills Drawn in Sterling. The custom has long 
prevailed amongst English merchants of drawing on their foreign 
customers in the home currency instead of in the currency of the 
country where the bill is payable, and of stipulating that the bill 
shall be paid at the rate of exchange ruling on the day of the first 
London endorsement. An example is shown below. 


£227 16s. lid. 



Liverpool, 

15 Sept., 19.. 

Three months after date pay this First of Exchange 
(Second and Third of same date and tenor unpaid) to 
Signor F. Spraghetti, or order, the sum of two hundred 
and twenty-seven pounds sixteen shillings and eleven¬ 
pence, at the rate of exchange as per first London 
endorsement, value received, and charge to account as 
per advice. 

Rogers & Son. 


To Signori Bellami & Cia. 

Genoa. 


When the bill is sold the endorsement would be similar to 
the following— 

Pay T. Ruelli & Co., or Order, at the exchange of 25 lire and 66 
centesimi for £\ sterling. 


The buyer, i.e. the London banker or broker, will write the rate 
of exchange and the currency amount on the bill underneath the 
sterling figures; and this information will be sent by the drawer 
to the drawee, so that the latter may verify the exchange and know 
what amount he will eventually have to pay. The great advantage 
of this method to the drawer is that he obtains the cash for the full 
amount of his invoice, and thereby obviates the risk of loss in 
exchange. The custom seems to have originated from the violent 
fluctuations of exchange in time of war or panic, and the consequent 
desire of the drawer to protect himself against the resultant loss. 

The foreign merchant thus bears the loss arising from exchange; 
for no matter how low exchange falls, he musl provide- a sufficient 
amount of the foreign currency to purchase a bill for the required 
sterling sum. At the same time, however, he stands a chance, 
should the rates be favourable, of making a profit on exchange. 
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Stamp Duty. On bills drawn in the United Kingdom and pay¬ 
able abroad, and on bills drawn abroad and payable in the United 
Kingdom, the stamp duty is the same as for inland bills. Foreign 
bills both drawn and expressed to be payable out of the United 
Kingdom, but which are actually paid, endorsed, or negotiated in 
the United Kingdom, are stamped as follows— 

Up to £50, like an inland bill. 

Exceeding £50, but not exceeding £100, 6d. 

,, £100, 6d. for every £100 or fraction of a £100. 

When foreign bills are payable on demand, or within three 
days after date or sight, a postage stamp may be used; in other 
cases, a proper adhesive foreign bill stamp must be affixed and 
properly cancelled by the first person dealing with the bill. These 
can be purchased at most of the larger Post Offices. A foreign bill 
(as described in this paragraph) need not be stamped before it is 
issued, but it must be stamped before it is negotiated in the British 
Isles. If the bill is drawn in foreign currency the amount, for the 
purpose of stamp duty, is calculated according to the rate of 
exchange mentioned in the bill; or if no rate is mentioned, then 
it is calculated according to the rate of exchange current on the 
date of the bill. Stamps required by the laws of foreign countries 
are usually affixed by the foreign customer and debited to the 
account of the English merchant. 

The following is a specimen of such a foreign bill as just 
mentioned— 


Marseille, 
le 20 juin, 19.. 



A soixante 
cette Premiere 
Trois ieme ne 
Louis P. Corneille 
francs, valcur 
passerez k mon 


A. M. Leon Tulle, 
a X. 


Bon pour Francs 5,000. 


= U y c 

• •«* ^ O 

3 3 3 ,y 

■-> * «« j 

■o o.iS 
”3 2 
~ £ c 

< ^ 


jours dc vue payez contre 
de Change (Seconde et 
1‘etant) a l’ordrc de Monsieur 
la somme de cinq mille 
re$uc en marchandises, que 
compte suivant avis. 



P. Loubet. 


No. 1726. Au besoin chez M.M.B. ct Cie. 
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For the purposes of the Bills of Exchange Act, bills drawn in 

the Channel Islands and the Isle of Man are inland bills; yet, for 

the purposes of the Stamp Act, these bills are foreign bills and 

require, not the impressed inland revenue stamp, but the adhesive 
foreign bill stamp. 

Assuming the above bill, drawn and payable abroad, to be 
actually paid, endorsed, or negotiated in the United Kingdom, 
it must be stamped with a foreign adhesive bill stamp for 6d. 

Usance. It is customary lor foreign bills to be made payable at 
one or more usances, i.e. time of payment as fixed by custom, 
for instance, the usance between London and New York is sixty 
days after sight. Double usance means double the usual time, and 
so on. 1 he period of usance originally denoted the time which a 
vessel took to reach its destination. 

After Sight. Foreign bills are generally drawn payable at so 
many days after sight.” I his ensures the drawee having the benefit 
of the full period of time after acceptance, an important point when 
the acceptor is abroad. 1 he acceptor of such bills must, therefore, 
sight or date his acceptance, as the time for maturity begins to run 
from the date of such acceptance and not from the date on which 
the bill vvas drawn. The following is an example of a foreign 
bill duly sighted— 


Exchange for $4,000. 

At sixty days’ 
change (Second 
and tenor un- 
James Retrop 
dollars, value 
to account as 

To Messrs. A B & Co. 

New York. 


Days of Grace. Great Britain and certain of its dominions are 
now practically the only countries where days of grace are allowed, 
but foreign bills payable in this country get the benefit of the three 
days of grace. 

How Foreign Bills are Dealt With. Unless the foreign 

country happens to be a very near one, foreign bills are not sent for 
acceptance and return as in the case of inland bills. If the drawer 
has both a debtor and a creditor in the foreign country he will 
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London, 

21 Jan., 19.. 

sight pay this First of Ex- 
and Third of same date 
paid) to the order of Mr. 
the sum of four thousand 
received, and place 
advised. 


R. Brady. 
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draw the bill on the debtor payable to the creditor. The latter will 
then obtain the drawee’s acceptance and credit the amount of the 
bill to the account of the drawer. If the drawer has no creditor in 
i the country where the bill is payable, he will draw the bill payable 
to his own order, endorse it, and discount it with his banker, who 
will no doubt have a branch, agent, or correspondent in ihe 
country where the bill is payable. Or, if he himself is of good 
financial standing, he may elect to dispose of it to a bill broker or 
foreign banker. 

Noting and Protest. Where a foreign bill has been dishonoured 
by non-acceptance, it must be duly protested for non-acceptance; 
and where such a bill, which has not been previously dishonoured 
by non-acceptance, is dishonoured by non-payment, it must be duly 
protested for non-payment; otherwise, the drawer and endorsers are 
discharged. The noting and protest is the only recognized evidence 
of dishonour in many foreign courts. 

Damages on Dishonour. In the case of a bill which has been 
dishonoured abroad, in lieu of the usual damages (mentioned 
under Inland Bills), the holder may recover from the drawer or an 
endorser, and the drawer or an endorser who has been compelled to 
pay the bill may recover from any party liable to him, the amount 
of the re-exchange, with interest thereon until the time of payment. 

Re-exchange. This is the loss resulting from the dishonour of a 
bill in a country different from that in which it was drawn or 
endorsed. The re-exchange is ascertained by proof of the sum for 
which a bill at sight must be drawn in order to realize, at the place 
of dishonour, the amount of the dishonoured bill and the expenses 
consequent upon dishonour. The latter comprise the expenses of 
protest, postage, commission, brokerage, and the cost of the stamp 
when a re-draft is necessary. • 

Conflict of Laws. Where a bill drawn in one country is 
negotiated, accepted, or payable in another— 

(a) The validity of the bill as regards requisites in form is deter¬ 
mined by the law of the place of issue, and as regards the super¬ 
vening contracts, such as drawing, endorsement, acceptance, or 
acceptance supra protest, by the law of the place where such 
contract was made. 

(b) The duties of the holder with respect to presentment for 
acceptance or payment, and with respect to notice of dishonour, 

** protest, etc., are determined by the law of the place where the act 
is done or the bill dishonoured. 

(r) The due date of the bill is determined according to the law 
of the place where it is payable. 

Differences between Inland and Foreign Bills. These may 
be summed up as follows— 

1. An inland bill must be written on duly stamped paper (except 
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where the duty is only 2d.). A foreign bill can be issued before being 
stamped. 

2. A foreign bill is usually made payable at one or more usances. 
Inland bills are drawn payable at any period the drawer chooses. 

3. A foreign bill, if dishonoured, must be duly noted and a pro¬ 
test diawn up. With inland bills noting and protest are optional 
(except in cases of acceptance and payment for honour). 

4. Foreign bills are usually drawn in sets; inland bills are drawn 
singly. 

DOCUMENTARY BILLS 

^ Definition. A Documentary Bill is a foreign bill having certain 
documents of title” attached. The documents are usually the 
invoice of the goods, the bill of lading, insurance policy, and, 
sometimes, a letter of hypothecation. 

Nature and Use of Documents Attached. Foreign bills, 
especially those relating to shipping orders and consignments, are 
discounted or sold before they are accepted. The banker is thus 
taking a considerable risk, and seeks to protect himself by obtaining 
possession of the relative shipping documents. 


Letter of Hypothecation 


The Safe Bank, Ltd. 
Hillcorn, E.C. 2. 


London, 

20th June, 19.. 


Dear Sirs, 

We send you enclosed bill for £600 at 90 days’ sight drawn by us on 
Messrs. Roberts & Son, Wellington, New Zealand. In consideration of 
your advancing to us thereon 80 per cent, namely £480, we hand you the 
following set of shipping documents— 

Invoice for 20 Cases of Goods, value £600, in triplicate; 

Bill of Lading for above 20 cases marked | R. & Son | 626/45, in 

triplicate; 

Policy of Marine Insurance for £650, in duplicate. 

Freight on the goods has been paid by us. 

In the event of the said bill being dishonoured, we authorize you to sell 
such goods for our account and at our risk, and to charge us with the usual 
expenses and commission. 

Yours faithfully, 

F. Francis & Co. 
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The invoice is required in order to identify the goods, and must 
be produced to the customs officials at the port oi delivery. 1 he 
bill of lading, duly endorsed, gives the banker a title to the goods; 
and the shipping company will deliver only m exchange lor the 
bill of lading. The insurance policy, duly endorsed, is the banker s 
security for indemnity in case the goods are lost owing to the perils 
of the sea. The letter of hypothecation pledges the goods as security 
for the payment of the bill, by giving the banker the right, in the 
event of the bill being dishonoured by non-acceptance or non¬ 
payment, to dispose of the goods and to charge any deficiency to 
the drawer. Documentary bills are also bought and sold by bill 
brokers. Thev form a convenient means of settling debts in the 
countries where the bills are payable, the documents attached 

affording security to the purchaser. 

Letter of Hypothecation. A specimen is shown on p. lbb. 
Letters of Hypothecation are seldom used nowadays, the banker 
referring, on dishonour, to the drawer for instructions, repayment 
of bill, and disposal of goods. This is more particularly the case 
where the drawer keeps a substantial current account with the 

bank concerned. 

Method of Procedure. The banker, having discounted the bill, 
or made the required advance, generally 80 to 90 per cent less 
charges, forwards the bill (the first copy being duly stamped), 
together with the original documents attached, to his branch or 
agent at the place of destination ol the goods. A second set is sent 
by the next mail, the third set being retained by the banker. When 
the goods arrive they are unshipped and stored in the dock ware¬ 
houses by the banker’s agent, who calls upon the drawee for accept¬ 
ance or payment of the bill, in return for which he surrenders the 
documents. Where the drawee is a trader of good financial stand¬ 
ing, the banker’s agent will release the goods as soon as the bill has 
been accepted; in such cases the bill generally contains the clause 
“ documents attached to be surrendered on acceptance .” In other cases, the 
agent will be instructed to obtain not only acceptance, but payment 
of the bill at maturity, before releasing the goods. The abbrevia¬ 
tions D/P and D/A are used to indicate whether the documents 
are to be released to the drawee against payment or acceptance 
respectively. 

With some indents (shipping orders from abroad) the bill is 
drawn at such a period that maturity of the bill will coincide with 
the arrival of the goods. If the customer so desires, he may pay the 
bill by instalments, obtaining in return a corresponding portion 
of the goods. Where the customer wishes to secure possession of 
the whole of the goods before maturity of the bill, in order to take 
advantage of a favourable market, he may retire the bill under 
rebate, that is, a cash discount for the unexpired term of the bill. 
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The banker’s charges include, not only commission and cost of 
stamp that may be necessary in the foreign country, but also 
interest from the date of the bill up to maturity. And hence, if 
the bill is paid before the due date, the banker will be quite willing 
to forego the unearned portion of the interest. 

Bills drawn in sterling, and not in the currency of the country 
whence they are forwarded, are payable at some specified rate of 
exchange; and in such cases the banker’s charges may be covered 
by the rate of exchange at which he buys the bill. Sometimes, the 
amount to be paid is the amount of the bill, plus interest on it up 
to the time when the remittance in payment reaches London, or 
other place of making the original advance. On receipt of advices 
that the bill has been duly honoured, the banker will pay the 
remaining 10 or 20 per cent due on the bill. Documentary bills 
are used principally in the import and export trade, both of which 
are virtually financed by means of these bills under the above- 
mentioned procedure. Inward and outward shipments are also 
made against bills drawn payable at sight, but more usually against 
bills drawn at ordinary usance. 

Specimens of Documentary Bills. The following are fair 
specimens of the documentary bills in ordinary use— 


No. 356. 

Exchange for £600 


London, 


20 th June } 19 



Ninety days after sight of this First of Exchange 
(Second and Third of same date and tenor unpaid) pay 
to us or our Order the sum of Six hundred pounds, value 

received against | R. & Son | 626/45 = 20 Cases of Goods 

per ss. Crown Prince , and place to account as advised. 
Shipping documents attached to be surrendered on 
payment. 


To Messrs. Roberts & Son, 
Wellington, 

New Zealand. 


F. Francis & Co. 


The above bill would be endorsed— 

Pay to the Safe Bank , Ltd ., or Order , 

F. Francis & Co. 
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No. 764. 

Exchange for £450. 


London, 

4th Jan., 19 


Sixty days after sight of this First of Exchange (Second 
and Third of same date and tenor unpaid) pay to our 
order the sum of Four hundred and fifty pounds sterling, 
payable at the National Bank of India’s drawing rate for 
demand drafts on London, with interest at six per cent 
per annum added thereto from date hereof to approximate 
due date of arrival of the remittance in London, value 

received against ; S.S. & S. | 623/37 = 15 bales of Cotton 

Goods per ss. Queen Maud. Shipping documents attached 
to be surrendered on acceptance. 


To Messrs. Byjamji & Co., 
Bombay. 


S. Seller & Son. 


The above bill would be endorsed by the drawers, thus- 

Pay The National Bank oj India , or Order , 

S. Seller & Son. 


The number in the top left corner is entered by the person 
drawing the bill (usually the drawer) and is merely the next avail¬ 
able number in his Bill Book. Once in circulation a bill is always 
referred to by number. 

Whenever a bill is taken from circulation, by payment, dishonour, 
or renewal, its fate must be recorded in the Bills Receivable or 
Bills Payable Book in order that a check can be kept on the 
accuracy of the corresponding Impersonal Ledger account. 

QUESTIONS 

1. Define a foreign bill. Name some of the principal differences between 
inland and foreign bills. Distinguish between “clean” and “documentary” bills. 

2. On 15th March, B. Brown, of Melbourne, drew on A. Archer, of London* 
at 60 d/s for £275, on account of 36 bales of Wool marked as shown, 
shipped per s.s. Retrop, and attached the usual documents which were to 

be surrendered on acceptance of bill. Write out the bill in each of its 
three vias. 

3. Explain the following terms: Usance, sola, letter of hypothecation 
rc-exchange, first or exchange, documents attached, protest, via. 

4. A bill is drawn in Germany, accepted in France, and paid in England 
lo what parts of the bill would the different laws apply? 

5. Are days of grace allowed on foreign bills? 

6. Why are foreign bills often drawn in the home currency? When the amount 
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of a foreign biil is not expressed in sterling, how is its value determined for the 
purpose of (a) stamp duty, and (b) payment? 

7. Why are foreign bills drawn “after sight’’? How does this affect the accept¬ 
ance of a long bill? Give an example of a foreign bill drawn “after sight’* and 
duly accepted. 

8. “Foreign bills, unless drawn on a near country, are not sent for acceptance 
and return.’’ Explain this, and the procedure with regard to such bills. 

9. Are foreign bills liable to stamp duty? If so, what are the rates, and when 
must the stamp be affixed ? What peculiarity is there with respect to bills drawn 
in the Channel Islands and the Isle of Man? 

10. Give an example of a documentary bill. Explain the object of such bills, 
and the usual method of procedure with regard to them. 

PROMISSORY NOTES 

Definition. By the Bills of Exchange Act, 1882, a Promissory 
Note is defined as— 

An unconditional promise in writing made by one person to another signed 
by the maker, engaging to pay, on demand or at a fixed or determinable future 
time, a sum certain in money, to, or to the order of, a specified person or to bearer. 

Promissory notes are used chiefly lor loan transactions. Like 
bills ol exchange, they are negotiable instruments, and can be 
transferred for value. I hey arc sometimes discounted, and are 
subject to days of grace, unless payable on demand. Promissory 
notes payable to bearer on demand for a sum greater than £\ and 
less than £5 are void in England. 

Form of Note. There is no special statutory form of promissory 
note, but below is a typical specimen of those in current use. 

Stamp Duty. The stamp duty on promissory notes is the same 
as for bills ol exchange, except that it is always ad valorem, whether 
the note is payable on demand, or within three days, or otherwise. 


£120. London, 

1 st July, 19.. 

Two months after date I promise to pay to Mr. T. 
Green, or order, the sum of One hundred and twenty 
pounds, for value received. 

Y. Yellow. 


Parties to a Note. There are two parties to a promissory note— 

(a) Maker, the party who writes out the note, i.e. the debtor. 
In the example given Y. Yellow is the maker. 

(b) Payee, the person to whom the money is payable, i.e. the 
creditor. In the example given T. Green is the payee. 


Stamp 

2 /- 
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Kinds of Notes. Promissory notes are of two kinds, inland 
and foreign. 

An Inland Note is one which is, or on the face of it purports to 
be, both made and payable within the British Islands. Any other 
note is a foreign note. 

Difference between Promissory Note and Bill of Exchange. 

The following points of difference should be carefully noted— 

1. A Note is a promise to pay, a Bill is an order to pay. 

2. Bills are often drawn in sets , notes are made singly. 

3. There are three parties to a Bill, but only two to a Note. 

4. A Bill is drawn by the Creditor , a Note is made out by the 
Debtor. 

5. A Bill requires acceptance , a Note does not. 

6. Foreign Bills when dishonoured must be protested , foreign 
Notes need not. 

7. A Note payable on demand requires an ad valorem stamp, a 
Bill only a 2d. stamp. 

Joint Notes, Joint and Several Notes. By Section 85 of the 
Bills of Exchange Act— 

(1) A promissory note may be made by two or more makers, and they may be 
liable thereon jointly, or jointly and severally according to its tenor. 

(2) Where a note runs, “ I promise to pay,” and is signed by two or more 
persons, it is deemed to be their joint and several note. 


Below is a specimen of a Joint Note. 

To convert this into a Joint and Several Note it would have 
to be amended to read, “I promise to pay,” or “We and each of 
us promise to pay,” or “Wejointly and severally promise to pay.” 
A Joint and Several Note has a great advantage over a mere Joint 
Note, because it enables the holder to sue the makers not only 
jointly but also individually. 


£ 100 . 



London, 

25 th Feb ., 19.. 

Four months after date we promise to pay to Mr. R. J 
Porters the sum of One hundred pounds, value received 

W. Marshman. 

T. Bayes. 


Note Payable on Demand. Like a bill of exchange a note is 
payable on demand— 

{a) Which is expressed to be payable on demand, or at sight, or 
on presentation; or 

(b) In which no time lor payment is expressed. 
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Presentment for Payment. Where a promissory note is in 
the body of it made payable at a particular place, it must be pre¬ 
sented for payment at that particular place in order to render the 
maker liable. In any other case, presentment for payment is not 
necessary in order to render the maker liable. Presentment for 
payment is necessary in order to render an endorser liable. 

Liability of Maker. 1 he maker of a promissory note by 
making it— 

1. Engages that he will pay it according to its tenor. 

2. Is precluded from denying to a holder in due course the 
existence ol the payee and his then capacity to endorse. 

Promissory Note and Collateral Security. By Section 83 (3) 

ol the Act, “A note is not invalid by reason only that it contains 

also a pledge ol collateral security with authority to sell or dispose 
thereof.” ^ 

Bills of Exchange Act and Promissory Notes. The pro¬ 
visions of the Bills of Exchange Act apply also to promissory notes, 
with the following exceptions— 

(a) Presentment for acceptance; (b) Acceptance; (c) Acceptance 
supra protest; ( d ) Bills in a set; ( e ) Protest on dishonour. 

In applying the provisions of the Act, the maker of a note is 
deemed to correspond with the acceptor of a bill, and the first 
endorser of a note is deemed to correspond with the drawer of an 
accepted bill payable to drawer’s order. 

Foreign Promissory Notes. A Foreign Note is any note that 
does not come within the definition of an Inland Note. Below is a 
specimen. 


BILLET A ORDRE 


Paris, 

Bon pour Francs 2,500. 

le 15 Janvier , 19. . 



A deux mois de date je paycrai k Monsieur Paul Coppee, 


Timbre 

ou a son ordre, la somme de francs deux mille cinq cents, 



valeur rc^u en especes. 

- 


Louise Peine. 


BANK NOTES 

Definition. These are promissory notes, payable to bearer on 
■demand, issued by English, Scotch, and Irish banks. They may be 
re-issued after payment and usually are, except by the Bank of 
England. 
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Right of Issue. The Bank of England now has the monopoly 
of note issue for England and Wales. 

Amounts for which Notes may be Issued. In England and 
Wales notes are now issued for sums of £5 and upwards, £1, and 10s. 
These £\ and 10s. notes of the Bank of England replaced the 
Treasury notes in 1928. Scottish and Irish notes are issued for 
sums of £\ and upwards. 

Bank Notes Negotiable Instruments. Bank of England notes 
are legal tender for all amounts. As they are negotiable instruments 
the holder of a bank note, provided he has taken it bona fide and 
for value, can retain it against everybody, even the lawful owner. 
The bank may have “stopped payment” of certain stolen notes, 
but is nevertheless liable to a bona fide holder for value. For greater 
safety, when being sent by post, bank notes can be cut in halves, 
one half being forwarded by one post, and the other by a later one. 
The halves must be pasted together before being presented for 
payment; but the mutilation does not affect their negotiability. 


BANK DRAFTS 

Definition. Bank drafts are bills of exchange drawn by one 
banker on another. As any person can buy from a banker a draft 
payable in any part of the United Kingdom, or in any country 
abroad, they form a convenient means of remitting money. They 
possess a certain security against fraud, inasmuch as the other 
bank is notified of the amount of the draft. On inland drafts a 
small commission is charged, but with foreign drafts this will be 
covered by the rate of exchange at which they are purchased. 


IOU 


Definition. An IOU is a written memorandum or acknowledg¬ 
ment of indebtedness. The letters IOU are a contraction for the 
phrase “I owe you,” the sounds of both being identical. The 
following is an example— 


To Mr. Alfred Brown, 

IOU £30 10s. 6d. 


London, 10 th Jan., 19.. 


William Thornycroft. 


Points to be Noted, An IOU does not require a stamp, as it is 
neither a receipt nor an agreement. It should not contain any 
promise or date of repayment, otherwise it would require stamping 
as a promissory note. It is not a negotiable instrument. In a court 
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of law it is accepted as evidence only ol an account stated between 
the parties mentioned, but not of the amount named. The amount 
is sometimes written in words as well as in figures. 


QUESTIONS 

1. What is the statutory definition of a Promissory Note? For what purpose 
are such notes used, and in what respects do they (a) resemble, (b) differ from, 
bills of exchange? 

2. What stamp duty is required on promissory notes, and how is it denoted?' 
How many parties are there to a note, and who are they? 

3. How many kinds ol notes are there? Give an example of each. 

4. What is (a) a joint promissory note, and ( b) a joint and several promissory’ 
note? Give an example of each. Why are the latter preferable? 

5. When is a note payable on demand ? Must a note be presented for payment?' 
Can a valid note contain any reference to a collateral security? 

6. What is the legal liability of the maker of a note? How far does the Bills* 
of Exchange Act apply to promissory notes? To whom do the drawer and. 
acceptor of a note correspond in a bill of exchange? 

7. W hat are Bank Notes? For what amounts may they be issued, and by 
whom? Suppose a bank note be stolen, and is afterwards traced to a bona fide 
holder for value, what is his position? 

8. V\ hat are Bank Drafts, and for what purpose are they used ? 

9. What is an IOU? Give an example. Is it legal evidence of debt? 


CHEQUES 

Definition. By the Bills of Exchange Act, 1882— 

A cheque is a bill ol exchange drawn on a banker payable on demand. 

And, with a few exceptions, the provisions of the Act applicable 
to bills ol exchange payable on demand apply also to cheques. 

The following is a specimen of a cheque— 

No. 365,907. London, 

6th Jan., 19.. 

THE ENGLISH BANK, LIMITED, 

LONDON, E.C. 

Pay to Messrs. Retrof) & Co. or Order 
the sum of Seventy-six pounds fijteen 
shillings and mnepence. 

Arthur J. Brownley. 



£76 15 9 


No. 365,907 
6 Jan., 19.. 

Retrop £? Co. 
a/c 

rendered. ' 
£76 15s. 9d. 
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Great care should be exercised in the drawing of cheques. The 
banker is liable to the drawer for any loss resulting from his paying 
a cheque with a forged signature or fraudulently altered, but the 
drawer is liable for contributory negligence. I his means that if he 
makes the fraudulent alteration more easy by his own careless¬ 
ness the drawer, and not the banker, will have to suffer the loss 
of the additional amount so paid out. 

The form is perforated ready for division into two parts. The 
smaller portion, called the counterfoil, is retained in the cheque 
book for reference. The larger portion, called the cheque, is for¬ 
warded to the payee mentioned thereon. In the case ol large firms 
and of limited companies, the names ot such firms or companies are 
often printed at the top of their cheques, and in fact the whole of 
the cheque is specially printed as required by the firm. 

Bearer Cheques. A bearer cheque is one payable to bearer, i.e. 
that can be cashed or negotiated without previous endorsement. 

Order Cheques. An order cheque is one payable to a certain 
person’s order. It must be endorsed before it can be cashed or 
transferred. The endorsement by the payee turns an order cheque 
into a bearer cheque unless the payee endorses it payable to the 
order of someone else. 

Open Cheques. An open cheque is one that has not been 
crossed, i.e. one that can be cashed over the counter. 

Stale Cheques. A stale cheque is one that has been drawn for 
some time previous to presentation for payment, i.e. one that is 
some months old. .• 

Alterations on a Cheque. All material alterations must be 
initialed by the drawer. Owing to forgeries in this respect, some 
bankers require full signatures instead of mere initials. Only the 
drawer may alter a cheque from order to bearer, but either the 
holder or drawer may alter a bearer cheque to an order cheque. 
The latter alteration does not require initialing. Where the amount 
expressed in words does not agree with the amount expressed in 
figures, the banker is bound by the words. Many bankers, however, 
return such cheques for correction. 

Post-dated Cheques. These are cheques that bear a date later 
than the current date on which they are drawn. They cannot, 
however, be cashed before the proper date. If they are paid in to 
a bank for collection the banker will return them, unless instructed 
to keep them and treat them as short bills. If a banker inadver¬ 
tently pays a post-dated cheque, he must not debit his customer’s 
account with the amount before the proper date. Although by 
the Act a cheque “is not invalid by reason only that it is post¬ 
dated,” yet it is doubtful whether a post-dated cheque for an 
amount exceeding £10 is valid, owing to the stamp on it being only 
2d. In book-keeping, post-dated cheques are best entered “short” 
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(i.e. the amounts not extended into the money columns) in the 
Cash Book, in order to prevent their being lost sight of; on the 
proper date they can then be re-entered in the usual way. 

Fictitious or Non-existing Payee. Where a cheque is payable 
to a fictitious or non-existing payee, such as a cheque drawn payable 
to Wages , Petty Cash , or Order, it may, by Section 7 of the Bills 
of Exchange Act, 1882, be treated as a cheque payable to bearer, 
that is, as not requiring an endorsement. Some bankers, however, 
request the person drawing the money to sign his name on the 
back of the cheque, while others require the personal signature 
of the drawer of the cheque; but the majority cash them without 
any endorsement. It appears that the endorsement of the drawer 
is required by the former on the ground that an “impersonal” 
payee is not a “fictitious” payee within the meaning of the Act. 

Crossed Cheques. The provisions of the Bills of Exchange Act 
with reference to the crossing of cheques are found in Section 76 to 
Section 78, and are as follows— 

By Section 76— 

1. Where a cheque bears across its face an addition of— 

(a) The words “and company” or any abbreviation thereof between two 

parallel transverse lines, either with or without the words “not negotiable”; or 

( b) Two parallel transverse lines simply, either with or without the words 

“not negotiable”; that addition constitutes a crossing, and the cheque is 

crossed generally. 

2. Where a cheque bears across its face an addition of the name of a banker, 
either with or without the words “not negotiable,” that addition constitutes a 
crossing, and the cheque is crossed specially and to that banker. 

By Section 77— 

1. A cheque may be crossed generally or specially by the drawer. 

2. Where a cheque is uncrossed, the holder may cross it generally or specially. 

3. Where a cheque is crossed generally, the holder may cross it specially. 

4. Where a cheque is crossed generally or specially, the holder may add the 
words “not negotiable.” 

5. Where a cheque is crossed specially, the banker to whom it is crossed may 
again cross it specially to another banker for collection. 

6. Where an uncrossed cheque, or a cheque crossed generally, is sent to a 
banker for collection, he may cross it specially to himself. 

Section 78 enacts— 

A crossing authorized by this Act is a material part of the cheque; it shall 
not be lawful for any person to obliterate or, except as authorized by this Act, 
to add to or alter the crossing. 

The above provisions apply also to dividend warrants (Section 95). 

By the Finance Act, 1883, Section 17, the provisions of the Bills 
of Exchange Act as to crossed cheques are also extended to 

. . . any document issued by a customer of any banker, and intended to 
enable any person to obtain payment from such banker of the sum mcntione 
in such document. 
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Thus, money orders, postal orders, demand drafts, etc., are gener¬ 
ally crossed when sent by post or paid into a bank for collection. 
Such documents, however, are not rendered “negotiable.” 

It should be noted that the words “and Co.,” or “not negoti¬ 
able,” do not alone form a crossing, but are merely additions to 
a crossing; whereas two parallel transverse lines on a cheque do, in 
themselves, constitute a crossing. 

Specimens of Crossings. We give on p. 198 examples of some 
of the commonest crossings. 

Cancellation of Crossing. Although contrary to the provisions 
of the Act, the crossing of a cheque can be, and often is, cancelled 
by the drawer writing in the crossing the words “pay cash.” Payees 
who have no banking accounts frequently ask for this to be done. 
Cheques to impersonal payees, such as Salaries and Wages, Petty 
Cash, etc., are sometimes crossed by mistake, and have consequently 
to be re-opened. Such opening of a crossing needs to be authen¬ 
ticated by the full signature of the drawer. 

Object of Crossing a Cheque. The object of crossing a cheque 
is to prevent its being cashed over the counter, by anyone who might 
accidentally or fraudulently obtain possession of it. A crossed cheque 
will not be paid to anyone except a banker; and if the banker’s 
name is added in the crossing, then payment will be made only to 
that particular banker. The practice of crossing originated as a 
Clearing House custom, and was eventually recognized by law. 

Not Negotiable. A cheque being a negotiable instrument, any 
bona fide holder can retain it, even though the cheque has been 
lost or stolen. To protect the owner against damage by loss or 
theft, the words “not negotiable” may be written on the cheque 
by the drawer or by any holder. The addition of these words does 
not, therefore, prevent the further transfer of the cheque, but is a 
warning to any person taking it that he may not get a good title. 

If the cheque has been found or stolen and passed on to another 
person, the holder’s title is defective, even if he has given value 
for it; he can legally be made to restore the cheque to its rightful 
owner. 

It should be noted that the phrase “not negotiable” applies, 
legally, only to crossed cheques. Other documents could, of course, 
be marked “not negotiable,” but it would have no legal effect. 

Account Payee Only. Bankers have been in the habit of ignor¬ 
ing this crossing, because it was not found, or provided for, in the 
Bills of Exchange Act. But custom seems likely to prevail, and, as 
with other cases of the lex mercatoria , eventually to graft itself upon 
the law* The object of it is still further to protect the drawer against 
damage should the cheque be lost or stolen. It constitutes a distinct 
notice to a receiving banker that the drawer desires the cheque 
to be placed to the credit of a certain account. And if a banker 
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disregards this direction, he renders himself liable to an action 
for “negligence.” 

Endorsement of Cheques. Endorsing is the signing of the 
payee’s name on the back (Latin, dorsum — back) of the cheque, 
though apparently it is quite legal if the payee signs his name on the 
front of the cheque. Bearer cheques do not require endorsing, 
though endorsements are sometimes obtained, in order to make the 
transferor a party to the cheque. All order cheques, however, must 
be endorsed. The payee should sign his name exactly as it is on the 
face of the cheque; but such courtesy titles as Mr., Mrs. Miss, 
Capt., Dr., Esq., etc., may be omitted. Where in a cheque the 
payee’s name has been misspelt, the payee is allowed by the Bills 
of Exchange Act to endorse himself as so described, and to add, 
if he thinks fit, his proper signature, and a bank would require 
the endorsement to be exactly as stated on the face of the cheque. 

Endorsements in pencil arc quite legal, but would not be accepted 
by the banker owing to the risk of their becoming illegible. Endorse¬ 
ments made by means of a rubber stamp would not be passed until 
they had been verified by the banker. 

Endorsements per pro. Endorsements are sometimes made per 
procuration , thus— 

per pro. (or p.p.) John Smith, 

Thomas Atkins. 


The full signature is necessary; the initials “T.A.” would not 
be passed by the banker. Endorsements per pro. are not accepted 
on dividend warrants. Bankers are entitled to inquire as to the 
extent of the power of procuration, and may ask for confirmation 
of such endorsements. 

Examples of Proper Endorsements. The following examples 
of endorsements necessary in particular cases should be carefully 
noted— 


Payee 

F. Brown 

(An illiterate person ) 


Robert Bromfield 


—. Rufus, Esq. 


Endorsement 

his 

F. X Brown 
mark 

Witness: John Thomas, 

5 Romany Road, 
Southampset. 

Robert Bromfield, or 
R. Bromfield 

(The full Christian name is not important 
so long as the initials agree) 

F. (or other initial) Rufus 
(The mere surname is not a signature) 


200 


ADVANCED ACCOUNTS 


Payee 
Mrs. Smith 


Mrs. Henry Rogers 

Miss Dorothy Higgins 
(Now married) 

The Misses Green 


Mr. P. Brown 

[Misspelling for Browne) I P. Browne 

Arthur Roberts, Senior Arthur Roberts, 

or A. Roberts, 
or A. Roberts, Senior 
[Some Banks require the word “Senior”) 

Messrs. Smith A. & B. Smith, 

or Smith & Son, 
or Smith Bros., 
or Smith & Smith. 

(The endorsement must indicate the plural) 

The A.B.C. Co., Ltd. The A.B.C. Co., Ltd. 

or Per pro. The A.B.C. Co., Ltd., 
or For and on behalf of 

The A.B.C. Co., Ltd. 
or On Account of The A.B.C. Co., 
Ltd., 

or For The A.B.C. Co., Ltd., 

B. Lilley, 

Secretary. 

(The first endorsement is the most usual) 

Y. Young For Y. Young, 

(Now deceased) A. Wallis, 

(Executor or Administrator) 

or For Self & Co-Executors (or 
Administrators) of Y. Young, 

A. Wallis 

I (One executor's signature is sufficient) 


Endorsement 

Mary (or other Christian name) Smith, 
or M. Smith 

Alice Rogers, 

wife, or widow, of Henry Rogers 

Dorothy Retrop or D. Retrop, nee 
Higgins 

Florence Green 
Agnes Green 
(Both must sign) 

P. Brown 
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Payee 

The Trustees of Y. Young 


Endorsement 

For Y. Young, 

A. Wallis 

F. Notley 
A. Wade 

G. Sower by 
(All the trustees must sign) 


j* Trustees 


Self 

The X.Y.Z. Co., Ltd 

{Now in liquidation) 


Wages, Petty Cash, etc 


Signature of Drawer 
For the X.Y.Z. Co., Ltd. 

{In liquidation) 

Arthur Brown, 

Liquidator 

Signature of Drawer or Appointed 
Agent 


Messrs. Brown & Johnson, 
Ltd. 

Managers of Cramem 
School 


Capt. W. Smith 


Treasurer of the Links 
Golf Club, 

or The Links Golf Club 


For Brown & Johnson, Ltd., 

A. Clarke, Cashier 

{Authorized to endorse cheques) 

For the Managers of Cramem School, 
Arthur Donne, 

Chairman 

or 

Arthur Donne, / Managers of 

Alfred Cook, \ Cramem School 

W. Smith, 
or W. Smith, Capt. 

{Not Capt. W. Smith , as this would not 

be a signature) 

For the Links Golf Club, 

Frederick Player, 

Treasurer. 


Revocation of Banker’s Authority to Pay. The duty and 

authority of a banker to pay cheques drawn on him by his customer 
are determined by— 


w 

(b) 

M 

« 


Countermand of payment. 

Notice of the customer’s death. 

Notice of his insanity, legally declared. 

Notice of an act of bankruptcy on the part of the 
Receipt of a garnishee order. 


customer. 
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Want of funds, or any irregularity in the drawing or endorsing 
of the cheque, will also cause a banker to stop payment. See later 
under “Dishonoured cheques.” 

Cheque not Legal Tender. A cheque, it should be noted, is 

not legal tender. The only paper money that is legal tender in 
England and Wales is the Bank of England Note. 

Property in Cheques. A paid cheque is, legally, the property of 
the drawer. Some banks return the paid cheques at periodical 
intervals; others do noi. 

Stamp on Foreign Cheques. A foreign cheque, i.e. one re¬ 
ceived from abroad, requires a twopenny stamp affixed to it, before 
it can be dealt with in this country. 

Forgery. A forged cheque is one on which the name of the payee 
or the amount of the cheque has been falsified, or on which the sig¬ 
nature of the drawer is not genuine. A banker is liable for any loss 
caused by his paying a cheque on which the signature of the drawer 
has been forged; but he is not liable for any loss caused by his 
paying a cheque bearing a forged endorsement. 

Receipt Form on Cheques. In modem business the practice 
has grown up of having receipt forms printed at the foot or on the 
back of cheques. 'I he signature on the receipt is intended to act 
also as an endorsement; but many bankers require an endorsement 
as well, not deeming the receipt a sufficient discharge of the cheque. 
Cheques for salaries should bear a notification to that effect so 
that the bankers may know they are exempt from receipt stamp duty. 

Cheques sent through the Post. If the drawer makes the post 
office his agent he must bear any loss arising from the miscarriage 
of the cheque. If, however, the payee has requested a cheque to be 
sent by post, the post office becomes the agent of the payee, who 
is, therefore, liable for any loss. 

Cheque Stamp and Cheque Books. A piece of ordinary writing 
paper with a twopenny stamp affixed, ordering a banker to pay 
money, is legally a “cheque.” There is an erroneous idea abroad 
that anyone can affix the stamp. The stamp, however, must be 
affixed by the drawer, and must be properly cancelled by him. 
Stamping by a subsequent party does not remedy the defect. 
The banker may affix a stamp and cancel it, and may deduct the 
twopence from the amount payable, or debit his customer’s account. 
The other parties, however, are still liable to the penalty of £10 for 
issuing or dealing with an unstamped document. 

The usual practice of bankers is to supply their customers with 
books of specially printed and numbered cheque forms. The object 
of this is the prevention of forgery. Each cheque, being an order 
to pay, must bear a 2d. stamp. Bankers make no charge for the 
book of forms, but debit their customers with the cost of the im¬ 
pressed revenue stamps. Fresh cheque books are obtained by the 
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customer filling up and presenting the bank’s printed application 
forms. 

Dishonoured Cheques. A dishonoured cheque is one which a 
banker, for some reason or other, has refused to pay on presentation. 
Such cheques generally have some explanatory phrase written on 
them, as follows— 

No assets, N/A. 

No effects, N/E. 

Refer to drawer, R/D. 

Not sufficient (funds), N/S. 

Insufficient funds, I/F. 

Endorsement irregular. 

Words and figures differ. 

Drawer’s signature differs (i.e. from that in Bank’s signature 
book). 

Alterations require drawer’s signature. 

Drawer deceased. 

Receipt (i.e. on cheque) requires stamp. 

Account closed. 

Cheque mutilated. 

Effects not cleared. Present again. 

Post-dated. 

Payment stopped, or Orders not to pay. 


Dishonoured cheques may, of course, be noted, and those 
bearing foreign endorsements may be protested. 

Lost Cheque. Where a cheque has been lost, the holder can 

compel the drawer to give him a new cheque, but must give security 

to the drawer, if required, to indemnify him in case the lost cheque 

should be found and negotiated. The cheque should be marked 

Duplicate, and the paying banker instructed to pay it. 

Points of Difference between Cheques and Bills. Although 

a ch eque: is legally a bill of exchange, the following differences exist— 

}■ , bll ‘ squires acceptance. A cheque is never accepted by 

a banker. The acceptor of a bill is liable to the holder for refusing 
payment of it. 5 


2. The drawer of a bill is discharged from liability by delay in 
presenting it for payment; the drawer of a cheque is not. 

, ,° tlce °. f ^honour is necessary in the case of a bill not being 
met, but not m the case of a cheque 6 

m C r: in % n t Liabil , ity - This is a liab '% which, as its name 
implies, will have to be met only on the happening of a certain 

contingency and therefore may never come to fruition. From the 

Sh k n e T ng P ° mt ° f V16W the difficult Y lies in the fact that the 
habdity does not appear in the books, with the result that it would 

also be missing from the figures in the Balance Sheet, and to that 
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extent the Balance Sheet is inaccurate. It arises in the case of bills 
of exchange, when a bill has been discounted before the close of the 
books for the year but the maturity date of which falls in the next 
financial period. 

Example. A receives a three months’ bill from B for £100 dated 
1st October at three months after date and therefore due for pay¬ 
ment on 4th January. On 1st November he discounts this bill with 
his banker, the discount charge being 17s. 6d. 


LEDGER 


Dr. 11 Cr. 


19.. 


£ >• d. 

19.. 


£ *• d. 


To Goods . 

100 - - 

Oct. 1 

By Bill Receivable No. . 

100 - - 


Dr. BILLS RECEIVABLE Cr. 


19. . 


£ S' d. 

19. 


£ >. d. 

Oct. 1 

To Bill Book 

100 - - 

Nov. 1 

By Bank, Bill Receivable 
No... discounted. 

100 - - 


Dr. BANKERS’ DISCOUNT Cr. 


19.. 


£ d. 




Nov. 1 

! 

To Bank . . . 1 

17 6 





Dr. CASH BOOK Cr. 


19.. 


£ d. 

19.. 


£ *• d. 

Nov. 1 

To Proceeds of Bill Re¬ 


Nov. 1 

By Discount charge on 



ceivable No... dis¬ 



Bill Receivable 

17 6 


counted 

100 - - 





It will be seen from this example that on the receipt ol the bill 
by A the debt was converted in the books from a personal debt 
owing by B (and appearing as one of the sundry debtors) to an imper¬ 
sonal debt in the form of a bill of exchange, and in so far as A 
still held it he had no liability on it. On the discounting of it on 
1st November two things happened. The bill disappeared from the 
books as such and its identity was lost in the balance at the bank. 
At the same time, by negotiating it to his banker A made himself 
liable to repay the £100 to the bank in January in the event of B 
failing to pay at maturity. This liability on the part of A therefore 
exists at 31st December, but does not show in the books and cannot 
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appear among the Assets and Liabilities on the Balance Sheet. The 
only way in this case is to show the item as a footnote as follows— 


BALANCE SHEET 


Liabilities 

i 

Assets 

£ 


£ 


£ 

Contingem Liability for bill 
under discount £100 





In order to arrive at this figure it is necessary to obtain a list of 
all bills discounted before the date ol the account but maturing 
afterwards. 

Other contingent liabilities, some ol which must be pure 
estimation, would be— 

1. Possible payments to be made under a lawsuit as yet unsettled. 

2. An unliquidated figure in respect of dilapidation. 

3. A liability lor calls on partly paid shares. 


QUESTIONS 

1. What is the statutory definition of a cheque? Give a specimen. 

2. Explain the following terms: Bearer cheque, order cheque, counterfoil, 
stale cheque, post-dated cheque, fictitious payee. 

3. What is a crossed cheque? What ia the object of the crossing? Give 
examples of (a) general crossings, ( b) special crossings, and explain the following 
phrases sometimes added to crossings: “not negotiable,” “A/c payee only.” 

4. What is meant by endorsing a cheque, and when is it ( a ) necessary, (b) not 
necessary? What is a “ per pro. ” endorsement? Is it always accepted by bankers ? 

5. What endorsements are required on the following— 

{a) Cheque payable to an illiterate person; 

(b) Cheque payable to a deceased person who has (1) died intestate, (2) ap¬ 
pointed an executor, (3) left his estate in the hands of trustees; 

(c) Cheque payable to a married lady (1) in her maiden name, (2) in her 
husband s name; 

(d) Cheque payable to a person whose name is misspelt; 

(0 Cheque payable to the holder of an office; 

liqmda^bn 06 payab ‘ e ‘° a limited com P an y’ 0) in active business, (2) in 

(g) Cheques payable to (1) Sell, (2) Cook, Esq., (3) Dr. II. Brown, (4) 

m P reen t.’ Q Tu ag fx ° r ° rder ’. (6 > Wa 8 es or Bearer > ( 7 ) Mr. Brownley 
Rt«: F "? ch ’, (9) ] h \ Mlsses Donmngton. (10) The Aristocratic Tennis Club? 
b. What legal and other circumstances revoke a banker’s duty and authority 
10 pay his customer s cheques? 7 

h. 7 ,J at ' S 2 [° rKed , che ^ ue? How ,ar 15 a banker liable on it? Can alterations 
oe made on a cheque? 
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8. Bankers usually mark returned cheques. ” Write down some o. the most 
usual markings and explain briefly what they signify. 

9 Is a cheque legal tender? Give reasons tor your answer. To whom do 
paid cheques belong, and what is the practice of bankers therewith? 

10 What is the position of the respective parties thereto if a cheque is lost 

(1) accidentally, (2) by miscarriage in the post? 

11. V\hat is a cheque book? Must a cheque always be drawn on the banker’s 
printed form? 


EXERCISE VI 

1. Enter the following in the Journal and Cash Book— 

(1) R. Red handed us a P/N for £30 lent him. 

(2) Accepted draft drawn on us at 3 m/d for £200 by Francis Sc Co. in favour 
of I). Devon. 

(3) Gave Blue & Co. a bill at 2 m/d tor £95. 

(4) Bought goods, £150, from Sharp & Co., lor 2 months’ bill less 5 per cent 
discount. 

(5) Handed Ridler Sc Son our acceptance at 3 m/d lor £90. 

(6) Rece.ved H. Hughes’ acceptance for £120 from S. Strakcr. 

(7) Discounted \. Notley s acceptance for £120, discount charged £1 10s. 

(S) Received bill, dated 1st Jan., at 10 d/d lor £120 from M. Monk. 

(9) Drew on Green & Co. lor £190, allowing them discount £10. 

(10) Sent N. Norfolk sight draft for £125. 

(ID Drew on J. Rowell at 60 d/s for £420. Endorsed first ol exchange: “Pay 
to the order of M. Goodman,” and forwarded it to the latter. 

(12) Henry Sc. Co.’s P/N for £40 duly taken up. 

(13) Sold goods, £120, to B. Blunt, lor 2 months’ bill, less 2£ per cent discount. 

(14) Sold goods for £150 to York Sc Son, and received in payment our own 
acceptance to Bull Sc Son for £150 due to-day. 

(15) Our P/N to M. Martin for £120 redeemed to-day. 

(18) Discounted G. Graham’s acceptance for £150, due 3 months hence, with 
Sheffield, Sons Sc Co., bill brokers, discount rate 3f per cent. 

(17) Sent Perrier Frcres, Paris, 7 days’ draft lor £100. 

(18) Accepted Dark & Co.’s draft for £285, being allowed discount £15. 

(19) Provide solutions to the following— 

(a) Sketch the form of a bill of exchange, inserting all details therein that will 
show it to be a negotiable instrument. Further, prepare the necessary accounts 
in support of the transactions from the viewpoints of the several parties thereto. 

(b) A bill drawn on B for £100 was endorsed over to K, who subsequently 
presented it to B lor payment, but was unsuccessful. K. thereupon noted the bill. 
Prepare the accounts required by the above transactions, as they afreet (a) the 
drawer, and ( b) K. 

( c ) B draws on F for £100. On maturity the bill is dishonoured. Show the 
book-keeping records on dishonour in B’s books which would apply under three 
different circumstances. 

2. Record the following in Journal and Cash Book— 

(1) Blue & Black’s acceptance for £200 renewed for 3 months, plus interest 
at a per cent and bill stamp. 

(2) G. Gulliver’s acceptance for £450, due this day, returned dishonoured. 
Noting charges, 5s. 

(3) Wilson Sc Jones retire their acceptance for £420 by cheque £120, and 
a new bill at 1 m/d for the balance, interest at 5 per cent, together with the bill 
stamp, being paid in cash forthwith. 
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< 4) L - Lambc’s acceptance for £460. due this day, notified by our creditors 
(Charles & Son) as being dishonoured, noting charges paid by them. 5s. (Sd. 
Withdrew same in exchange tor our cheque. 

(5) Retired our acceptance to Brock well & Haigh lor £630 by cheque £230, 

and a new bill at 2 m/d with interest at 4 per cent for the balance, being charged 
also with bill stamp. & 

(6) Our acceptance to Locke & Co. for £300 renewed tor 4 months, plus 
interest at 34 per cent and bill stamp. 

(7) Our own acceptance to Dawson Bros, for £345 dishonoured (through 
omiumg to instruct bankers to pay). Dawson Bros, send us debit note for 
£34o 10s. 8d., including noting expenses. We settle same by cheque. 

(8) Needham & Co.’s acceptance for £425, due this day, returned by bank 
dishonoured, with noting charges 4s., and expenses 3s. 6d. 

(9) Frame & Son’s acceptance for £1,055 due this day, returned by bank 
dishonoured, with noting expenses £1 2s. 3d. Renewed same for 5 months with 

interest at 6 per cent, noting expenses, interest, and bill stamp being paid in 
cash forthwith. 


3. Write up in the books of both parties the Ledger accounts (including Cash) 
tor the following transactions in bills— 

(a) On 1st January, S. Silverman accepts a 3 months’ bill lor £125, drawn on 
him by G. Goldstein for the latter’s benefit. Goldstein discounts the bill at the 
rate of 3£ per cent, and at maturity forwards Silverman a cheque with which to 
meet the bill. 

(b) On 1st March, P. Paterson and I. Ingram draw on one another at 3 months 
for £135 for their mutual convenience. They discount each others’ bills at the 
rate of 4 per cent, and, at maturity, each meets his own acceptance. 

(c) On 1st February, H. Hooker accepts a three months’ bill for £115 drawn 
on him by F. Evans for their mutual accommodation. The bill is then discounted 
by Evans at the rate of 3] per cent, and half the proceeds handed to Hooker. 
At maturity Evans sends a cheque to Hooker, who then pays the bill. 


4. Darlow & Walsh are the acceptors ol a bill of four months date tor 
£659 14s. 8d., due on the 24th January. A few days before it matured, 
Darlow & Walsh found they could not meet it and wrote to the drawers 
Messrs. Earle & Creasey, requesting them to renew the bill for three months, 
adding interest at 5 per cent per annum. The drawers (Earle & Creasey) 
expressed their willingness to do so conditionally upon Darlow & Walsh lodging 
security with them for the amount of the renewed bill. Messrs. Darlow & Walsh 
offered as security five customer’s bills, viz.— 

(1) H. G. Bourner & Co.’s bill, £209 11s. 6d., due 14th February 

(2) Neville & Co.’s bill, £173 4s. 9d., due 26th February. 

(3) James Hordarn & Co.’s bill, £89 14s. 8d., due 25th March. 

(4) George Blakey & Co.’s bill, £82 16s. Od , due 19th April 

(5) Smith, Wilks & Co.’s bill, £112 12s. 9d., due 26th April. 

Each of the above five bills was discounted by Earle & Creasey’s bankers 
and Darlow & Walsh’s renewed bill was paid into the bank one month after 
its acceptance. Bills 1, 2, and 4 were duly honoured. Bill 3 was dishonoured and 
returned to Earle & Creasey, who drew a cheque for its amount, plus 7s. 6d. 
noting expenses. Darlow & Walsh, on being called upon, made good this amount 
ten days later. 

Bill 5 reached maturity the same day as Darlow & Walsh’s renewed bill, and both 
were dishonoured. ’ 

{a) Draw the renewed bill, adding £1 8s. lid. for stamp and other expenses 
also 5 Der cent interest for the term of the bill’s currency. K 9 
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( b ) Show Earle & Creasey’s Journal entries. 

(c) Show Darlow & Walsh’s Account as it appears in Earle & Creasey s Ledger. 

( West Riding of Yorkshire.) 


5. (a) A bill for £105 is drawn at 6 months from the 1st October, by Smith 
on Rhodes, and accepted by the latter payable at X Bank. What stamp duty 
does this bill require, and when is it due lor payment? 

(b) On the 11th December, Smith discounts the bill with Hurst, and receives 

£100 cash. c . , . 

(c) The bill is dishonoured on maturity, but is taken up by Smith on the 

7th April. . , , » 

Show by means of the Journal the necessary entries to record the above 

transactions—( a ), ( b ), and ( c )—in Smith s books. 

6. Tones, for the mutual and temporary accommodation of himself and Brown, 
draws upon the latter a bill of exchange at 3 months for £600, dated 1st January. 
Jones discounts this bill immediately at his bankers, the rate of discount being 

5 per cent, and hands half the proceeds to Brown. 

Brown, for a similar purpose, and at the same lime, draws a bill at 3 months 
on ones for £300. This he discounts at his bankers at o per cent, and hands 
half the proceeds to Jones. Brown becomes a bankrupt on 31st March, and a 
first and final dividend of 5s. in the £ is paid on his estate on 30th June. 

Write up Brown’s account in Jones’ book. Assume, in each case, that one hall 

of the charge for discounting the bill is chargeable to Brown and one hall lo Jones. 

( London Chamber of Commerce.) 

7. You are preparing the Balance Sheet of a Limited Company of which you 
are the chief accountant, and find that there are bills under discount amounting 
to £10,750. On going through the books you discover facts which point to tne 
probability that £1,000 worth of these bills will be dishonoured on maturity, 
but that there is a reasonable chance of eventually receiving 10s. in the £ on tne 
£1,000. How would you deal with these bills under discount, and how should 

the’y appear in the company’s published accounts ^ 


8. On 1st January, A owes B £6,000, for whtch B recovestwoacceptatKes 
from A, one for £2,000 payable in 2 months, the other for £4 000 P a V^ bl « *" 
4 months, in each case from 1st January. B duly discounts both these acceptances 

with his bankers on 3rd January at 4 per cent. . t nD nv 

Before the first bill becomes due, A requests B to assist him taking* n ' 
providing him with £1,000 in cash, and drawing a third bill on A for that 
at 3 months from the due date of the first bill, plus interest at o per 
annum; B agrees to this proposal and advances the money, discoun 1 % 

with his bankers at 4 per cent. .... . . , „ ^ occ ;,. t him 

A week before the second bill for £4,000 falls due A again as s , . • 

to the extent of £2,500. B, however, is not in a position to do this, ana, l 
bankers will not discount any more of A’s acceptances, he arranges . 

•draw on him (B) two bills for £1,131 16s. 8d. and £ 1,408 3s 4d at 2 months 

and 3 months respectively from the due date of the £4,000 bill. hankers* at 
these two bills and remits them to A, who discounts them lis . mce ts 

4 per cent, and, assisted by the proceeds, duly meets the £4,000 i • third 

his two bills on maturity. On 7th June A becomes bankrupt, eavng . yc 

bill unpaid. Make the necessary entries in B’s books to give cficc. \ 
transactions. don Chamber of Commerce.) 

9. From the following particulars compile detailed Bills Receivable 

Payable Books, and post them to proper Ledger accounts D . ) 

(N.B. All our acceptances were made payable at our bankers, > 
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Mar. 2. Drew on Green & Goldin" at 1 m/d for £152, allowing: them discount 

£8. Bill No. 129. 

„ 3. Received Green & Golding's acceptance, payable at the Safe Bank, City. 

i> Accepted Philips & Son’s draft of the 2nd inst., at 2 m/d in favour of 

Ogden & Co., £237 16s. 4d. Bill No. 95. 

,, 9. Received oi Ellis & Co., J. Thomson’s acceptance to them for 

£85 16s. 10d., dated 9th Jan., at 2 m/d, payable at Union Bank, 
Holborn. 

Mar. 12. Gave Lonsdale & Sons our acceptance, dated 11th inst., at 10 d/d 

for £125. 

„ 12. Received Pavey & Lord’s acceptance of our dratt oi yesterday ai 3 m/d 

for £120 12s. 6d., payable at Bank of England, Liverpool. 

,, 16. Allott, Jones & Co. forward me B. Bunker’s acceptance to them lor 

£185, payable at Midland Bank. Bill drawn 15th Feb., at 60 d/s, 
acceptance being dated 28th Feb. 

„ 21. Received Sowerby & Wade’s draft on us of the 19th inst., at 1 m/d, 
in favour of Lewry & Son for £166 Is. 8d., discount allowed, 
£8 14s. lOd. Returned same duly accepted. 

„ 22. Drew on Bayes & Kerry at 4 m/d, for £214 9s. 3d., allowing discount. 
£11 5s. 9d. 

„ 23. Received Bayes & Kerry’s acceptance, payable at Parr’s Bank, City. 

„ 27. Received Green & Noel’s draft on us of yesterday’s date for £299 15s., 
at 3 m/d, with interest at 5 per cent. Returned it duly accepted. 

„ 30. Returned, duly accepted, T. Nicholson’s draft on us, dated 29th inst. 
at 4 m/d, for £66 13s. 8d. in favour of Gardner & Isbister. 

„ 31. B. Bearon forwards us L. Levar’s acceptance to H. Moore tor 
£116 2s. 6d. Bill dated 29th Jan., at 2 m/d, and payable at Joint 
Stock Bank, Leeds. 

„ 31. Accepted G. Graham’s draft on us, dated 21st Mar., at 90 d/s lor 
£134 13s. 3d., discount allowed £7 Is. 9d. 

Bill No. 130 was duly met. No. 132 was discounted. No. 134 was dishonoured 
No. 131 was endorsed over to Mandrakes, Ltd., on the 11th of June. Acceptance 
No. 96 was duly honoured, and No. 95 was renewed on 4th May. 


10. What is meant by “renewing” a bill? Give, in both parties’ books in each 
case, the Journal entries for the following— 

>) Welt and Dray renew a bill for £126 15s. 8d„ for their customer, F. Frost, 
lor months with interest at 3| per cent, plus bill stamp. 

(6) S. Storm, a creditor of Jenkins & Co., renews a bill for £226 14s. lid for 
3* months, with interest at 4f per cent, plus bill stamp. 

11. T. Talbot receives his customer’s acceptance for £120. State the different 
ways in which he can deal with this bill, and give theJournaand Cash 
entries for each way. Assuming the bill to be 

necessary Journal and Cash Book entries. 5 ^ 


12. Give a written explanation of a method of procedure in dealing with bills 

of thr’fsT lr , ansactlom which > ln your judgment, would ensure a clear grasp 
problems Support your answer by solutions—with notes—to the following 

thin fa.red°,o i m“T t , ed a bil ‘ he had dr / wn on J’ has been notified by his banker 

D , 11 ° n P resentme nt for payment. 

other’s hin n ld ° n eath ° tber f ° r £10 ° on lst March - Each discounts the 

charf/pr/^ ^ e . ach P*rty honours his acceptance. The bankers 

charged 5 per cent for discounting. ^ 


210 


ADVANCED ACCOUNTS 


(3) L drew on M; endorsed over to N; but on the advice of N that M was 
unable to pay, L met the bill. Show the records in (a) L’s books, ( b ) M’s, and 
(e) N’s books respectively. 


13. Write up in the several books to which they properly belong, the following 
transactions— 


19. . 

Jan. 2. 

.. 2. 

m 2. 








n 






Sold Tames & Co., 20 tons 10 cwt. 2 qrs. Steel Bars at 103s. 4d. t.o.b. 
Paid Carriage thereon at 2s. 6d. per ton, by Cheque on Provincial 

Bank." 

Received cheques—*J. Tasker, £47 10s.; W. Methlev, £39 Ids.; and 
from J. Moulton, £43 17s. 6d. in payment of his Account after 
deducting 2k per cent Discount. 

Received from W. Lyons, 150 tons Pig Iron at 43s. 4d., less 3 per 
cent—remitted him acceptance at 3 months, dated 1st January. 
Received from J. Kitson his acceptance at 4 months, dated 4th inst., 
for £178 10s., in payment of his Account. 

Gave Cheques for—Rent, £100, quarter year due 1st January; Salaries, 

£25; and for Wages, £75. 

Received from “Provincial Bank,” J. Butler’s Dishonoured acceptance 

for £35 6s. 8d., with 7s. 6d. expenses. 

(London Chamber of Commerce.) 


14. William Ashton is a shipbuilder. On 1st January he had a Capital ° f 
£23,760 7s. 8d., Bills Payable current No. 135, £640 8s., No. 136, £728 10s., 
No. 137, £320 17s. 6d., and having received on Account of Ships in progress, 
“Owl,” £6,849, and “Hawk”, £3,500. A Mortgage to P. Pl P cr , fo " 
existed on his Works and Plant, which were valued as follows: I-rcehdd Works 
and Buildings, £9,127 10s., Fixed Plant and Machinery, £7,826 Ids., Dry Dock, 
£6,284, Loose Plant and Rolling Stock, £2,788 5s. 6d. 

He owed to Brown & Co., £848 19s., Jones & Co £l,6o3 10s Robinson & Co 
£984 17s. He had Cash at Bankers, £2,796 8s. 8d., and in Office^ £!20 14s. 6d. 
His Bills Receivable in hand were No. 186, £329 6s. 6d., No. 187, £d 46 10s., 

He had three ships under construction, on which he had expended in Wo 
and Materials, “Owl,” £7,126, “Hawk,” £4,291, ‘ Sparrow £835. The Stoc 
of Stores and Materials on hand, valued at cost price, was £4,724 9s. bcl. 

You are required to make the necessary “opening entries. [K.z.a-I 


15. On 1st September, 1948, V. Whiting drew on R. Salmon a bill of exchange 
for £1,500 in settlement for goods supplied. The bill, which vvas expre.se 
payable four months after date, was accepted next day, and was discoun 
3rd September with R. Sturgeon for £1,473 15s. 3d. Shortly before tie ue . 
Salmon advised Whiting he would be unable to meet the bill, but cou P 
£500 towards it; accordingly Whiting advanced Salmon the balance o » » j 
In return he received from him, on 4th January, 1949, four new bills all of equa 
amount, payable respectively after two, four, six, and eight mont s » 
the principal sum, together with interest at the rate of 5 per cent per a • 
Set out these transactions as they would affect Whiting s Cash oo an 

Entries in the Journal or subsidiary books are 0 f Commerce) 


16. Robinson, on 31st August, buys from Tuck & Co- u^ue^bcing aUowed 
7s. 6d. a ton at the pit mouth, and pays for them at once y by rail and 

a discount for cash of 2\ per cent. He pays s. . a . Company at 

9d. a ton for cartage. He sells the coal to a Sheffield manufacturing 
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12s. 6d. a ton on 14th September, and draws a bill at two months for the amount. 
The bill is dishonoured at maturity, but is immediately paid by the manufacturing 
Company upon demand being made to them. Draw the bill of exchange and 
make the entries necessary to record the above transactions in Robinson’s books, 
and show what profit or loss Robinson made upon the deal after charging 10 per 
cent on the original cost of the coal for establishment expenses. 

(.London Chamber of Commerce .) 

17. What are Bills of Lading, and what do you understand by the term 

“Drawing as against Bills of Lading”? ( London Chamber of Commerce .) 

18. John Nightingale, East Street, Sheffield, sells to the Low Moor Iron Co., 

on 4th March, 40 tons of Scotch Iron at 45s. per ton; 10th March, 100 tons 
of Swedish Iron at 44s. per ton; 19th March, 80 tons of Hematite Iron at 42s. per 
ton; and receives, 30th March, £200 on account, and on 2nd April, a Bill of 
Exchange at three months for £250. 

(a) Make out an Invoice of the first transaction. 

(b) A Statement of Account on 12th July; and 

(c) Draw the B/E mentioned above, make it payable in Leeds, and write 
upon it an acceptance for payment at the Leeds Joint Stock Bank, Ltd. 

( d ) Note at the left-hand side the amount of Stamp Duty. 

(*) Also rule a form of John Nightingale’s Bill Book, and enter in it the 
particulars of this Bill. 

What entries would appear in the Low Moor Iron Co.’s Books in respect of the 
B/E mentioned in the foregoing question? (West Riding of Yorkshire.) 

19. X owed Y £1,555 for goods supplied. The account was settled on 1st 
October, 1948, by X giving Y a cheque for £305, a three months’ bill of exchange 
for £600, and a five months' bill lor the balance. 

The first bill was met when due and at the same time the second was withdrawn, 
in consideration of two further bills, equal in amount, due on 1st June, 1949,. 
and 1st September, 1949, respectively. Interest on the renewal was payable- 
forthwith in cash, calculated at the rate of 4 per cent per annum. 

Show the above transactions as they would appear in Y’s Ledger and Cash, 
Book up to March, 1949. Ignore days of grace and calculate the interest on the 
basis of months. ( R.S.A.) 

20. Record the following matters in the Cash Book of Jonas Wilkinson— 

June 4. Discounted at bank bill receivable for £400, the discount charge-being; 

£4 4 S> 

6. An amount of £360 due to Frank Kilner paid by cheque, per cent. 

discount being deducted. , . . m 

10. Obtained cheque book from the bank, the cost of which (£2) was 

charged against the banking account. 

13. Received from William Dawson in cheques, postal orders and cash* 
£77 2s. 4d., and allowed him discount, £2 7s. Id. 

„ 15. Paid into Bank, £70. 

17. Drew and cashed cheque to make the following payments— 

£ s. d. 

Stationery . . • .376 

Petrol and Oil . . . 6 10 — 

Wages . . . . . 15 - — 

Amount of cheque . . . 24 17 6 


6 —(B.I405 
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June 18. A. Brewer’s cheque for £20 received from William Dawson on the 

13th inst. is returned by the bank marked “R/D.” 

,, 30. The bank pass book shows £3 8s. to have been credited on this date 
for interest. 

Balance the book, and carry down the balances. 

(Faculty of Teachers in Commerce.) 


21. Give a brief outline of the general characteristics of Account-keeping, with 
special reference to such classes of business with which you may be acquainted. 

(.London Chamber of Commerce.) 

22. In order to guard against irregularities in the matter of cash, what special 
rule would you lay down as to dealing with Receipts and Payments in a City 
Plouse, where the transactions were both large and numerous? Sketch out a form 
of Cash Book where there would not only be a saving of labour, but where there 
would be a minimum of risk from improper dealing with cash by an employee. 
Sketch also a form of Petty Cash Book, and state what class of expenditure you 
would have entered therein, and in what way, and to what extent, such Petty 
Cash Book would be subsidiary to the General Cash Book. 

(.London Chamber of Commerce.) 

23. Referring to the preceding question, and having prepared the forms asked 
for, enter therein the following Receipts and Payments— 


/ v_# a • . 

£ s. d. £ s. d. 

Jan. 1. To John Smith, monthly A/c, Dis. 59s. . . 147 10 - 

By William Jones, Cheque, Dis. 88s. . . 215 12 - 

,, Petty Cashier, Cheque .... 20 - - 

,, 2. To F. Page, Balance of A/c . . . 73 6 8 

By Bills Payable Frost’s Dft. . . . 146 7 8 

,, Office Wages, 1 month .... 52 6 8 

„ Carriage, Pickford’s A/c .... 6 5 - 

,, Postage and Bill Stamps ... 1 ^ 6 

,, Quarter Year's Gas A/c .... 2 14 9 

,, Office Cleaning and Caretaker . 1 ^ ® 

,, City Bank, paid in .... 220 16 8 


(London Chamber of Commerce.) 


24. A draws a bill of exchange on B, for goods supplied, for £10,000, dated 

1st January, at six months, and, on B’s acceptance of the same, discounts it 
with C on 4th January, at 5 per cent per annum. The Bill is dishonoured at 
B’s Bankers on presentation, the charges for noting and expenses being 5s. B pays 
A cash £4,000 on account on 5th July, and accepts three bills for the balance 
then due, together with interest at 5 per cent per annum, of equal amounts, 
payable at two, four, and six months respectively. Show these transactions in 
A’s Ledger. (Chartered Accountants.) 

25. Messrs. Dodger & Co., Colliery Proprietors, Burnley, sold to Messrs. Ibbetson 
& Co., of London, in wagons at Burnley, 120 tons of best House Coal, at s. • 
per ton, with a charge of 9d. per ton for wagon hire. The terms were cas , u 
Ibbetson, not finding it convenient to pay cash down, agreed to accept o gcr s 
draft at 3 months, dated 1st March, for the amount of invoice, P* us P c £ S. en 
commission and 5 per cent discount. The draft was duly acceptc , ut, e or 
its maturity, Ibbetson, not having sold the coal, arranged to have t c ra wi 
drawn, to pay in cash £20 on the 1st June, and to accept a draft at mon s 
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the balance, plus commission and discount at the rate charged on the former draft. 
This was duly carried out, the £20 was paid, and the fresh draft met at its maturity 
on the 4th August. 

Prepare the Day Book, Journal, and Cash Book entries, giving effect to the 
transaction, and post to a Ledger Account as representing Messrs. Dodger & Co. 

[London Chamber of Commerce.) 

J 

26. A. F. Walters and J. B. Smith are in partnership as pipe manufacturers; 
they also rent and work a retail shop. Profits or losses are shared as follows: 
A. F. Walters two-thirds, J. B. Smith, one-third. The shop manager sends in 
weekly returns of all transactions, and these returns are duly incorporated in the 
books of the head office. You are required to prepare a Trading and Profit and 
Loss Account for the year ended 28th February, and a Balance Sheet as on that 
date; a separate Trading Account is also required showing the working results 
of the shop. 


The following is a list of the Ledger Balances as extracted by the head clerk of 


the firm as on 28th February— 

r 

A. F. Walters, Capital A/c 

6,200 

J. B. Smith „ 

3,500 

Plant and Machinery . 

3,280 

Fixtures and Fittings (factory) 

620 

Purchases .... 

11,780 

Sales (factory) 

19,353 

,, (shop) ... 

7,538 

Manufacturing Wages . 

6,433 

,, Expenses 

891 

Rent, Rates, Taxes, Light, and 

Insurance (factory) . 

360 

(shop) 

423 

Stock on hand, 1st March 

(factory) 

3,828 

» „ » (shop) 

747 

Cash Purchases (shop) . 

62 

Sundry Creditors . 

2,428 

Travellers’ Commission (fac- 

tory) .... 

152 

Office Salaries (factory). 

280 


£ 

Office Expenses, Postage, etc. 

(factory) .... 395 

Law Expenses and Audit Fee 

(factory) . . . . 41 

Bad Debts written off (factory) 8 

Discount, Cr. Balance (factory) 282 

Provision for Bad Debts as on 

1st March .... 74 

Sundry Debtors . . . 2,520 

Furniture, Fixtures, and Fit¬ 
tings (shop) . . . 980 

Bills Receivable . . . 2,000 

„ Payable ... 78 

Salaries of Manager and Assis¬ 
tant at shop . . . 266 

A. F. Walters (Drawings A/c). 1,212 

J. B. Smith ,, 606 

Cash at Bank . . .2,512 

„ in hand (factory) . . 7 

„ ,, (shop) . . 50 


Before preparing the annual accounts, the following adjustments are necessary— 
Interest is to be credited upon the Capital Accounts at 5 per cent. 

Provide for: Rent, Rates, etc., Account (factory) for rent accrued due 28th 
Feb., £78; Rent, Rates, etc., Account (shop) two months’ rent due to 28th 
Feb. (the annual rent of the shop is £360); Audit fee, £36. 

The Manager of the shop is entitled, under his agreement, to a commission 
of 2 per cent on the gross profit realized by the shop. 

Plant and machinery are to be depreciated at 10 per cent. Fixtures and 
fittings are to be depreciated at 5 per cent. 

Provision for Bad and Doubtful Debts is to be made at 2\ per cent. 

The stock on hand as on 28th Feb. was valued as follows— 


Factory.£3,105 

Shop.470 

The goods supplied by the factory to the shop during the year were priced out 
at £4,199 cost price. [London Chamber of Commerce .) 
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27. On 31st December, Messrs. Arthur Wilson and John Bookman are in partner¬ 
ship as Cigarette Merchants, profits divided equally. Before the net profit can 
be ascertained the following adjustments must be made, which adjustments may 
be made through the Profit and Loss Account and the Balance Sheet; separate 
Ledger Accounts need not be introduced. 

1. Interest on Partner’s Capital at 5 per cent from 1st July. 

2. Charge to the period the correct proportion of the prepaid Insurance 

Premium. 

3. Write off half of J. Macmillan’s Dishonoured Bill. 

4. Create a Provision of 5 per cent on Sundry Debtors. 


£ 

A. Wilson (Capital A/c) . 7,250 

John Bookman (Capital A/c) . 4,685 

Arthur Wilson (Drawings A/c, 

including Interest) . . 640 

John Bookman (Drawings A c, 

including Interest) . . 410 

Wages, Manutactunng . . 4,097 

Returns Inwards . . . 278 

Purchases (including Govern¬ 
ment Duty) . . • 25,659 

Sales .... 35,643 

Commission . . Cr. 564 

Rent, Rates, and Taxes . 562 

Stock .... 8,968 

Salaries and Wages . . 1,100 

Travelling Expenses . . 130 

Expenses of Licences . . 58 


£ 

Bills Receivable . . . 950 

Plant and Machinery . . 2,880 

Sundry Debtors (including 
John Macmillan, for dis¬ 
honoured Bill, £100) . 6,200 

Loan A/c . . . Cr. 2,000 

Insurance, etc. (including Pre¬ 
mium of £30 per annum 
paid to end of March next). 40 

Cash ..... 53 

Bank ..... 1,897 

Repairs and Renewals . . 337 

Interest and Discount . Dr. 587 

Bad Debts .... 362 

Sundry Creditors . . . 5,963 

Fixtures and Fittings . . 897 


The Stock on hand at the end of the year is £12,896. 

Make out in proper form Trading, Profit and Loss Account, and Balance 
Sheet. 


28. The Stanley Main Coal Company entered into a contract with Messrs. 
Ricksmith, Pigg & Co., to supply 1,000 tons coal monthly, for a period of 1- 
months, at 7s. fid. per ton, with 9d. per ton for wagon hire, and 2s. 6d. per ton 
carriage, with an allowance by the vendors of 6d. per ton for screening; payment 
to be made each month by the firm’s acceptance at 2 months on receipt of invoice. 
Make the necessary entries in the subsidiary books of the Coal Company for t e 
first three months’ delivery, and post the same to the respective Ledger Accounts. 

(London Chamber oj Commerce.) 

29. On 3rd January Q_ purchased from P goods to the value of £600 and settled 
the account by means of three Bills of Exchange for £200 each due respective yin 
two, three, and four months. A week later P discounted the first of the three wi 

his bank, receiving £199 5s. 8d.; the others he held. 

The first two bills were paid at maturity. The third Q was unable to mee > 
and it was retired by arrangement, Q, paying £50 in cash and giving^ a res 
bill for three months to cover the balance with interest at the rate oi o per ccn 


per annum. 

P discounted this on 10th May for £150 5s. 9d. 

Set out the entries recording the above in P’s Ledger, 
required.) 


(The Cash Book is not 

(/?.5M.) 


30. On 1st January the A Company, Ltd., acquired a fifty y“^l«se of its 
business premises, paying therefor £10,000. It was decided to provi P 

tion by setting aside £90 per annum as a Sinking Fund, and on 31st Dec., th 
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amounts so set aside had (with interest) accumulated to £2,400. On 31 st December, 
20 years later, the Directors obtained from an insurance company a policy 
assuring them the payment of £10,000 at the end of thirty years, in consideration 
of an annual premium of £220, the first premium being paid upon that date; 
and having thus provided for the redemption of Capital they gave instructions 
that the £2,400 accumulated during the past twenty years should be stated in the 
Balance Sheet dated 31st December, as “Reserve Fund.” 

Do you consider this treatment correct? Give reasons for your answer. 

(Chartered Institute of Secretaries.) 


CHAPTER VII 


CONSIGNMENTS, JOINT VENTURES, VOYAGE 

ACCOUNTS 

CONSIGNMENTS OUTWARDS 

Definition. An Outward Consignment is the dispatch of a quantity 
of goods from one place to another, usually to some country or place 
abroad, for the purpose of sale by an agent on commission. 

Consignor. A consignor is a person who forwards the goods 
for sale. 

Consignee. A consignee is the person to whom the goods are 
forwarded for sale. 

Commission. This is a term used to denote the remuneration 
of the consignee for selling the goods. 

Differences between a Consignment and a Sale. There are 
two principal differences between a Consignment and a Sale. When 
goods are sold to a person, the property in them passes to that 
person; when goods are consigned to a person the legal ownership 
of the goods remains in the consignor. Hence, the person to whom 
goods are sold is a debtor ; but the person to whom goods are con¬ 
signed is merely an agent. Again, a consignment is returnable if 
it cannot be marketed; but goods sold are not returnable, except 
for some special reason, such as on account of damage or being of 
the wrong kind. 

Difference between a Consignment and Goods on Sale or 
Return. In the case of a consignment the person to whom the 
goods are sent is an agent of the sender; but in the latter case, the 
person to whom the. goods are sent is merely an optional purchaser. 

Special Consignment Books and Marks. When consign¬ 
ments are very numerous, a special “Consignment Day Book and 
a separate “Consignment Ledger” are generally kept.^ The total 
of the Consignment Day Book is credited monthly to a “Goods on 
Consignment Account” in the General Ledger. In examination 
work a Journal entry is usually sufficient. Consignments are dis¬ 
tinguished by the name of the consignee, or by the name of the 
place to which the goods have been consigned, or by a special letter 
or number, or by both; for example, “Consignment to A. Smithy> 
or “Consignment to Calcutta,” or “Consignment No. Ad 46. 

Pro Forma Invoice. When goods are consigned, a. pro forma 
invoice is forwarded with them giving particulars as to the nature 
of the goods, number, and/or quantity, weight, measurement, prices, 
marking, packing, etc. The goods are dealt with in the consignor s 
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books usually at cost price, but the invoice to the consignee is 
usually made out at a higher figure. If the consignment has been 
entered up in the consignor’s books at figures in excess of cost 
(which would be irregular) credit will have been taken for profit 
before it has been realized. If, at balancing time, the consignment 
is still unsold, such profit must, of course, be transferred to a “ Con¬ 
signment Suspense Account.” 

Expenses on Consignment. In consigning goods abroad 
certain expenses will be incurred, namely, carriage or cartage to the 
dock, dock dues, freight, marine insurance, etc. All these expenses 
must be charged direct to the Consignment Account, from the Cash 
Book, if paid, but, if unpaid, by means of Journal entry, thus— 


Consignment A/c Dr. 

To Railway Executive (Carriage) Cr. 

„ Shipping Company (Freight) Cr. 

„ Insurance Company (Insurance) Cr. 

„ Dock Company (Dock Dues) Cr. 


When the goods reach their destination there will be further 
disbursements, namely, dock dues, unloading and cartage, fire 
insurance, warehouse or storage rent, auction room expenses, 
brokers’ fees, etc. These expenses will be defrayed by the consignee, 
and debited in his books to the personal account of the consignor. 
When settling with the consignor, the consignee will deduct all 
these charges, and also his selling commission on the gross amount of 
the sales, and remit only the balance, less, of course, any advance 
or previous payment on account. 

Advance on Consignment. In some cases, it is usual for the 
consignee to remit a certain sum of money as an advance against 
the consignment. This is not a part payment, but merely an advance 
by way of security for the large amount of goods forwarded to the 
consignee. An advance should not be put to the credit of the 
Consignment Account, as it is not part of the proceeds of it. It 
should be posted to the credit of the consignee’s personal account. 
It thus figures in the books as a liability. This is the correct posi¬ 
tion, for if the consignee does not sell the goods, the money will 
have to be repaid to him. On the Balance Sheet, the advance is 
shown sometimes as a liability, and sometimes as a deduction from 
the consignment on the assets side, the reason for the latter being 
that, in the event of the consignee selling the goods, the advance 
will count as part payment. 

Bills Drawn against Consignments. In some cases it is usual 
for the consignor to draw a bill on the consignee for a large portion 
of the value of the consignment, and to discount or sell such bill, 
so that he may not be prevented from having the use of the money 
until such time as the goods are actually sold and paid for. The 
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bill is known as a documentary bill, and the procedure in con¬ 
nexion therewith has been fully explained under Foreign Bills in 
Chapter VI. The discount or exchange charged by the bankers 
for cashing the bill may be dealt with in two different ways. If 
regarded as an ordinary financial expense, it is charged to Profit 
and Loss Account; if looked upon as a special expense in connexion 
with the consignment, it is debited to the particular Consignment 
Account. 

Del Credere Commission. To prevent any losses by Bad 
Debts falling upon the consignor, the latter sometimes arranges to 
pay the agent an extra commission, called a del credere (del 
kred'-er-e) commission. In return for this, the agent guarantees 
the proceeds of the consignment after the goods are sold, that is 
to say, the agent will pay the consignor whether he himself receives 
payment or not. 

Account Sales. This is a document showing the gross and net 
proceeds of the consignment sold by the consignee for the account 
of the consignor, and detailing the various expenses and charges 
in connexion therewith. The following is an example— 


Account Sales of 30 cases of Fancy Goods ex s.s. Stormy 
Petrel , sold by Trumper & Co., of Wellington, New Zealand, 
for the account and risk of Messrs. Williams & Sons, London. 


W. & S.L. 


1-15 

W. & S.L. 



15 cases of Fancy Goods 


15 cases 


Less Charges and Expenses 

Cartage 

Storage 

Insurance 

Commission 5%, £405 


Less Advance 


£ s. 
4 10 
6 15 
8 10 
20 5 


E. & O.E. 

Sight Draft for £165 herewith. 
Trumper & Co., 
Wellington. 


180 


225 
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In some cases, the consignee pays the outward freight and insur¬ 
ance, and these two items also then appear on the Account Sales. 
On receipt of the latter document, the consignor will make a Journal 
entry in his books debiting the consignee (who has now become 
his debtor) and crediting the Consignment Account with the net 
proceeds. The procedure detailed in 4 (a) and 4 (b) on the next 
page is alternative to the above, but gives the same result. 

Account Sales in Currency. Where the Account Sales is 
rendered in currency, it will require to be converted into sterling 
before the figures can be dealt with. The rate for conversion will 
be the rate ruling on the day when the Account Sales is received. 
Should, however, payment be made at a later date, and a different 
rate be current when the money is actually received, a Journal 
entry must be made transferring any profit or loss on exchange 
either to a “Difference in Exchange Account,” or, if preferred, back 
to the Consignment Account, both methods being in vogue. 

Balancing the Consignment Account. When the goods have 
been fully sold and the Account Sales duly entered up, the Consign¬ 
ment Account is balanced and the balance transferred to Profit and 
Loss Account, a debit balance denoting a loss and a credit balance 
representing a gain. When the goods are only partly sold, then the 
unsold stock, plus a proportionate amount of the freight, insurance, 
and other non-recurring charges, must be credited and carried 
forward in the Consignment Account in order to find the profit or 
loss on the part actually sold. The commission is a recurring charge 
and must not, therefore, be so apportioned. This unsold stock, plus 
charges, will be shown as an asset on the Balance Sheet. If the 
consignment expenses were not apportioned, the freight and 
insurance of the whole of the goods would be charged against the 
sale of part of them. If, at balancing time, no part of the consign¬ 
ment is sold, then the amount of the Consignment Account, 
i.e. cost of the goods plus expenses, will be shown on the Balance 
Sheet as an asset under the heading of “Goods ” or “Stock 
on Consignment.” 

Note. Great care must be taken to see that the remaining goods 
are still worth the cost price. It by no means follows that if half 
of a consignment of £500 (£250) has been sold for £400 that 
there is a profit of £150. It may be that the consignment was a 
pure speculation and that the remaining goods will almost have 
to be given away 

Account Current between Consignor and Consignee. 

Sometimes, interest is brought into account with respect to the 
transactions connected with the consignment, thus introducing an 
Account Current between the two parties. The consignee will 
charge interest on the various sums of money paid out, on advances 
and on remittances on account, and will likewise allow interest on 
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the proceeds of the consignment, the interest running in each case 
up to the final date of settlement. 

Formula for Consignment Outwards— 

1. Debit Consignment Account, and credit a Goods on Consign¬ 
ment Account, with the cost price of the goods by means of 
Journal entry. 

2. Debit Consignment Account with the freight, insurance, and 
other charges paid or payable by the consignor, and credit Cash, if 
paid, or a personal account if unpaid. 

3. Debit Cash or Bills Receivable Account with the amount of 
any advance received, and credit personal account of consignee. 

4. When the Account Sales is received— 

(a) Debit the consignee’s personal account and credit Con¬ 
signment Account with the gross proceeds. 

(b) Debit Consignment Account and credit consignee’s personal 

account with the latter’s expenses and commission. 

5. Balance the Consignment Account and transfer the balance 
to Profit and Loss Account. Any stock unsold must be credited 
before balancing and brought down to the debit side. 

6. Debit Cash or Bills Receivable Account with any cash or bill 
received in settlement, and credit consignee. 

7. Close Goods on Consignment Account by transfer to Trading 
Account. 

Example. Consigned goods value £825 to R. Lake, of Mel¬ 
bourne. Paid freight, etc., £65 and insurance, £40. Drew on 
R. Lake at 3 m/d for £300 as an advance against consignment, and 
discounted the bill for £296. Received Account Sales from R. Lake 
showing that part of the goods had realized gross £835, and that 
his expenses and commission amounted to £87. The stock unsold 
was valued at cost price, at £275. Received draft at two months 
from R. Lake for amount due. Make the necessary entries in the 
Consignor’s Journal, Cash Book, Ledger, etc., to record the 
above transactions. 


JOURNAL 

Dr. 

Cr. 


Consignment A/c ..... 

To Goods on Consignment 

Value of goods forwarded to R. Lake, of 
Melbourne. 

£ 

825 

£ 

825 


R. Lake . 

To Consignment A/c .... 

Gross proceeds as per Account Sales. 

835 

835 


Consignment A/c . 

To R. Lake ...... 

Expenses and commission as per Account 
Sales. 

87 

87 


Dr. 
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£ 


£ 

To Bills Receivable 

3u0 

By Consignment A/c— 




Freight 

65 



Insurance . 

40 



Discount on Bill . 

4 


BILLS RECEIVABLE BOOK 


Date 

No. of 
Bill 

From Whom 
Received 

Led.: 

fol. 

Discount 

Amount 
of Bill 

Date of 
Bill 

Term 

i 

Due 

Date 



R. Lake 

R. Lake 



£ 

3u0 

448 


3 mos. 

2 mos. 



LEDGER 

Dr. CONSIGNMENT TO R. LAKE, MELBOURNE Cr. 



£ 



£ 

To Goods .... 

825 


By R. Lake 

835 

„ Cash (freight) 

65 


„ Stock . . £275 \ 


„ „ (insurance) 

40 


„ Expenses / , 

275 „J c / d 

310 

,, „ (discount on bill) . 

„ R. Lake (expenses and 

4 


— of £10= = 3=) 


commission) 

87 



„ Profit and Loss A/c (profit) 

124 





EsEa 



CLW5 

To Balance b/d . 

310 





Dr. GOODS ON CONSIGNMENT Cr. 



£ 



£ 

To Trading A/c 

825 


By Consignment A/c . ( 

825 


Dr. R. LAKE Cr. 



£ 



£ 

To Consignment A/c. 

835 


By Bills Receivable . 

300 




„ Consignment A/c . 

87 




„ Bills Receivable . 

448 


£835 



£835 
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Dr. TRADING ACCOUNT Cr. 






By Sales . 

„ Goods on Consign¬ 
ment 

£ 

825 

Dr. 

PROFIT AND LOSS ACCOUNT 

Cr. 





By Trading A/c (gross 
profit) 

„ Consignment A/c 
(net profit) 

£ 

124 


In the illustration just given the stock has been entered at the 
figure given in the example and the amount of the expenses to be 
carried forward calculated on the basis of the proportion of the 
closing stock stated to the total value of the goods consigned. As 
an alternative to this the quantity of goods shipped and remaining 
unsold is given, or possibly, in examination questions, the amount 
or number of units unsold is not stated. When this is so, a memor¬ 
andum column must be included in the Consignment Account, so 
that it can be seen at a glance how many units have not been sold 
in order to calculate the stock and expenses to carry forward. 

A further problem arises when the question introduces the loss 
or damage of stock. 

If the loss is not insured against, it should be dealt with by 
crediting Consignment Account and debiting Loss of Goods on 
Consignment Account. If this is not done, the final effect on the 
Profit and Loss Account must be the same, but the Consignment 
Account will give an inaccurate result especially for comparison 
purposes. 

Where the loss or damage is covered by insurance the amount 
will be credited to Consignment Account and debited to Insurance 
Account. In cases of this kind care must be exercised in getting 
the correct proportion of the expenses to be carried forward when 
there is still some stock on hand. 

The value of the closing stock is made up of two parts as follows 

1. A proportion of the value of the whole consignment, as in the 
previous example, plus expenses incurred on all the goods. 

2. A proportion of the expenses applicable after the loss. 

The first will be arrived at on the basis of the remaining goods 
divided by the total consigned, and the second on the basis of the 
remainder divided by the total goods actually saved and saleable. 
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This means that the non-recurring expenses will have to be 
apportioned. 


QUESTIONS 

1. What is meant by an Outwards Consignment? 

2. Explain the following terms: Consignor, consignee, commission. 

3. What is the difference between a Consignment and a Sale of Goods? 

4. What is the difference between a Consignment and Goods on Sale or Return ? 

5. How are consignments distinguished when they are very numerous ? 

6. Explain the use of a pro forma invoice in connexion with consignments. 

7. What are the usual expenses in connexion with a Consignment Outwards, 
and how are they treated (a) when paid, ( b ) when not paid? 

8. What is meant by an Advance on Consignment, and how should it be treated 
in the books? 

9. Explain the terms, “bills drawn against consignments,” “del credere 
commission.” 

10. What is an Account Sales, and what entries are necessary in the books when 
one is received? What further steps will be necessary if the Account Sales is 
rendered in currency? 

11. How and when is a Consignment Account balanced, and when does it 
appear on the Balance Sheet? 


CONSIGNMENTS INWARDS 

Definition. An Inwards Consignment is the receipt of a quantity 
of goods by a person in this country from a person in some country 
or place abroad, for the purpose of sale. In fact, an Inwards Con¬ 
signment is simply the reverse of the Outwards Consignment, that 
is, as it appears in the books of the consignee. 

Difference between an Inwards Consignment and a 
Purchase. When we buy goods from a person, the property in the 
goods passes to us; but when we receive a consignment, the owner¬ 
ship of the goods does not pass to us, but remains vested in the 
consignor. In the first case, the person is our creditor , and we are 
his debtor ; in the second case, he is the principal, and we are his 
agent, becoming the debtor only as the goods are sold. An inwards 
consignment is returnable if it cannot be sold; a purchase of 
goods is not. 

Difference between an Inwards Consignment and an 
Ordinary Sale of Goods on Commission. With an inwards 
consignment we receive actual possession of the goods, but in the 
other case we merely sell from samples. As regards the former, we 
therefore record the sale in our books, and open a Ledger Account 
for the person to whom it is sold. In the latter case, when a sale 
has been effected, we pass the order on to the principal, booking 
up only our expenses and commission. 

Advance on an Inwards Consignment. On receiving 
possession of the goods, we may forward the consignor a sum of 
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money, or allow him to draw on us, as an advance against the 
consignment. The advance will be debited to the personal account 
of the consignor, and will appear in our books as an asset, being an 
amount repayable to us in the event of our not being able to 
dispose of the goods. 

Two Methods of Dealing with an Inwards Consignment. 

The first method is to make no entry in the financial books when a 
consignment is received. Not having contracted a liability, we 
should not make our books appear as if we had. The receipt of the 
goods is, therefore, recorded merely in a memorandum “Consign¬ 
ment Inwards” or “Consignment Stock” Book. All expenses paid 
out in connexion with the goods, such as dock dues, customs duties, 
unloading, fire insurance, cartage, storage, warehouse rent, are 
debited to the personal account of the consignor. The sales of the 
goods, either for cash or on credit, are credited to the consignor’s 
account, which is also debited with any advance and with the 
commission for selling the goods. The balance of the account shows 
the final amount due to the consignor, which is settled either by a 
sight draft or a bill. It is from this account that the Account Sales 
is sometimes prepared. 

The second method is, on receipt of the goods, to open a Consign¬ 
ment Inwards Account and debit it with the invoice value of the 
goods, at the same time crediting the consignor’s account with a 
like amount. Inasmuch as the relationship of debtor and creditor 
does not as yet exist between the parties to the consignment, this 
procedure is undoubtedly a direct violation of principle; yet it is 
justified by some on the ground that it is felt necessary to have 
some record of the consignment in the financial books, a mere 
memorandum of it being deemed insufficient and unsatisfactory. 
The Consignment Inwards Account is debited with all expenses 
and with the selling commission, and credited with all sales of the 
goods. The balance of this account shows the profit made on 
the consignment, and is transferred to the personal account of 
the consignor. This latter account is debited with any advance, 
and is closed by being debited with the final draft or bill in 
full settlement. 

Formula for an Inwards Consignment (Principal Method) 

1. On receipt of the goods, no entry. 

2. On payment of the various expenses connected with the 

consignment, credit Cash, debit Consignor. 

3. On sending an advance, debit Consignor, credit Cash or Bill 

Payable as the case may be. 

4. On selling the goods pertaining to the consignment 

(a) .For cash, debit Cash, credit Consignor. 
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( b ) On credit, debit Person to whom goods sold, credit Consignor, 

by means of Journal entry. 

5. Debit Consignor, credit Commission Account with the amount 
of the commission due, by means of Journal entry. 

6. Close Consignor’s Account by debiting it with the final bill or 
draft in settlement. 

formula for an Inwards Consignment 

(Alternative Method] 

1. On receipt of the goods, debit Consignment Inwards Account, 
credit Consignor, by means of Journal entry. 

2. On payment of the various expenses connected with the 
consignment, credit Cash, debit Consignment Inwards Account. 

3. On sending an advance, debit Consignor, credit Cash or Bill 
Payable as the case may be. 

4. On selling the goods pertaining to the consignment— 

(a) For cash, debit Cash, credit Consignment Inwards Account. 

(b) On credit, debit Person to whom goods sold, credit Consign¬ 
ment Inwards Account, by means of Journal entry. 

5. Debit Consignment Inwards Account with the selling com¬ 
mission as arranged, credit Commission Account, by means of 
Journal entry. 

6. Balance the Consignment Inwards Account, and transfer 
balance to Consignor’s personal account. Any unsold stock must 
be entered on the credit side, and brought down as a debit balance 
after ruling off the account. 

7. Close Consignor’s Account by debiting it with the final bill or 
draft in settlement. The value of any unsold stock must be entered 
on the debit side, and brought down as a credit balance after ruling 
off the account. 

Note. One great objection to this alternative method is that the 
full amount to the credit of the consignor might get paid to him 
though the goods were not realized. 

Example. Received Consignment of Goods from J. Rowell 
valued at £760. Terms: Agent’s Commission, 5 per cent on all 
Sales; Del credere Commission, 2\ per cent on credit transactions. 
Paid Customs Duties, £23 14s. 9d.; Landing Charges and Carriage, 
£8 14s. 9d.; Fire Insurance, £9 10s. Sent J. Rowell an Advance of 
£225. Sold part of Rowell’s consignment to H. Thompson for 
£420, part for Cash £475, and took part value £200 into stock 
for our own use. Paid Brokerage, 1* per cent, £12. Sent J. Rowell 
an Account Sales, and sight draft for balance due. The stock 
remaining unsold was valued at £200. Make the necessary sub¬ 
sidiary book entries, and show the Ledger Accounts. 
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i. Principal Method— 

JOURNAL Dr. Cr. 



£ s. d. 

£ s. d. 

H. Thompson ..... 

420 - - 


To J. Rowell . 

Sale of part of the Inwards Consignment. 


420 - - 

J. Rowell ...... 

65 5 - 


To Commission ..... 
5% Agent’s Commission, £1,095 
= £54 15s. 

2£% del credere Commission, £420 
= £10 10s. 


65 5 - 


PURCHASES BOOK 




£ s. d. 

£ L d ' 


J. Rowell ...... 




Goods from Consignment 




Dr. CASH BOOK Cr. 



£ i. d. 


£ d. 

ToJ. Rowell . 

475 - - 

ByJ. Rowell— 




Customs Duties 

23 14 9 



Landing Charges, 




etc. . 

8 14 9 



Fire Insurance 

9 10 - 



„ J. Rowell (advance) . 

225 - - 



„ „ (brokerage) 

12 - - 



» >» • 

7o0 15 6 


Dr. 


LEDGER 

J. ROWELL 



To Cash— 

£ s. d. 


„ Customs Duties . 

23 14 9 


,, Landing Charges 

8 14 9 


„ Fire Insurance 

9 10 - 


„ Cash (Advance) 

225 - - 


„ ,, (Brokerage) 

12 - - 


„ Commission . 

65 5 — 


„ Cash . 

750 15 6 

£1,095 - - 


By Cash . 
Purchases 
H. Thompson 


n 

»» 


Cr. 


£ *• d - 
475 - - 
200 - - 
420 - - 


£\,095 - - 
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2. Alternative Method— 


JOURNAL 

Dr. 

Cr. 


Consignment Inwards A/c 

ToJ. Rowell . 

Receipt of goods on consignment. 

£ s. d. 
760 - - 

£ j. d. 

760 - - 


H. Thompson ..... 

To Consignment Inwards A/c 

Sale of part of the consignment. 

420 - - 

420 - - 


Consignment Inwards A/c 

To Commission ..... 
5% Agent’s Commission, £1,095 
= £54 15s. 

2i% del credere Commission, £420 
= £10 10s. 

65 5 - 

65 5 - 


Dr. CASH BOOK Cr. 



£ i. d. 


£ d. 

To Consignment Inwards 


By Consignment Inwards 


A/ c • • 

475 - - 

A/c— 




Customs Duties 

23 14 9 

• 


Landing & Carriage 

8 14 9 



Fire Insurance 

9 10 - 



„ J. Rowell . 

225 - - 



„ Consignment Inwards 




A/c— 




Brokerage 

12 - - 



„ J. Rowell . 

750 15 6 


LEDGER 
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£ s. d. 

To J. Rowell 

760 - - 

,, Cash (Customs Du¬ 


ties) 

23 14 9 

„ „ (Landing and 


Cartage) 

8 14 9 

„ „ (Fire Insur¬ 


ance) 

9 10 - 

„ Commission . 

65 5 - 

„ Cash (Brokerage) . 

12 - - 

,, Balance transferred 


to J. Rowell’s A/c 

415 15 6 


£1,295 - - 

To Balance b/d . 

200 - _ 


By Cash . 

£ s. d. 

475 - - 

„ Purchases 

200 - - 

,, H. Thompson 

420 - - 

„ Stock unsold c/d . 

200 - - 


£1,295 - _ 



228 ADVANCED ACCOUNTS 


Dr. J. ROWELL Cr. 



£ d. 



£ s. d. 

To Cash . 

225 - - 


By Consignment In¬ 


If >9 

750 15 6 


wards A/c . 

760 - - 

„ Balance (Stock) c/d 

200 - - 


„ Transfer from Con¬ 





signment Inwards 





A/c . 

415 15 6 


£1,175 15 6 



£1,175 15 6 




By Balance b/d . . 

200 - - 


The £200 worth taken into stock for own use could either be 
journalized or entered in the Purchases Book as before, except 
that the amount would be credited to the Consignment Inwards 
Account, and not to J. Rowell’s Account. 


QUESTIONS 

1. Define a Consignment Inwards. How docs it difTer from a Consignment 
Outwards? 

2. Explain the difference between a Consignment Inwards and (a) a Purchase 
of goods, ( b) an ordinary Sale of Goods on commission. 

3. What two methods are there of treating an Inwards Consignment? Outline 
them briefly. 

4. Supposing part of an Inwards Consignment is taken by the consignee for 
his own use, how should it be dealt with in his books? 

5. How does the consignee recoup himself for his expenses connected with the 
consignment, and how does he obtain his commission ? 

6. When a consignee renders an Account Sales, what entries will be necessary 
in his books ? How is an Advance on Consignment treated in his books ? 


JOINT VENTURES 

Definition. A Joint Venture is a partnership without the use 
of a firm name, limited to a particular speculation in which the two 
or more persons concerned agree to contribute certain specified 
amounts of capital and to share profits or losses in the same manner 
or in any other equitable proportion. 

Nature of Joint Ventures. A Joint Venture may consist of a 
joint consignment of goods, an underwriting transaction, a specula¬ 
tion in shares, or any similar form of enterprise. 

Advantages of a Joint Venture. One party may be able to 
buy at much lower prices and on far better terms than others. 
Another party may be in a position to sell at exceptionally goo 
prices. A third party, who may not be favourably circumstance 
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for either buying or selling, may, however, have special financial 
resources. Thus, the combined services of the parties in a common 
venture may make it a highly remunerative one. 

The Methods of Procedure. It is usual for one of the parties 
to be appointed to manage the joint venture, that is, to do all the 
buying and selling and to look after it. For these services he obtains 
an extra remuneration by being allowed to charge against the Joint 
Account a commission of so much per cent on the amount of 
the sales, and, in some cases, on the amount of the purchases, 
sales, and expenses. Under these circumstances a Joint Account 
is opened and debited with the cost of the goods. Each of the other 
parties then remits his proportion of the cost, which is placed to the 
credit of their personal accounts, as this amount is payable back 
iagain to them plus their share of profit, or less their share of loss, 
as the case may be. The Joint Account is also debited with all 
expenses, charges, and commission; it is likewise credited with all 
sales whether for cash or on credit. The balance of the account 
then represents profit or loss to be shared in the agreed propor¬ 
tions. When the goods have been sold and paid for, then a remit¬ 
tance to each of the parties for the amount due to him will close 
the speculation. 

In other cases, each of the parties concerned opens in his books 
merely an account for the Joint Venture, to record such of the trans¬ 
actions as he is directly concerned with. A general statement, 
prepared from information supplied by the parties, is rendered 
showing the profit on the joint speculation. Each party then debits 
the Joint Account and credits his Profit and Loss Account with his 
portion of such profit. There will then remain in one party’s books 
a debit balance, and in the other party’s books a credit balance, 
of the same amount. Payment of this balance by one party to the 
other will finally close the venture. 

Sometimes, a separate joint banking account is opened, and a 
separate set of books kept for the venture. The transactions are 
then recorded like ordinary partnership transactions; and, in such 
cases, interest on capital is generally charged, particularly when 
the parties interested have advanced unequal amounts. 

Example i. Bought Goods from Martin & Son, £720, and 
took from stock Goods value £220, for a joint speculation with 
S. Singleton, profits divisible equally. Received S. Singleton’s 
share of speculation. Paid Charges and Expenses, £71. Sold Joint 
Account goods for Gash, £1,220. Sent sight draft to Martin & Son. 
Charged as manager, 5 per cent Commission on sales. Rendered 
statement to Singleton with cheque for the amount due to him. 
Write up the subsidiary books and show the Ledger Accounts. 
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JOURNAL 

Dr. 

Cr. 


Joint A/c. 

To Martin & Son ..... 
For goods bought for a joint speculation with 
S. Singleton. 

£ 

720 

£ 

720 


Joint A/c ....... 

To Goods on Joint A/c . . . . 

For goods taken from stock for a joint specu¬ 
lation with S. Singleton. 

220 

220 


Joint A/c ....... 

To Commission ..... 

5% on sale of goods, £1,220, for the joint 
speculation with S. Singleton. 

61 

61 


Dr. CASH BOOK Cr. 



£ 


£ 

To S. Singleton . 

470 

By Joint A/c 

71 

„ Joint A/c 

1,220 

,, Martin & Son 

720 



„ S. Singleton . 

544 


LEDGER 

Dr. MARTIN & SON Cr. 




£ 



£ 


To Cash . 

720 


By Joint A/c 

720 


Dr. 


JOINT ACCOUNT 


Cr. 



£ 



To Martin & Son 

720 


By Cash . • 

„ Goods on Joint A/c 

220 


w 

„ Cash (Expenses) . 

71 



„ Commission • 

61 



„ Balance (profit)— 




S. Singleton £ 

74 



Profit and Loss J 

74 




£1,220 




£ 

1,220 


£1,220 
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Dr. S. SINGLETON Cr. 



To Cash . 

£ 

544 


By Cash . 

„ Joint A/c (£ profit) 

£ 

470 

74 



£544 



£544 

Dr. 

GOODS ON JOINT ACCOUNT 

Cr. 


To Trading A/c 

£ 

220 


By Joint A/c . . j 

£ 

220 

Dr. 


COMMISSION 

Cr. 


To Profit and Loss 

£ 

61 


By Joint A/c 

£ 

61 

Dr. 

TRADING ACCOUNT 

Cr. 





By Goods on Joint A/c 

£ 

220 

Dr. 

PROFIT AND LOSS ACCOUNT 

Cr. 





By Joint A/c 
„ Commission 

£ 

74 

61 


Example 2 . On 1st Feb., L. Wilson bought Goods value £620 
and consigned them to D. Bowden as a joint speculation, profits 
being divisible equally. On the same date he paid Carriage and 
Freight, £37 10s. 6d.; Insurance, £13 13s., and drew on Bowden 
at two months for £310 on account, discounting the bill on 4th 
Feb., for £307 8s. 4d. On receipt of the Goods on 1st March, 
Bowden paid Dock Dues and Cartage, £16 8s. 4d., and Government 
Duty, Insurance, etc., £28 17s. 6d. On 31st July, Wilson received 
an Account Sales showing that on 30th June the Goods had realized 
gross £955 12s. 6d., and that Bowden’s disbursements made on the 
same date were Storage £25, Sundries, Brokerage, and Expenses of 
Sale, £62. Bowden also enclosed a sight draft for the amount due 
at 31st July. Prepare a general statement showing the result of the 
venture, and write up the accounts in Wilson’s and Bowden’s 
Ledgers respectively. Interest is to be brought into account at the 
rate of 5 per cent per annum, and may be calculated by months 
instead of days. 
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Example 3. B. Black and W. White were partners in the follow¬ 
ing scheme, Black to take five-ninths and White four-ninths of 
the profits. They agreed to guarantee the subscription at par of 
85,000 shares of £1 each in a company, and to pay all expenses 
up to allotment, in consideration of the company issuing to them 
11,500 other shares fully paid. Black provided cash for the follow¬ 
ing expenses: Registration and Fees, £114; Advertising, £2,175; 
Printing, Stationery, and Prospectuses, £225. White supplied 
cash for remainder: Rent of Office, £40; Secretary, etc., £95; Petty 
Cash and Sundries, £25; Stamps, £78; Solicitor’s Charges, £240. 
Applications fell short of the 85,000 shares by 3,500 shares, and by 
arrangement White found the cash in full for that number on the 
Joint Account. The company handed Black and White the 11,500 
shares. Black and White then sold all their shares at 16s. 3d. each, 
less brokerage 3d. per share. White received the net proceeds of 
5,000 shares, and Black the net proceeds of the remainder. Make 
out the Joint Account, and also the separate accounts of the part¬ 
ners, showing their respective shares of the profit, and the amount 
due from one to the other in settlement. 



r 


JOINT VENTURE Cr. 



£ 



£ 

To Black— 



By Black— 

Registration and 



Proceeds of Sale 


Fees 

114 


of 10,000 Shares 


Advertising 

2,175 


@ 16s. net 

8,000 

Printing and 



„ White- 

Prospectuses 

225 


Proceeds of Sale 


„ White- 



of 5,000 Shares 


Rent of Office 

40 


@ 16s. net 

4,000 

Secretary, etc. 
Petty Cash and 

95 




Sundries . 

25 




Stamps 

Solicitor’s 

78 




Charges . 

240 




„ White—Cash for 





shares not taken 
up . 

3,500 




„ Balance (profit)— 





Black {,ths . 

3,060 




White $ths 

2,448 





£12,000 



£12,000 
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B. BLACK Cr. 



To Joint A/c— 

Proceeds of Sale 
of 10,000 Shares 
@ 16s. net 

£ 

8,000 


By Joint A/c— 

Registration and 
Fees 

Advertising 
Printing and 
Prospectuses 
„ Joint A/c— 
tjths of Profit 
„ Balance (due to 
W. White) c/d . 

£ 

114 

2,175 

225 

3,060 

2,426 



£8,000 



£8,000 


To Balance (due to 
White) b/d 

2,426 





Dr. 


To Joint A/c— 

Proceeds of Sale 
of 5,000 Shares 
@ 16s. net 
Balance (due from 
B. Black) c/d . 




W. WHITE 


4,000 

2,426 



By Joint A/c— 

Rent of Office 
Secretary, etc. 
Petty Cash and 
Sundries . 
Stamps 
Solicitor’s 
Charges . 

Joint A/c— 

Cash for Shares 
not taken up 
Joint A/c—$ths of 
Profit 




By Balance (due from 
B. Black) b/d . 


Cr. 


40 

95 

25 

78 

240 


3,500 

2,448 


£6,426 


2,426 


VOYAGE ACCOUNTS 

Definition. A Voyage Account is really a Revenue Account, or 
Profit and Loss Account, relating to the income earned, and the 
expenditure incurred, by a vessel during a particular voyage. 
Generally speaking, the voyages are numbered; and a separate 
account is kept of all expenses and charges pertaining to each 
voyage, and of the freight earned by each. 

Note. A Voyage includes both the outward and return journeys. 
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Property in British Ships. The property in a British ship is 
divided into sixty-four equal parts or shares, and may be held only 
by British Nationals. 

Example. The s.s. Queenie started on 1st April on a voyage from 
A to / and then to London. Freights were earned as follows: 
With timber to B , £2,946 10s. 8d.; with coal to C, £8,655 9s. 8d.; 
with sugar to D , £3,198 16s. 5d.; with cotton to E , £2,783 13s. lOd. 
The Queenie reached London on 31st October. The port charges 
and disbursements and sundry expenses were: At A, £856 3s. 6d.; 
at B outwards, £1,316 10s. 8d.; at C, £516 14s. 4d.; at Z), £638 
18s. 9d.; at C return, £61 10s. 6d.; at E , £10 15s. 7d.; at D return, 
£1,108 17s. 3d.; at F, £49 19s. 6d.; at G , £469 3s. lid.; at H f 
£306 16s. 6d.; at /, £56 11s. 4d.; at London, £786 10s. 5d. The 
managers' commission amounted to £1,234 5s. 6d. 

During the voyage the Wages amounted to £1,485 10s. 2d. and 
the Coal bill to £2,365 15s. 7d. The premiums for general insurance 
were at the rate of £2,520 per annum, and for leaving H late in the 
season an extra insurance of £372 10s. 5d. was charged. The 
insurance on freights, etc. was £326 19s. 3d. for the whole voyage. 

A balance of £225 10s. 4d. profit was brought forward from the 
previous voyage and a sum of £187 17s. 7d. (representing unused 
stores and provisions) is to be carried forward to the next voyage. 

Make up the Voyage Account, and show the amount of dividend 
received by the owners. 

VOYAGE ACCOUNT 


Dr . From 1st April to 31st October O. 


To Port Charges and Disburse¬ 

£ 

s. 

d. 

By Freights Earned— 


£ 

s. 

d. 

ments— 




Timber to B . 

• • 

2,946 

10 

8 

A 

856 

3 

6 

Coal to C 

• M 

8,655 

9 

8 

B outwards 

1,316 

10 

8 

Sugar to D . 

• • 

3,198 

16 

5 

C . 

516 

14 

4 

Cotton to E . 

• • 

2,783 

13 

10 

D . 

638 

18 

9 

„ Stock of Unused 

Stores, 



C return . 

61 

10 

6 

Provisions, etc. 

• • 

187 

17 

7 

E 

10 

15 

7 






D return . 

1,108 

17 

3 






F . 

49 

19 

6 






G . 

469 

3 

11 






H . 

306 

16 

6 






I . 

56 

11 

4 






London 

786 

10 

5 






»» Wages .... 

1,485 

10 

2 






»» Coal .... 

2,365 

15 

7 






» General Insurances 7 month 









_ Wi of £2.520) 

1,470 

— 

— 






ii Extra Insurance 

372 

10 

5 






„ Insurance on Freights, etc. 

326 

19 

3 






» Managers’ Commission 

1,234 

5 

6 






*• Profit on Voyage c/d 

4,338 

15 

— 







£17,772 

8 

2 



£17,772 

8 

2 

To Dividend to Owners, £71 




By Profit b/d . 


4 338 

1 s 


6s. 4d. per share . 

4,564 

5 

4 

„ Balance b/f . 

w • 

• • 

225 

1 sj 

10 

4 


£4,564 

5 

4 



£4,564 

5 

4 
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QUESTIONS 

1. Define a “Joint Venture.” What does it consist of? 

2. What advantages are there in a joint venture over a speculation on one’s 
own account? 

3. What methods of procedure are there in dealing with joint ventures from 
a book-keeping point of view? Outline briefly the most usual one. 

4. When goods are taken from one’s own stock for the purpose of a joint 
adventure with others, how should they be dealt with in the books? 

5. When different persons enter into a joint speculation, and each one takes 
some part in the transactions connected with it, how is the profit of the venture 
ascertained, and how is a final settlement between the parties effected? 

EXERCISE VII 

1. Richard Random and Sons shipped goods to Paul Gold, their agent at 
Capetown, on 1st September, and sent therewith a pro forma invoice for £578 
(goods £500, freight £60, and insurance £18). On 28th October, Paul Gold 
sent home an Account Sales, from which it appeared that a portion of the goods 
had realized £460; and, deducting expenses £10 and commission £25, he 
enclosed a draft at three months for the balance. The stock remaining unsold 
amounted, at invoice prices plus expenses, to £2S0. On 2nd November, he sent 
home another Account Sales, which showed that the balance of the consignment 
had realized £320; which, less £8 expenses and £10 commission he remitted 
by a three months’ draft. 

Show how the above transactions should appear in the books of Richard 
Random and Sons. (fl.S.A) 


2. What is an ‘‘Account Sales”? In what particulars (if any) does it differ 
from a “Consignment Account”? 

On 15th October, Delmaine Bros., London, shipped to Donnison & Sons, Port 
Elizabeth, 60 cases of mixed Sheffield goods. These goods were invoiced pro forma 
at £32 10s. per case. 

The London payments in connexion with this consignment were: Insurance, 
£10 12s.; freight, £54 12s.; sundry charges, £3 15s. 

The payments made by Donnison & Sons, in South Africa, were: Storage, 
£16 12s.; Landing charges, £6 10s.; Insurance, £2 1 Is. 

On 15th December, Donnison & Sons sold 30 cases of goods at £45 per case; 
on 17th December, 25 cases at £50 per case; and on 19th December, the balance 
of the consignment at £51 per case. All the above sales were effected for prompt 
cash. A commission is payable to Donnison & Sons of 2 per cent on all sales plus 
1£ per cent del credere commission. 

On 1st November, Delmaine Bros, drew a Bill on Donnison & Sons for £1,000. 
This draft was duly accepted. 

Prepare an “Account Sales” showing the result of the above consignment, 
and show how the transactions would appear in the books of Delmaine Bros. 

(London Chamber of Commerce.) 

3. J. Moss & Co., London, consign goods to the cost amount of £1,500 to their 
a gent, J- Solomon, Hong Kong, on which they pay freight, insurance, and charges 
£55, drawing on him at 90 days for £1,300. They discount the bill at Lloyds 
Bank, being charged £15 therefor. They receive Account Sales of the consignment 
for £1>729, leSs Agent’s Commission, etc., £71, and a draft on the Bank of Hong 
Kong for the balance. 

Record the above transactions in the books of J. Moss & Co. 

[London Chamber of Commerce.) 
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4. T. Tohm, of Norway, and F. Friedley, of England, engaged in a joint 
speculation in timber. On 15th January Tohm contributed £450 and Friedley 
£550, which amounts were paid into a joint banking account. The following 
were the transactions— 

Jan. 20. Bought cargo from A. Russphy, £724, less 5 per cent discount, and 

accepted his draft at 3 m/d for the net amount. 

„ 23. Paid expenses of loading, £36 15s. 6d. 

,, 31. Paid freight to London, £123 14s. 5d. 

Feb. 21. Sold Greener & Co. logs £179 12s. 3d., and received cash less 21 per 

cent discount. 

,, 26. Bought from A. Helfsky, for cash, cargo of timber, net, £1,027. 

Mar. 25. Paid Shipping charges and freight, £225 10s. 1 Id. 

,, 27. Sold F. Turner deals, net, £420, and received his acceptance at 2 m/d. 

April 15. Sold L. Loti timber bought from A. Russphy, £1,472 10s. 6d., and 

received his acceptance at 1 m/d. 

The speculation was closed, and the stock of timber valued at £356 taken 
over by Friedley at the agreed figure of £356 less 10 per cent. Adjust the accounts 
between the partners as at 31st May, allowing interest on capital at the rate of 
5 per cent per annum, and dividing profits or losses in proportion to capitals. 

5. On 1st July, P. Potter, a merchant trading in Edinburgh, consigned to- 
his New York agent, K. Kettlewell, 1,150 tons of Iron, invoiced pro forma at 
52s. 6d. per ton. He paid Freight and other charges amounting to £175 15s. 9d. 
On 1st September he received an Account Sales showing that 222 tons had been 
sold at $15, 300 tons at $14.50, 176 tons at $14.25, and the balance at $14.75. 
K. Kettlewell deducted his Commission of 3 per cent, and remitted a 60 days' 
draft in dollars for the balance due. Assume the average value of the dollar to 
be 4s. 2d., but that on the date of maturity of the bill the rate of exchange was 
4.87 dollars to the £ sterling. Record the above transactions in P. Potter’s books. 

6. On 1st May, B. Bailey had a capital of £3,000, consisting of Cash on 
“Current” A/c £2,250, and Goods £750. On 2nd May he bought goods, on joint 
venture with L. Phipps, to the value of £2,000; also transferring his goods for 
trading under the same venture. L. Phipps contributed £l,5(J0 toward the 
undertaking, and was to receive a proportional share of the result of the venture. 
By 31st July, B. Bailey had made a net realization on the sale of goods to the 
amount of £4,750. The expenses of purchase were 2 per cent of cost of goods 
bought, and the expenses of sale were 3 per cent of their “sale price.” Show 
the result of the venture as would be recorded in the books of B. Bailey. 

7. The s.s. Qiieenie made eight voyages with the following results— 

No. 1. Profit, £1,763 10s. 8d. No. 2. Profit, £1,942 16s. 7d. 

No.'3. „ £2,146 3s. lOd. No. 4. „ £3,730 14s. 4d. 

No. 5. Loss, £986 11s. lOd. No. 6. „ £5,018 18s. 8d. 

No. 7. Profit, £2,345 6s. 7d. No. 8. Loss, £554 5s. 6d. 

Make up the ship’s Net Revenue Account and state what dividend the owners 
will receive. 

8. From the following particulars draw up the Voyage Account of the s.s.. 
Petrelle . The voyage was from K to L, thence to M, JV, 6, and back to Liverpool. 

The port expenses were as follows— 

At K: Port Charges and Disbursements, £752 10s. lid. Cash to Captain 
£42. Advances to Crew, £68 13s. 4d. 

At L : Port Charges and Disbursements, £1,275 15s. 6d. Funeral Expenses* 
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and Hospital Fees of Crew, £47 2s. 5d. General Average Charges, £896 3s. 8d. 
Tobacco, £7 2s. 6d. 

At M: Cash to Captain, £110 2s. 7d. Port Charges and Disbursements, 
£375 19s. 9d. Claims on Cargo, £92 Is. lOd. Advances to Crew, £45. 

At JV: Port Charges and Disbursements, £37 15s. 4d. Cash to Captain. 
£25 14s. 4d. Sundry Stores, £11 3s. 9d. 

At 0: Port Charges and Disbursements, £298 18s. 8d. Advances to Crew, 
£25. Tobacco, £3 11s. 7d. 

Freights Earned: K to L> £4,128 17s. 3d.; L to Af, £2,063 10s. 5d M to 
JV, £3,856 11s. 2d.; N to 0, £3,198 10s. lOd. 

Shipping Fees Received, £7 2s. 6d. Sale of Old Stores, £25 2s. 9d. Outfit 
and Provisions, £795 15s. 5d. Wages, £1,946 6s. 8d. Forfeited Wages, £78 
10s. 4d. 

Insurance Premiums: On Freight and Disbursements, £1,956 12s. 2d. On 
Protection, Indemnity, and Club Calls. £156 13s. 9d. Extra Insurance at W, 
£15 15s. 

Commission: To Charterers, £786 17s. 3d. To Management, 2 per cent on 
gross freight. Brokerage, £72 5s. 6d. 

9. The s.s. Kathleen started on 1st February on a voyage from K to S , and 
thence to Cardiff. Freights were earned as follows: On coal to L , £5,893 Is. 4d.; 
on timber to A/, £17,310 19s. 4d.; on cotton to W, £6,397 12s. 1 Od.; on sugar 
to 0, £5,567 7s. 8d. The Kathleen reached Cardiff on 31st August. The Port 
Charges and Disbursements, Sundry Stores, Expenses, etc., were: At A", £1,712 7s.; 
•at L , outwards, £2,633 Is. 4d.; at A/, £1,033 8s. 8d.; at N y £1,267 17s. 6d.; 
at A/, return, £123 0s. 2d.; at 0, £21 11s. 2d.; at N, return, £2,207 14s. 6d.; 
at P, £99 19s.; at Q_, £938 7s. 10d.; at 7?, £613 13s.; at S, £113 2s. 8d.; at 
•Cardiff, £1,573 Os. lOd. The Manager’s Commission amounted to £2,468 11s. 

During the voyage the Wages amounted to £2,971 Os. 4d., and the Coal bill 
to £4,731 1 Is. 2d. The premiums for general insurance were at the rate of £5,040 
per annum, and for leaving R late in the season an extra insurance of £745 Os. lOd. 
Avas charged. The insurance on freights and other items was £653 18s. 6d. for 
the whole voyage. 

A balance of £450 19s. lOd. profit was brought forward from the previous 
voyage, and a sum of £375 15s. 2d. (representing unused stores and provisions) 
is to be carried forward to next voyage. 

Make up the Voyage Account, and show the amount of dividend received by 
the owners. 

10. The “Glenisla” Steamship Co., Ltd., owns one “tramp steamer,” the 
s.s. Glenisla , 2,211 tons gross register, which was chartered on 27th February as 
follows— 

Cardiff to Genoa with Coal at 8s. 9d. per ton. 

Note. The charter stipulates for an address commission to the charterers 
of 2 per cent on the freight, payable on signing Bill of Lading, together with a 
brokerage of 5 per cent to the charterers’ agents, of which one-third is repayable 
to the vessel. 

Agua Amarga (Spain) to Barrow with Ore at 8s. 3d. per ton. 

Note. Address commission of 2£ per cent on freight payable to charterers, 
and a brokerage of one-third of 5 per cent payable to charterers’ agents on signing 
charter. 

The vessel was insured at Lloyd’s on the previous 29th April, the inclusive 
premium for one year being £1,952 10s. 8d., and the managing owners remunera¬ 
tion was fixed by the Articles of Association at 2s. 6d. per gross register ton per 

annum. . . 

The voyage commenced on 9th March, and the following are the particu ars 

from which the accounts are to be made up— 



CONSIGNMENTS, JOINT VENTURES 241 

Freight on 3,190 tons Coal to Genoa, and freight on 3,660 tons Ore £ s. d. 
to Barrow. 

Stores A/cs . . . . . . . . . 162 8 1 

Port Charges, Trimming, etc., Cardiff . . . . . 121 2 3 

Captain’s Accounts for Harbour Wages, etc., Cardiff . . 64 7 0 

Bunker Coals, as per Engineer’s Receipt—279 tons at 9s.; 

154 tons at 8s. 1 l£d. 

Discharging at Genoa . . . . . . . . 93 15 3 

Agents’ Disbursements, Genoa, deducted from freight remitted 
(exch. 27.22), lire 3,012.80. 

Captain’s Expenses, Genoa . . . . . . . 7 19 — 

Stevedore at Agua Amarga, loading 3,660 tons Ore . . . 152 10 — 

Dispatch Money . . . . . . . . . 213 13 4 

Interest on Advance . . . . . . . . 10 19 9 

Captain’s Expenses . . . . . . . . 5159 


Agents’ Accounts for Port Charges, Agency, etc., exclusive of 
address Commission and Brokerage (exch. 26.75), pesetas 
2,964.88. 

Bunker Coals at Portland, 20 tons at 18s. 6d., and Port Charges, 

£3 2s. 

Port Charges, Discharging, and Dispatch Money at Barrow . 423 7 6 

Captain’s Portage Bill . . . . . . . 168 6 8 

Overlookers’ Expenses ........ 4 5- 

The voyage terminated on 28th April. 

Prepare the Voyage Account, showing the net profit or loss. 

[Chartered Accountants.) 

11. From the following Trial Balance of the “Linkley” Steam Navigation Co., 
prepare Revenue Account, Net Revenue Account for the half-year ended 31st 
May, and Balance Sheet as on that date. 

TRIAL BALANCE. 3 1st May, 19.. 

__ Dr. Cr. 

Bills Receivable ........ 

Brokerage and Commission ...... 

Trade Creditors ........ 

Victualling. 

Coals (Bunkers) ........ 

Damages, Repairs, and Renewals ..... 

Underwriting A/c. 

Wages .......... 

Port Charges and Disbursements ..... 

Directors’ Fees ........ 

interest on Mortgage ....... 

Mortgages at 4%. 

Sundry Debtors. 

Steamers. 

Freight A/c. 

Office Rents, Rates and Taxes ..... 

Accountancy Fees ........ 

Loading and Discharging Expenses ..... 

Sundry Stores. 

Bills Payable ........ 

Printing, Stationery, and Postages ..... 

Engineers’ Charges. 

Proprietors’ Capital. 

A. & M. Bank, Ltd. ....... 

Commission to Agents 

Reserve for Freight on Uncompleted Voyages as at 31st May 


£ 

s . 

d . 

£ 

j. 

d. 

658 

10 

2 




1,073 

5 

5 

4,320 

17 

1 

3,517 

18 

9 



10,718 

15 

4 




8,075 

13 

6 

2,500 



7,569 

11 

10 



4,329 

7 

3 




625 

15 

6 




140 

— 

— 

7,000 



7,508 

18 

9 




195,208 

10 

6 

75,616 

14 

4 

557 

13 

9 



120 

10 

6 




4,566 

4 

8 




1,015 

17 

5 

2,465 

18 

9 

785 

3 

10 



1,019 

4 

7 

150,000 






2,516 

14 

8 

75 

13 

9 






3,146 

10 

2 

£247,566 

15 

6 

£247,566 

15 

6 
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Five per cent of the profit is to be carried to the Underwriting Account, after 

which the Managers are entitled to 5 per cent Commission. The Steamers are 
valued at £190,000 on 31st May. 

. ! 2 ,- °, n the 1 st July, our one-third share of Hansard Estate in Jamaica stood 
indebted to us £3,175 6s. 2d. On the 2nd August our partners in Jamaica, 
J. and W. Shirley, advise us that they have shipped 60 casks sugar, per Minerva, 
to Lnerpool, which we have insured with the Glove Assurance Co., at S\ 700 
at £9 9s per cent, policy 5s. 6d. per cent—£165 6s. 6d.—and we charge com¬ 
mission £8 10s. They also advise that they have shipped 20 hogsheads sugar, 
per the Neptune , to London, for sale, which we have also insured with the Globe 
Assurance Co., at £600 at £5 5s. per cent, policy 33s.—£33 3s. Od. Our com¬ 
mission, £3. On the 17th, we accepted J. and VV. Shirley’s two drafts; one for 
£22d 14s., due 2nd October, the other £170, due 12th October, on their own 
account. On the 18th wc pay J. Gray £173 15s. on account of the estate. On the 
20th we sell sundry persons 25 hogsheads sugar, which had formerly been on hand, 
the net proceeds of which amount to £730 16s. 3d. On the 23rd we paid Smith 
£42 14s. On the 10th September we accept on Shirley’s own account their draft 
£120, due 2ndJ\'ovember. On the 20th we ship goods, per Sailor Prince, for account 
of this estate, which amount, with charges, commission, and insurance, to 
£537 6s. 2d., and on Shirley’s own'account goods to the amount of £440 Is. 
On the 25th the agents in London inform us of having sold the 20 hogsheads, 
and enclose Bills for the proceeds, £625 2s. Required the best method to exhibit 
these transactions in the plainest and most satisfactory manner. ( U.L.C.I .) 

13. The ship Enid, value £20,000, is owned as follows— 

W. James owns one-tenth. Morrison & Co. own two-fifths. 

F. Edwards owns one-fifth. Peters & Son own three-tenths. 

She is loaded with a cargo, part of which, valued at £6,000, is shipped on 
owners’ account, and on the remainder, value £2,000, freight amounting to 
£100 is paid in cash. The owners’ share of the cargo is insured for the outward 
voyage for £7,000, at a premium of 1 per cent, and the ship is insured for the 
outward and homeward voyages for £22,000, at a premium of 1^ per cent (both 
premiums being paid in cash). The outward voyage is made in safety, and the 
owners’ share of the cargo is sold for £7,000; and for the return voyage the ship 
is loaded with a cargo (not on owner’s account), the freight on which amounts 
to £800. Bills for this amount and for the net proceeds of the cargo sold are 
safely remitted home by the consignee. On the voyage back the ship is lost, and 
the sum for which she was insured is paid, all but £3,000, which is unpaid owing 
to the bankruptcy of one of the underwriters. This amount cannot be recovered, 
and must be written off'as a bad debt. 

Make the Journal entries required for the whole of the transactions recorded, 
and draw up a statement showing the financial position of the respective owners 
after the accounts are closed. (Civil Service .) 

14. On 1st January, 19.., H. Brown & Co. consigned to Hertz & Co., of 
Hamburg, per s.s. Forluna, goods valued pro forma at £357 1 Is., incurring expenses 
as follows: shipping charges, £6 10s.; insurance, £1 2s. 6d.; freight, £7 12s. 6d. 

On 17th February, H. Brown & Co. received from Hertz & Co. an Account Sales, 
showing that the consignment had realized £540 gross, and that their expenses 
and charges were £41 9s., for which they enclosed a sight draft on the Anglo- 
Foreign Bank, Ltd. Say in what book you would record the dispatch of this 
consignment and make the entry. Also, make the account as it would appear in 
the books of H. Brown & Co. ( London Chamber of Commerce .) 

15. The two following Statements represent a consignment of goods sent out 
by a London House to Bombay, with the account sales of such goods as rendered 
by the Bombay House. You are asked to make the necessary Journal and Cash 
Book entries in the books of the two houses, and in the case of the English House to 
•how the Net Profit upon the transactions. 
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Messrs. Ardkashir & Byjamji, Bombay. 

In Consignment from Faudel Phillips & Sons. 


London, b/ January. 



8 Cases various, shipped per s.s. Ballarat — 

1 & 2 = 2 cases contg. (2' 9" x 3' 3" x 3' 6' =31' 3* 

each case) 500 pieces English Art Needle¬ 
work and Traced Goods, etc. (as per speci¬ 
fication) ...... 

3 & 4 = 2 cases, each contg. 25 only (5' 4" X 3' 0" 

X T 4" = 37' 4" each) 50 only Brown 
Cowhide Gladstone Bags, with Shoes and 
Clips, 20 in. at lOJd. in. = 17/6 each 
5 = 1 case contg. (5' 7" x 3 1" x 2' 6" = 43 0 ) 
30 only Brown Cowhide Kit Bags, IS" at 
10id. per in. = 15/9 each 

6,8 = 3 cases, each contg. 38 spdls. (2' 8" x 2' 10" 
X 40" = 30' 3" each) 90 spdls. “Peacock 
Brand” Fingering Yarn, 2-, 3-, and 4-ply, 
in Black, White, Clericals, Drabs, Heathers, 
per spdl. of 6 lb. at 20/6 . 


8 Packing Cases, expenses and materials 
8 „ „ cartage to Docks and Shipping 

Marine Insurance on £250 at 1| per cent 
Freight prepaid at 40/- per ton ot cubic feet . 


£2 15 - 
1 - - 
2 10 - 
13 10 11 


s. 


d. 


75 10 6 


43 15 - 


23 12 S 


92 


D - 


235 3 - 


19 15 11 


E. & O. E. 


£254 18 11 


Total measurements, 270 ft. 11 in. 

Account Sales of Goods sold by 

Ardkashir & Byjamji, Bombay 

For Account of Faudel Phillips & Sons, 

Newgate Street, London, E.C. 

13 th March. Bombay. 

ex Cases. R- s * as - P cs 

^ v \ 500 pcs. Embroidered Goods, etc., 

O / realizing in all (as per detail A/c) . 1,600 - - 

$ 50 only Gladstone Bags . . 20 Rs. 17/8 875 - - 



5 30 „ Kit Bags 

| 90 Spdl. Yarn “Peacock Brand” . 


Charges Paid Out , etc. 

Landing, Haulage, Sundries 
Commission, 5% 

Duty, etc., 5% .... 

Bank Brokerage, 


18 Rs. 16 - 480 - - 

Rs. 22 - 1,980 - - 


Rs. as. 

18 - 
246 12 
246 12 
2 12 


4,935 - - 


514 4 - 


E. & O.E. 


9 —(B.1405) 


Rs. 4,420 12 - 


Draft forwarded at Rs. 1/4 = £294 14/4. 

[London Chamber of Commerce .) 
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16. On 1st January, W. Smith, of London, consigned per ss Dilwara to 
B Ready, at Cape Town, 500 tons of iron, invoiced !, £4 per ton B Ready 
J amounting to £20 16s. 8d. On 20th February Ready sold 400 tons 

at £4 10s. per ton, and forwarded to VV. Smith a sight draft withaccountsalcs 

wo,!id a ann comm :r'°" w r 2 L pcr cem - Sh ™ ** above 

draft PPCar m t lC b °° kS ° f Smith ’ AIso prepare account sales and form of 

(London Chamber of Commerce.) 


17. 4th February, received the following letter— 

Manila, 20 th December, 19.. 

Dear Sirs,— Herewith I hand you invoice of shells shipped, as arranged, 
lor sale on Joint Account of your firm and myself, and I have drawn on you 

for amount at 4 months’ sight through the Chartered Bank. Freight and 
Insurance forward. \ ours truly, 6 


(Enclosure in foregoing) 


VV. A. Sims. 


Invoice of 159 cases of Shells shipped by the undersigned per s.s. Ajax , Capt. 

Rogers and consigned to Messrs. Burt & Co. for Sale on Joint Account of them 
and VV. A. Sims. 


W.A.S.—301-362. 
W.A.S.—363-397. 
W.A.S.—398. 
W.A.S.—399-439. 
W.A.S.—440-481. 


62 cases Pearl Shells, 315 cwt., at 6/8 . 
24 cases Cameo Shells, 204 cwt. at 5/- 
1 case Turbo, 7 cwt. at 7/- 
40 cases Fancies, 164 cwt. at 8/- 
22 cases Museum Specimens, value 


£ s - d • 
105 - - 

51 - - 

2 9- 

65 12 - 

75 - - 


Feb. 


99 


Mar. 


4. Accepted Sims’s bill, presented by Chartered Bank 

(No. 319) ........ 

4. Paid Chartered Bank, by cheque, for freight, etc., of 

shells . .. 

1. Retired Sims’s bill (No. 319), and obtained Do cuments 
for Sims’s consignment— 

Cheque to Chartered Bank . . £297 11 2 

Discount. 1 9 10 

0. Sold at public auction, by Watts & Co., part of Sims’s 
viz.: Pearl Shells— 

51 cases, 255 cwt., at 14/-. 

10 „ 54 cwt., at 12/- .. ... 

1 case, 6 cwt., at 7/- . . 

Cameo Shells— 

34 cases, 204 cwt., at 8/-. 

1 case Turbo, 7 cwt., at 6/- .... 

40 cases Fancies, 164 cwt., at 8/6 .... 


£299 

1 - 

£ 

s. d. 

299 

1 - 

93 

7 6 

consignment, 

£178 

10 - 

32 

8 - 

2 

2 - 

81 ] 

12 - 

2 

2 - 

69 14 - 

£366 

8 - 


Auctioneer’s commission, £9 3s. 2d. 
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Mar. 17. Received of Watts & Co. by cheque .... £357 
„ 20. Sold for Cash part of 22 cases Museum Shells to S. 

Stone for . . . . . . .3? 

„ 24 Paid City Scavenger for taking away remainder of 

Museum Shells from Sims, which are worthless . 

„ 26. Sent Account Sales of Shells, per Ajax, to W. A. Sims. 

Our Commission, £9 16s. Id. 

Record the above in Journal and Cash Book, and show the Joint Account in 
the Ledger. (Civil Service.) 

18. John Black and Edward Thompson agree to import Swedish timber into 

this country. On 1st May, they open a Banking Account under the style of 
“Black and Thompson,” for £2,400, towards which Black contributes £1,400 
and Thompson £1,000, they dividing profits or losses pro rata to their cash 
contributions (say f^ths and T \ths respectively). They remit to their agent in 
Sweden, £1,800, to pay for the timber purchased out there, and, later on, a 
further £100 in settlement of his Account. The Freight, Insurance, and Dock 
charges are all paid on this side, and together amount to £400. On 31st December 
the various sales have realized £2.400 net, which enables them to repay themselves 
(taking no account of Interest) the cash respectively advanced by them on 1st 
May. The venture is then closed by Black taking over the balance of timber 
unsold for £380, and for which he pays a cheque into the Banking Account. 
How much Cash Balance does this leave for final division by way of profit, and 
how is the same apportioned between Black and Thompson as their respective 
share of profit thus realized on the venture? (Institute of Bankers.) 

19. Make entries showing how the transactions detailed below are recorded in 
the books of the “consignor” and “consignee” respectively. 

J. M., of Hull, consigns goods to the amount of £1,200 to his agent, L. R., 
of London, on which J. M. pays all outward charges, amounting to £50. J. M. 
draws on L. R. at 60 days for £1,000. Subsequently, L. R. sends an A/S to his 
principal, indicating that the consignment yielded £1,700, less expenses and 
commission, which were £85. 


4 10 

7 6 


20. On 10th March, 19.., Robert Prentice & Co., Ltd., dispatched to their 
agent in Johannesburg, 12 cases of hardware to be sold for their risk and account. 
The pro forma invoice amounted to £945 16s. 6d. On arrival at Durban, the agent, 
Mr. John Rowland, made the necessary entry to clear them and paid dock dues, 
and wharf charges of £4 7s. 8d. and duty at the rate of 22£ per cent. 

One case was damaged and on production of the Surveyor’s Certificate, Rowland 
obtained a cheque for £10 16s. 3d. as compensation. 

Sales were subsequently made as follows— 


May 16th. Sold for cash 

,, 31st. ,, to R. Edwards 

June 9th. ,, ,, K. Lane 

,, 24th. ,, D. Carden 


£ d. 
50 - - 
242 12 9 
194 16 5 
88 15 4 


An account was rendered by Rowland as at June 30th when the value of unsold 
stock was £630 11s. 

Commission of 1\ per cent was agreed upon by Prentice. 

Show the Ledger of Rowland and the A/S rendered by him. 


21. The X Co., Ltd., by its Articles of Association, is required to set aside 
and invest the sum of £1,000 per annum before declaring any dividends, in 
order to provide for the redemption of £40,000 Debentures redeemable in 
twenty-five years. At the end of that time the instalments so set aside have 
accumulated at compound interest to £41,645. The investments have been 
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sold, and the Debentures repaid out of the proceeds of such sale. State how 

you would deal in the Company’s B/S with the credit balance of £41,645 

representing the accumulation ol the annual instalments. . 

(Chartered Institute oj Secretaries.) 

22. Post the following items to their respective Accounts, and draw up a 
Capital Account, Profit and Loss Account, and Balance Sheet as at 31st December. 

A Merchant’s Books showed his position on 1st January to be as follows— 

£ 

Cash at Bankers ...•••••* 

Bills Receivable in hand • • ■ 

Wool and other Produce in hand .... £43,200 

Less Advances received thereon .... 39,000 


s. 

1,756 14 
3,250 - 


d. 

10 


6,200 

7.500 
10,000 

8,000 

3.500 


Bills Payable due in the following year. 

Consignments to Australia . . • • . • • . 

Bank of Australia, Amount due for Advances against Consign¬ 
ments 

Sundry Creditors, Amount due to them . 

4 

During the year following the Merchant had the following transactions— 

Goods Purchased for Export ...*•••• 24,00 

Freight Paid thereon ....•••• 

Insurance Paid . . • • • ; ' l 

Proceeds of Sale of Goods Exported as per Account Sales rendered 

by Agents . . • • • • * * 

Exported Goods remaining in hands ol Agents at close of year . 

Bills Receivable received from Agents in respect of Exported Goods sold 
,, Payable accepted against Goods Purchased for Export. 

Cash Paid for Goods Purchased for Export 

Bills Payable Paid at Maturity . • • ' . , , 

Receivable Paid at Maturity during the year, and placed by 

Bankers to Credit of Banking A c . • • • j ' 

Receivable discounted during the year, £15,000 and proceeds, less 

£450 Discount paid into Banking A/C • • • . * , 

Wool and other Produce Sold during the year, and Proceeds in Cash 

Paid into Banking A/c . 

Advances on ditto Repaid • 

Interest Paid on such Advances . • • • . , , 

Consignments to Australia realized, and net proceeds Received by 

Merchant in Cash, and Paid into Banking A c . • • . 

Advances against Consignments repaid to Bank ol Austra la " 

Interest thereon ..-••• 

Office Expenses, Salaries, and Rent paid 
Private Drawings of Merchant • 






2,760 
250 

22,500 

5,700 

21,000 

20,000 

1.500 
24,000 

7.500 

14,550 

50,000 

39,000 

950 

9.350 

8,400 

2.350 

1.500 


{Institute of Bankers.) 

23. George Hargreave commenced business as a builder on 1st Jan^ary^t 
owns a gravel pit, from which he obtains material usefu o books, 

his building contracts. From the following figures, otamd “ 3 °; 

you are required to prepare the gravel pit Working Accou f Q r h j g various 
to 31st December, so as to enable him to charge the grave 2 4 years 

contracts at the cost price per load. The gravel pit is 

at a rental of £10 a year, and this he has duly paid. 7 ^550 The wages of the 
of the necessary screening machinery, etc., has cost him £ • . department 

men at the pit for the year have been £247, while supplies to the depart 
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issued from the general stores (as shown by the storekeeper’s records) were imple¬ 
ments, £43 15s. 6d., coal and coke, £20 5s. 5d., and sundries £11 11s. Id. Sales 
ol gravel at the pit to outside purchasers amounted to 1,568 loads at 2s. 6d. per 
load. Mr. Hargreaves has used on his contracts during the year 2,304 loads of 
gravel, carted from his pit with his own carts, to cover which he has charged his 
gravel pit Working Account 4id. a load. In preparing the account you are 
required to provide for writing oil the value ol the equipment over the period of 
the lease, by equal annual amounts; and, as he allows the pit the benefit of any 
profit on outside sales, to charge the working account with interest at 5 per cent 
per annum on the equipment. {R.S.A.) 

24. John James bought Goods of Edward Rhodes, the Invoice value ol which 
amounted to £367 10s. A discount of 1\ per cent was to be allowed off the 
account. One-half the net sum was to be paid in Cash, and Rhodes was to draw 
at 3 months upon James for the balance, plus 1 per cent for commission and at 
4 per cent tor discount. The transaction was carried out, and the Cash was duly 
paid, but, shortly before the bill fell due, James, on the plea that the Goods were 
not wholly disposed of, proposed to Rhodes to pay £50 in Cash, to have the 
present bill withdrawn, and to give his Acceptance for the balance, plus 30s. 
per cent Commission and 6 per cent Discount. This was agreed to. The £50 
was paid in due course, and the second Acceptance met at maturity. 

Make the Journal and Cash Book Entries, giving effect to this transaction, and 
prepare James’s Account as it should appear in Rhodes’s Ledger, assuming his 
books to have been properly kept. (London Chamber of Commerce.) 


25. The Midland Steel Company, Limited, consigned to its Australian Agents 
Murray & Co., of Sydney, 125 tons of Steel Bars per s.s. Tantallon Castle , 
Murray & Co. paid for Landing Charges £15, Carting £10, Warehousing £6, 
Insurance £1, and Advertising £5. On 1st July, they sold the Steel by auction 
as follows— 


25 tons at £10 

30 „ „ £9 10s. 

30 ,, ,, £9 5s. 

40 „ „ £9 


per ton 

yy yy 
yy yy 
yy yy 


They charged commission at 5 per cent. Make out in proper form the Account 
Sales rendered by Murray & Co. to the Midland Steel Company, Limited, 
showing the balance due, for which Murray & Co. sent a Bill at 30 days after 
sight, and record the transactions in the books of Murray & Co. 

(<Chartered Accountants.) 


26. 

Lewis & Co. sell and ship to Armstrong & Sons of Iquique, 
sundry goods invoiced as costing .... 

The freight, insurance, and dock charges were 
„ buying and shipping commission charged was 


£ d. 

1,004 11 8 

89 6 4 
30 2 - 


Total ol Invoice was 


. £1,124 - - 


Lewis & Co. drew on Armstrongs for that amount and secured an advance 
of £650 from the bankers through whom they were forwarding the documents. 

The draft was duly accepted. 

At due date of draft Armstrongs paid one-hall and gave a bill for the balance, 
plus 6 per cent interest per annum for 6 months. 

The bankers were repaid their advance by Lewis & Co., and the extended 
bill was met at maturity by Armstrongs. 
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Frame Journal entries to record properly the whole of the above transactions 
in the books of— 

1. Lewis & Co. 

2. Armstrong & Sons. 

Narrations are essential. (i Civil Service.) 

27. Make out for Stephens & Son, London, an Account Sales of 65 casks of 
fine Lard marked “Al,” sold at 42s. 6d. per cwt., gross weight 185 cwt., tare 
28 cwt. 2 qr. The Lard was shipped per s.s. Rameses from Williams & Co., of 
New York. The following charges were incurred— 

Freight as per Bill of Lading.^ 15 8 

Marine Insurance £350 at 25s. per cent, policy stamp Is. 

Customs Dues.15 6 

Unloading, Weighing, etc.5 12 6 

Expenses of Sale.2 10 8 

Fire Insurance.13 13 - 

Brokerage 1\ per cent. 

Commission 3 per cent. 

28. R. Righton received from L. Affleck, of Montreal, 600 barrels of fine 
Flour at 19s. 3d. per barrel. Righton paid Freight £27 10s., Insurance £7 15s. 6d., 
Storage £8 13s. lOd. He sold 325 barrels at 27s. 3d., and 275 barrels at 26s. 2d. 
per barrel respectively. He charged a Commission of 2£ per cent and forwarded 
a sight draft for amount due. Record the above transactions in R. Righton’s books. 

29. On 1st March, W. Williams, a merchant carrying on business in London, 
consigned to his agent, S. Siegfried, of Hamburg, 1,055 tons of Iron, invoiced 
pro forma at 56s. 6d. per ton. On 1st May he received an Account Sales showing 
that the whole of the Consignment had realized 69,420 marks. Siegfried’s dis¬ 
bursements amounted to 1,425 marks, and his commission was 2.} per cent on the 
gross proceeds. Siegfried remitted a bill in currency at 2 m/d for the amount due. 
The Carriage, Cartage, Freight, and Insurance paid by Williams in connexion 
with the Consignment amounted to £120. Assume the average value of the mark 
to be Is., but that on the date the bill was paid the rate of exchange was 20.35 
marks to the £ sterling. Record the above transactions in W. Williams’ books. 

30. Robson and Day entered into a joint speculation with the object of buying 
at sales any cheap rolling stock or machinery and rc-selling same. Purchases, 
sales, receipts, and disbursements are made, sometimes by Robson and sometimes 
by Day. 1 hey had no joint banking account, but each party worked the transac¬ 
tions through his own business. It was agreed that profits should be shared 
equally, and that interest at 5 per cent per annum should be reckoned on all cash 
received and paid. The following were the transactions— 

Jan. 5. Robson bought locomotive for £620. 

„ 15. „ paid carriage on same £15. 

Mar. 18. Day paid storage for same £1 10s. 6d. 

,,21. „ ,, insurance 12s. 6d. 

June 4. „ „ repairs £12 8s. 6d. 

„ 28. „ sold locomotive for £710. 

July 4. „ bought 520 tons rails at £3 5s. per ton. 

„ 27. Robson paid landing and transit charges £30. 

Aug. 28 ,, „ storage £3 10s. 6d. 

Sept. 3. Day sold rails at £3 10s. per ton. 

„ 8. Robson bought 2 cranes at £55 each. 

„ 15. „ sold cranes for £125. 

Raise accounts for the Joint Venture, and for both parties, and show how matters 
stand on 30th September. 



CHAPTER VIII 

ACCOUNTS CURRENT, AVERAGE DUE DATE 

Definition. An account current is a statement in Dr. and Cr. form 
of the various transactions that have taken place between two mer¬ 
chants or between a principal and his agent. The transactions are 
set out in chronological order, interest being charged and allowed 
thereon at an agreed rate or rates per cent per annum. 

The Party Rendering the Account. Strictly speaking, the 
account current is rendered by the party last mentioned in the 
heading. Thus “£. Bennett in Account with G. Green ’ signifies that 
G. Green is rendering the account to B. Bennett. The account 
current is really 3 copy of B. Bennett’s account in G. Green’s 
Ledger. The transactions are, therefore, viewed solely from Green’s 
point of view. Green debits Bennett with goods, cash, and bills, 
sent or paid to him or on his account, and credits Bennett with 
goods, cash, and bills received from him or on his account. 

Calculation of Days. In reckoning the number of days for 
interest, it is not usual to make them both inclusive. Only one end 
day or “extreme” is counted, viz. the day to which the account is 
made up, the date of the transaction being omitted. When items 
are debited or credited before the due date thereof, interest begins 
to run only from the due date of the transactions. When dealing with 
foreign accounts current, it must be remembered that some 
countries reckon only 360 days to a year, and 30 days to each month. 

In example A1 (page 256) the days are reckoned after the 
following manner— 


1 st Dr. item 2nd Dr. item \st Cr. item 


Jan. 

31 days 

Mar. 

3 days 

Feb. 

18 days 

Feb. 

28 

55 

April 

30 „ 

Mar. 

31 „ 

Mar. 

31 

55 

May 

31 „ 

April 

30 

April 

30 

55 

June 

30 „ 

May 

31 „ 

May 

31 

55 



June 

30 „ 

June 

30 

5 > 






181 



94 


140 


It is necessary to warn students against a very common mistake 
when dealing with accounts current that contain an initial balance. 
If the opening date is the date of a transaction, it will not be counted; 
but if it is the date of a previous balance, it will be counted. Thus, 
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in “1st Jan., To Goods,” 1st Jan. will not be counted; but in “\st 
Jan., To Balance, 1st Jan. will be counted, because it was really 
the balance due on 31st Dec. For this reason, therefore, it is advis¬ 
able to bring down the balance of an account current as on the 
last day of the previous account. 

Table of Days. The following table will be of great service in 
ascertaining quickly, without the slow process of actual calculation 
shown previously, the exact number of days in any given period. 
The student should, however, accustom himself also to that method, 
as it is the only practicable one in the examination room. 

TABLE 


Showing the Number of Days in any Given Period of the Year 


Jan. 

Feb. 

Mar. 

April 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

1 

32 

60 

91 

121 

152 

182 

213 

244 

274 

305 

335 

2 

33 

61 

92 

122 

153 

183 

214 

245 

275 

306 

336 

3 

34 

62 

93 

123 

154 

1S4 

215 

246 

276 

307 

337 

4 

35 

63 

94 

124 

155 

185 

216 

247 

277 

308 

338 

5 

36 

64 

95 

125 

156 

186 

217 

248 

278 

309 

339 

6 

37 

65 

96 

126 

157 

187 

218 

249 

279 

310 

340 

7 

38 

66 

97 

127 

158 

188 

219 

250 

280 

311 

341 

8 

39 

67 

98 

128 

159 

189 

220 

251 

281 

312 

342 

9 

40 

68 

99 

129 

160 

190 

221 

252 

282 

313 

343 

10 

41 

69 

100 

130 

161 

191 

222 

253 

283 

314 

344 

11 

42 

70 

101 

131 

162 

192 

223 

254 

284 

315 

345 

12 

43 

71 

102 

132 

163 

193 

224 

255 

285 

316 

346 

13 

44 

72 

103 

133 

164 

194 

225 

256 

286 

317 

347 

14 

45 

73 

104 

134 

165 

195 

226 

257 

287 

318 

348 

15 

46 

74 

105 

135 

166 

196 

227 

258 

288 

319 

349 

16 

47 

75 

106 

136 

167 

197 

228 

259 

289 

320 

350 

17 

48 

76 

107 

137 

168 

198 

229 

260 

290 

321 

351 

18 

49 

77 

108 

138 

169 

199 

230 

261 

291 

322 

352 

19 

50 

78 

109 

139 

170 

200 

231 

262 

292 

323 

353 

20 

51 

79 

110 

140 

171 

201 

232 

263 

293 

324 

354 

21 

52 

80 

111 

141 

172 

202 

233 

264 

294 

325 

355 

22 

53 

81 

112 

142 

173 

203 

234 

265 

295 

326 

356 

23 

54 

82 

113 

143 

174 

204 

235 

266 

296 

327 

357 

24 

55 

83 

114 

144 

175 

205 

236 

267 

297 

328 

358 

25 

56 

84 

115 

145 

176 

206 

237 

268 

298 

329 

359 

26 

57 

85 

116 

146 

177 

207 

238 

269 

299 

330 

360 

27 

58 

86 

117 

147 

178 

208 

239 

270 

300 

331 

361 

28 

59 

87 

118 

148 

179 

209 

240 

271 

301 

332 

362 

29 

— 

88 

119 

149 

180 

210 

241 

272 

302 

333 

363 

30 

— 

89 

120 

150 

181 

211 

242 

273 

303 

334 

364 

31 

— 

90 

— 

151 

■ - — 

212 

243 

— 

304 

— 

365 


To illustrate the use of the table, let it be supposed that it is 
required (as in Example Al, post), to ascertain the number of days 
from 28th March to 30th June. We look for 30 in the first column, 
and on the same line, under June, we find the number 181. We 
next look for 28 in the first column, and on the same line, under 
March, we find the number 87. Subtracting the two numbers, we 
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get the answer, namely 94 days. In the case of leap year, one 
dav more must be added for February. The above table is also 
useful in cases of average due date, as explained later. 

Different Ways of Reckoning Interest. There are various 
ways of reckoning interest, that is, from the point of view of time, 
as follows— 

1. Forward , i.e. from the due date of each transaction to the end 
of the period of the account current. 

2. Backward , i.e. from the due date of each transaction to the 
epoque or beginning of the period of the account current. 

3. By steps , i.e. on the varying balance of the account current 
from the date of one transaction to the date of the next. 

Methods of Calculating Interest. From the point of view of 
actual calculation, there are different ways of proceeding to find 
the interest— 

(a) By Tables , which show the exact amount in sterling on each 
item for the required number of days. The interest columns on 
each side of the account are then added, and the totals extended 
into the principal columns. Usually, however, the interest columns 
arc balanced, and only the balance is brought into the account itself. 

(b) By Products , that is, figures obtained by multiplying the 
number of pounds in each amount sterling by the number of days 
it has to run for interest. Ten shillings and over are counted as a 
full pound, smaller sums being ignored. The product columns are 
then balanced, and the interest on the balance of products extended 
into the capital columns. The interest is found by means of the 


following formula: Interest = 


Balance of Products X Rate. 
365 (or 360) X 100 


In practice, however, it is often found more convenient to double 
the rate per cent, and divide the result by 73,000 (or 72,000). 

(c) By Interest Numbers. This is merely a variation of the product 
method. Each product is divided by 100, and the quotient, called 
interest numbers, is entered in its special column. The number 
columns are then balanced, and interest on the balance of numbers 
found by die above formula, except for the division by 100, which 
has already been done. In the case of long accounts, however, 
interest numbers are not very reliable, owing to the constant 
approximation of the quotient to the nearest integer, whenever the 
division results in a remainder larger than one-half. This method 
is sometimes called the English method, though it is largely used 
on the Continent. 

( d ) By the Third , Tenth and Tenth Rule. This rule is based on the 

* __ * + £ ~t~ (iV x s) + (tV x tV x j) 

73,000 100,000 


formula: 
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Briefly stated, the method is— 

(1) Multiply principal by days, and product by twice rate. 

(2) Divide second product by 100,000. 

(3) To this add one-third of it, then one-tenth of this third, and 
then one-tenth of this latter figure. 

(4) From result deduct one ten-thousandth, and the final figure 
is the required interest. 

As an example of this working, let us find the simple interest for 
120 days on £5,672 at 5.| per cent per annum. 

5.672 x 120 = 680,640 

680,640 x 11 = 7,487,040 

7,487,040 -f- 100,000 = 74-87040 

Add £ - 24-95680 

Add T V = 2-49568 

Add T V = -24956 

102-57244 

Deduct TT —to = -01025 

Required interest = £102-56219 or £102 11s. 3d. 


Interest Tables. In examination work, the student should 
ascertain the interest by means of products, as in the examples 
shown; but for general practice, he should work the exercises by 
each of the methods illustrated in the worked examples, in order to 
master them. When desiring to calculate the interest on each item 
in sterling, the table on the two following pages will be found very 
useful. 

Varying Rates of Interest. In some cases, different rates of 
interest are charged in the same account current. The rates may be 
changed from time to time according to the state of the money 
market; or it may be that there is one rate for goods, and another 
for cash. Sometimes, the rate of interest on the debits differs from 
the rate of interest on the credits. In such cases, the products must 
be multiplied by their respective rates of interest before they are 
balanced. An illustration of this is furnished in Example A5. 


Balance of Capital or Principal. When accounts current are 
worked by the epoque method, the balance of the two principal 
money columns must be ascertained, and interest charged, or 
allowed, on it for the period covered by the account. The great 
advantage of the epoque method is that it avoids red ink interest. 
The disadvantage of it, however, from the students’ point of view, is 
that they are so liable to forget to include interest on the balance 
of the money columns. If the balance of capital is a debit balance 
the interest must be credit, and vice versa. The student should, 


in this respect, carefully study Example A3. 
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Side on which Interest Falls. When the days are reckoned by 
the forward method, that is, from the due date of the transaction 
up to the end of the period of the account, the interest falls on the 
opposite side to the balance of products; but when reckoned by the 
backward or epoque method, the interest should be placed on the 
same side as the balance of products is entered. 

Red Ink Interest. When an account is balanced, and contains 
items which are not due at the date of such balancing, there 
arises a case of what is called ted ink interest. Red ink interest 
denotes interest allowed on items debited in the ac count before 
their due dates, also interest charged on items credited in the 
account before their due dates. Red ink interest runs from the date 
of closing the account up to the due date ol the items piematurely 
included. The products are worked out in the usual way but are 
inserted in red ink. They must also be entered in ordinary ink on 
the opposite side, in order to allow for, or charge, them as the case 
may be. If there are red ink figures on both sides of the account,, 
then only the balance needs to be transferred to the opposite side, 
debit or credit according to circumstances. When adding up and 
balancing the product columns the red ink figures are ignored. 
Under the epoque method red ink interest will seldom occur. Such 
a case could only arise, if there were introduced into the account 
current an old item having a due date anterlor to the epoque. 

Leap Year. In the case of leap year, that is, every year whose 
two end numbers are divisible by four, except the year of the cen¬ 
tury, the number of days in February must be reckoned as 2S> 

instead of 28. 


Example A. From the following particulars make up an account 
current to be rendered by G. Green to B. Bennett as at 30th June p 
reckoning interest at 5 per cent per annum— 


19.. 


Jan. 

l. 

Feb. 

10. 

>y 

23. 

yy 

25. 

Mar. 

10. 

April 

12. 

May 

19. 

June 

8. 

yy 

15. 

yy 

20. 

yy 

25. 


Balance owing by Bennett to Green, £127 16s. 6d. 
Cash received from Bennett, £60. 

Goods bought of Bennett, £239 4s. lid. 

Green accepted Bennett’s draft at 1 m/d for £100. 
Cash paid to Bennett, £75. 

Goods sold to Bennett, due 12th May, £195 10s. 6d„ 
„ bought of Bennett £113 9s. 8d. 

,, ,, ,, ,, £56 14s. 7d. 

Cash paid to Bennett, £50. 

Goods sold to Bennett, £248 3s. lOd. 

Cash received from Bennett, £100. 


256 


ADVANCED ACCOUNTS 


Example Ai. Interest calculated on each item, from due date of 
each transaction to end of period of account. 


Dr. B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN Cr. 


Date 

Particulars 

Days 

Inter¬ 

est 

Amount 

Date 

Particulars 

Days 

Inter¬ 

est 

Amount 

19. 

• 



£ 

s. 

d . 

£ 


d . 

19. 

• 



C i. 

d . 

£ 

s. 

d. 

Jan. 

1 

To Balance . 

181 

3 

3 

6 

127 

16 

6 

Feb. 

10 

By Cash 

140 

1 3 


60 



Feb. 

25 

,, Bill due 








It 

23 

,, Goodj 

127 

4 3 

2 

239 

4 

11 



28 Mar. 

94 

1 

5 

9 

100 

— 

— 

May 

19 

It II 

42 

13 


113 

9 

8 

Mar. 

10 

,, Cash 

112 

1 

3 

— 

75 

— 

— 

June 

8 

II II • 

22 

3 

5 

56 

14 

7 

Apr. 

12 

,, Goods due 








ft 

25 

,, Cash 

5 

1 

5 

100 





12 May 

49 

1 

6 

4 

195 

10 

6 

ft 

30 

,, Interest . 



___ 

6 

4 

— 

June 

15 

„ Cash 

15 


2 

— 

50 

— 

V 

If 

30 

,, Balance 







n 

20 

,, Goods 

10 


6 

10 

248 

3 

10 



c/d 




228 

5 

1 

M 

30 

,, Interest . 





7 

7 

5 
















£ 

803 

18 

3 






£ 

803 

18 

3 









__ 

< 



1 Annon 







June 

30 

To Balance 










LAIIlUUn | 

30th June, 

19.. 








b/d 





228 

5 

1 



G. Gre 

EN. 








E. & O.E. 


















Example A2. Same as Al, but interest calculated by means of 
products. 1 2 

Dr. B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN Cr. 


Date 

Particulars 

■Amount 

Days 

Pro¬ 

ducts 

Date 

Particulars 

1 

Amount 

_ 

Days 

Pro¬ 

ducts 

19.. 


£ 

s. 

d . 



19. 

• 


£ 

s. 

d . 


8,400 

Jan. 1 

To Balance 

127 

16 

6 

181 

23,168 

Feb. 

10 

By Cash 

60 

— 

_ 

140 

teb. 25 

„ Bill due 





y y 

23 

,, Goods 

239 

4 

11 

127 

30,353 


28 Mar. 

100 



94 

9,400 

May 

19 

ft ft ft ft * 

113 

9 

8 

42 

4,746 

Mar. 10 

,, Cash 

75 


_ 

112 

8,400 

June 

8 

¥ ¥ ¥ ¥ 

f • 1ft # 

56 

14 

7 

22 

1,254 

Apr. 12 

„ Goods due 

1$5 




1 1 

25 

,, Cash 

100 

— 

— 

5 

500 

June 15 

12 May . 

10 

6 

49 

9,604 

y y 

30 

,, Balance of 





8,549 

,, Cash 

50 

— 


15 

750 



Products 





20 

,, Goods 

248 

3 

10 

10 

2,480 

It 

30 

„ Balance c/d 

228 

5 

1 



30 

„ Interest on 















Balance 
of Pro¬ 
ducts: 















*8,549 x 10 















73,000 

1 

3 

5 












£ 

797 

14 

3 


53,802 



£ 

797 

14 

3 


53,802 

June 30 

To Balance b/d 

228 

5 

1 










1 This method is recommended to students as the best for examinations. 

2 The net result of all the interest calculations is thus equal to 1 day s interest 
on £8,549 at 5 per cent per annum. 
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Example A3. Same as A2, but interest calculated from beginning 
of period of account, or epoque , to due date of each transaction. 


Dr. 


B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN 



Capital p 

Particulars or I’rin- Days , Date 

cipal ; 1 uuc * | 


Particulars 


Capital 


Pro- 


orPrin- Days , 
cipal ducts 


19.. 

Jan. l|To Balance 


£ s. d. 
127 16 6 


I 19. . 

31 DeclFeb. 10 By Cash. 


Feb. 25 ,, Bill due 

28 Mar. . 100 - - 87 8,700 

Mar. 10 ,, Cash . 75 - - 69 5,175 

Apr. 12 ,, Goods due 

12 May 195 10 6 132 125,872 


June 15 ,, Cash 

„ 20 ,, Goods 

,, 30 ,, Balance of 

Products 
„ 30 ,, Interest on 

Balance 
of Pro¬ 
ducts: 

8,549 x 10 

73,000 


June 30 To Balance b/d 228 



rpoque ,, 23 

May 19 
8,700 June 8 


5,175 


50 - -! 166 8,300 

248 3 10 171 42,408 

8,549 


I £ s. d. 

10 By Cash. 60 - - 41 

23 „ Goods .239 4 11 54 

19 „ „ .113 9 8; 139 

8 „ . 56 14 7 159 

25 „ Cash .100 - - 176 

30 ,, Balance of 
Principal 
£228 (£797 

-£569) 181 

30 ,, Balance c d 228 5 1 


99,004 


£797 14 


2,460 

12,906 

15,707 

9,063 

17,600 



Example A4. Same as A2, but interest calculated by means of 
interest numbers. 


Dr. 


B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN 


I ' In,cr_ I ! Inter- 

Date Particulars Amount j Days est | Date Particulars | Amount Days est 

bios. 


Nos. 


19.. 


s. d. 


Jan. 

1 

To Balance 

127 

16 

6 

181 

Feb. 

25 

9 9 

Bill due 








28 Mar. . 

100 

— 

— 

94 

Mar. 

10 

99 

Cash 

75 

— 

— 

112 

Apr. 

12 

99 

Goods due 








12 May . 

195 

10 

6 

49 

June 

15 

99 

Cash 

50 

— 

— 

15 

»» 

20 

99 

Goods 

248 

3 

10 

10 

99 

30 

99 

Interest on 






Balance 
of Nos. 
86 x 10 

730 


1 3 5 

£ 797 14 3 


19.. 

232 Feb. 10 By Cach 

,, 23 ,, Goods 

94 May 19 „ „ 

84 June 8 „ 

» 25 „ Cash 

96 „ 30 „ Balance of 

8 Int. Nos. . 


£ s. d. 
60 - - 
239 4 11 
113 9 8 
56 14 7 
100 - - 


30 ,, Balance c/d 228 5 1 


140 

127 

42 

09 


June 30 To Balance b/d 228 5 1 





84 

304 

47 

13 

5 
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Example A 5 . Interest calculated by means of products, but 

3£ per cent charged on debit items, and 4£ per cent allowed on 
credit items. 


Dr. B. BENNETT IN ACCOUNT CURRENT WITH G. GREEN 


Date 

Particulars 

Amount 

Days 

Pro 

1 ducts 

| Date 

Particulars 

Amount 

Days 

Pro¬ 

ducts 

19. 

• 



£ 

s . 

d . 



19. 



£ 

s. 

d. 



Jan. 

1 

loJJalance . 

127 

16 

6 

181 

23,168 

Feb. 

10 By Cash 

60 



140 

8.400 

Feb. 

25 

i» 

Bill due 






I f 

23 

,, Goods 

239 

4 

11 

127 

30,353 

m 



28 Mar. 

100 

- 

— 

94 

9,400 

May 

19 

n %• • 

113 

9 

8 

42 

4,746 

Mar. 

A 

10 

i» 

Cash 

75 

— 

— 

112 

8,400 

June 

8 

1 1 ft • 

56 

14 

7 

22 

1,254 

Apr. 

12 

If 

Goods due 






11 

25 

w w w w 

,, Cash 

100 



5 

500 




12 May 

195 

10 

6 

49 

9,604 









June 

15 

9 9 

Cash 

50 


__ 

15 

750 









M 

20 

M 

Goods 

248 

3 

10 

10 

2,480 

















53,802 








45,253 









7 








9 









376,614 








407,277 

N 

30 

II 

Balance of 






• • 

30 

,, Interest . 








Products 





30,663 

W W 


on Ba¬ 

















lance of 

















Products 

















30,663 





• 












73,000 


8 

5 












99 

30 

,, Balance 

















c/d 

226 

13 

3 






£ 

796 

10 

10 


407,277 



£ 

796 

10 

10 


407,277 

June 

30 

To Balance 

















b/d 

226 

13 

3 












Example B. R. Reed has the following transactions with 
W. White— 



Jan. 1 . 
Feb. 15. 
Mar. 2. 

a 3. 
April 11 . 


May 

>) 

June 


30. 

11 . 

31. 
15. 


Sold goods to White, £140. 

Remittance received from White, £50. 

Bought goods from White, £345. 

Accepted White’s draft at 1 m/d for £100. 

Cash paid to White, £100. 

Goods sold to White, £116, due end of May. 
Bought goods from White, £85. 

Sold goods to White, £125. 

Bought goods from White, £145, due end of July. 


Make out an account current to be rendered by R. Reed at 30th 
June, bringing interest into account at the rate of 5 per cent 
per annum. 
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Example Bi. Interest calculated on each item from due date of 
each transaction to end of period of account, similar to Al, but 
introducing Red Ink Interest (shown in heavy type). 


Dr. 


W. WHITE IN ACCOUNT CURRENT WITH R. REED 


Date Particulars Days Amount I Date Particulars Days 


Amount 


19. 

Jan. 

Mar. 

Apr. 


May 

June 


1 To Goods 


Bill due 
6 Apr. 
Cash 

Goods due 
31 May 
Good* 

Red Ink 
Interest 
as per 
contra . 
Interest . 
Balance 
c/d 


£ s. d. £ s. d .I 19.. 

180 3 9 - 140 - -Feb. 15jBy Cash 

Mar. 2 ,, Goods 

85 1 3 4 100 - - May 11. 

80 1 111 100 - -June 15 „ „ due 

31 July . 

30 9 6 116 - - ,, 30 ,, Interest . 

30 10 3 125 - - 


£ s. d. £ s. 

135 18 G 50 - 

120 5 13 5 345 - 

50 11 8 85 - 


31 12 4 145 - - 

-1 7 3 7 


12 4 


7 6 4 
43 17 3 


£632 


unc 30 By Balance 
I b d 


£ 632 3 


43 17 


- ^___ i _ 

Note. The item on the 15th June ought not to be settled till the 31st July. 
It is, however, being settled on the 30th June, that is, 31 days before the proper 
time. Interest on the money for 31 days must, therefore, be debited to the account. 

Example B2. Same as Bl, but interest (including red ink 
interest) calculated by means of products. 1 


Dr. 


W. WHITE IN ACCOUNT CURRENT WITH R. REED 


Date 

19.. 

Jan. 

Mar. 

Apr. 1 


May 

June 


Particulars Amount Days ^ I Date Particulars Amount Days 


Pro¬ 

ducts 


1 To Goods 


Bill due 
6 Apr. 
Cash 

Goods due 
31 May . 
Goods 
Red Ink 
Interest 
as per 
contra 
Interest on 
balance 
of pro¬ 
ducts: 

1025 x 10 

73,000 
Balance c/d 


£ 

140 

100 

100 

116 

125 


- -I 180 


19 .. £ .J. 

25,200 Feb. 15 By Cash . 50 - 

Mar. 2 „ Goods . 345 - 

8,500 May 11 „ „ . 85 - 

8,000 June 15 „ „ due 

31 July .145 - 

3,480 ,, 30 „ Balance of 

3,750 Products 


135 

120 

50 


6,750 

41,400 

4,250 

4,495 

1,025 


4,495 


2 9 

43 17 3 


£ 625 - - 


53,425 £1625 - -j 

June 30 By Balance b/d 43 17 3 


53,425 


---—-" ' I _ | | 

1 This method is recommended to students as the best for examinations. 
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Example B3. Same as B2, but interest calculated from due date 
of each transaction to epoque or beginning of period of account. 

Dr ■ W * WHITE in account current with r. reed 


Cr. 


Date 


Particulars 


Amount 


19.. 

i an. 1 

lar. 3 

Apr. 11 
.. 30 


May 31 
June 30 


99 




H 


30 

3d 


#» 


30 


99 
9 9 

99 


To Goods 
11 Bill due 
6 April 
Cash 

Goods due 
31 May . 
Goods 
Balance of 
Capital, 
£44 

Balance of 
Products . 
Interest on 
Balance 
of Pro¬ 
ducts: 

1025 x 10 

73,000 

,, Balance c/d 


£ 

140 

100 

100 

116 

125 


s. d. 


99 


99 


2 

43 17 


9 

3 


625 - - 


Days 


95 

100 

150 

105 


180 


Pro¬ 

ducts 


Date 


Particulars 


Amount 


19.. 

epoque |Feb. 15 
Mar. 2 
9,500]May 11 
lO.OOOiJune 15 

17,400 
18,750 


7,920 
1,025 


By Cash 
Goods 


»> 
9 9 
99 


99 


99 


due 
31 July 


£ s. d . 
50 - - 
345 - _ 
85 _ _ 

145 - - 


64,595 


625 - - 


|june 30jBy Balance 

b/d 


43 17 3 


Days 


Pro¬ 

ducts 


45 

60 

130 

211 


2,250 
20,700 
11,050 

30,595 


64,595 


Example B4. Same as B2, but interest calculated on the vary¬ 
ing balance of the account from the date of one transaction to the 
date of the next, allowing for any items debited or credited before 
their due dates. 


W. WHITE IN ACCOUNT WITH R. REED 


Date 

Items 


Amount 

Due Date 

Days 

Products 

Dr. 

Cr. 

19.. 

i 


£ d. 



£ 

£■ 

Jan. 1 

To Goods 

Dr. 

140 - - 

• • 

45 

6,300 


Feb. 15 

By Cash 

Cr. 

50 - - 







Dr. 

90 - - 

• • 

15 

1,350 


Mar. 2 

By Goods 

Cr. 

345 - - 







Cr. 

255 - - 

• • 

1 


255 

„ 3 

To Bills Pay¬ 








able 

Dr. 

100 - - 

6 April 

34 


3,400 



Cr. 

155 - - I 

• • 

39 


6,045 

April 11 

„ Cash 

Dr. 

100 - - I 





Carrii 

sd Forward 

Cr. 

£55 - - 


1 

£7,650 

£9,100 
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W. WHITE IN ACCOUNT WITH R. REED (Contd.) 


Date 

Items 


Amount 

Due Date 

Days 

Products 


Dr. 

Cr. 

April 30 

Bt./Fd. 

To Goods 

Cr. 

Dr. 

£ s. d. 
55 

116 - - 

31 May 

19 

31 

£ 

7,650 

£ 

9,700 

1,045 

3,596 

May 11 ; 

i 

By 

Dr. 

Cr. 

61 - - 
85 - - 

• • 

11 

671 


„ 31 

To 

Cr. 
Dr. 1 

24 - - 

125 - - 

• • 

20 


480 

June 15 

By „ 

Dr. 

Cr. 

101 - - 
145 - - 

31 July 

15 

46 

1,515 

6,670 


„ 30 

To Interest on 
Balance of 
Products: 
1025 X 10 

Cr. 

44 - - 

• • 

15 


660 


73,000 

Dr. 

2 9 




1,025 



Cr. 

£43 17 3 



£16,506 

£16,506 




1 ' 



1 1 


Note. This method is sometimes called the “Hamburg” method. 


QUESTIONS 

1. What is an Account Current? Explain the meaning of the following— 

“F. Smithcrs in Account Current with P. Jones.” 

2. Explain, with example, how the days in any given period are calculated. 

3. When transactions have both a date of entry and a due date, from which 
date does interest commence? 

4. When is the initial date in an account current (a) counted, ( b) not counted? 
At what date should the balance of an account current be brought down, and 
why? 

5. Find, by means of actual calculation, the number of days from 16th January 
to 29th May, and verify your answer by means of the Table of Days in this chapter. 

6. Explain briefly the three different ways of reckoning interest, in accounts 
current, as regards the number of days. 

7. Explain briefly the different methods of calculating the amount of interest 
in accounts current. 

8. Describe the system known as the Hamburg method. 

9. Ascertain, at sight, the interest represented by the following decimals— 

(a) -765428; ( b) -954907; (c) -387619; (d) -858762. 

10. Find, by actual calculation, the interest on £179 for 239 days at the rate 

of 5 per cent per annum, and verify your answer by means of the Interest Tables 
in this chapter. 
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AVERAGE DUE DATE 

Definition. The average due date is the mean, or equated, date 

on which a single payment may be made in lieu of several payments 
on different dates. 

For What Purpose Used. The average due date method of 
payment is used in the settlement of bills and contra accounts, and 
for calculating interest ( a ) on partners’ drawings, (b) on the realiza¬ 
tion of book debts in a partnership liquidation. 

Process of Working. I he method of working is as follows— 

1. 1 ake any convenient date, preferably the first due date of the 
transactions, as a starting-point. 

2. Multiply the amount of each transaction by its number of 
days from the starting-point. Fractions of a pound under ten 
shillings are ignored; ten shillings and over are counted as another 
pound. 

3. Add up these various products into one total. 

4. Add up the amounts of the various transactions into one total. 

5. Divide the total of the products by the total amount of the 
transactions. 

6. I he result will be the number of days that the average due 
date is subsequent to the starting-point. This date can then be cal¬ 
culated, one-half of a day or over being counted as another day, 
and fractions under one-half being ignored. 

If we base our calculations on the last due date as the starting- 
point, the answer will give us the number of days that the average 
due date is previous to the starting-point. Should we select an inter¬ 
mediate date as the epoque or fixed starting-point, then we must 
take the difference between the two lots of products, i.e. those 
previous to the epoque and those subsequent to it. The balance belongs 
to the side of the greater products. If the products above the 
epoque transaction are the greater, the average due date will be 
prior to the starting-point; if the products below the epoque trans¬ 
action are the greater, then the average due date will be subsequent 
to the starting-point. 

Where there are both debit and credit items, a starting-point 
must be fixed, either one of the inside or one of the outside dates, 
but preferably the first due date. Each side must then be treated 
separately. Divide the balance of the products by the balance of 
the money columns. The result will show the number of days that 
the average due date is from the epoque or base date. 

Example i. A merchant has purchased goods, the due dates of 
which are as follows— 

March 15th, £220, due April 18th. April 27th £200, due June 30th. 

April 21st, £125, „ May 24th. May 15th, £350, „ July 18th. 

He wishes to give a bill for the total amount due, the bill to be 
drawn payable on the average due date. Ascertain this date. 
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1. Take 18th April as starting-point. 




Amounts 

Days 

Products 

April 

18th = 0 days from starting-point. 

£220 X 

0 = 

0 

May 

24 th = 36 „ 

125 x 

36 = 

4,500 

June 

30th = 73 

200 X 

73 = 

14,600 

July 

18th = 91 

350 x 

91 = 

31,850 



£895 


50,950 


— 57 nearly. The average due date is, therefore, 57 days 
from starting-point. Calculating this, we find the average due date 
is the 14th June, i.e. 12 in April, 31 in May, 14 in June. 

2. Take 18th July as starting-point. 


Amounts 


Days 

Products 

£220 

X 

91 

= 2U,020 

125 

X 

55 

= 6,875 

200 

X 

18 

= 3,600 

350 

X 

0 

= 0 

£895 



30,495 


30,495 -f- 895 = 34. The average due date is, therefore, 34 days 
previous to 18th July. This works out to 16 days from the end of 
June (18 in July and 16 in June). June 30th-16th = 14th June, 
as before. 

3. Take 30th June as starting-point. 


Amounts 

Days 

Products 


£220 

X 73 

= 16,060 


125 

X 37 

= 4,625 

20,685 

200 

Zero Date 


350 

X 18 

= 

6,300 

•£895 



14,385 


The number 14,385 is the difference between the totals of the 
products previous to the starting-point and subsequent to it (20,685 
-6,300). The balance belongs to the side of the greater products, 
and the due date in this case will consequently be prior to the 
starting-point. 

14,385 — 895 = 16. The average due date is, therefore, June 
30th-16th, that is, the 14th June, as in the two previous examples 
Example 2 . S. Spender, a partner in the firm of Wise & Co 
has, during the year, drawn for his own use the following sums-^ 
17th Jan., £20; 25th Feb., £15; 15th Mar., £25; 19th Apr., £16- 
14th May, £22; 23rd June, £19; 18th July, £24; 25th Aug., £18 : 
20th Sept., £25; 16th Oct., £17; 21st Nov., £21; 25th Dec., £3o’ 
He is to be charged interest thereon at 5 per cent per annum up 
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to the end of the year. Work out the total interest by means of the 
average due date method. 


Amounts 

£20 

X 

Days 

348 

- 

Products 

6,960 

15 

X 

309 


4,635 

25 

X 

291 

— 

7,275 

16 

X 

256 

. 

4,096 

22 

X 

231 


5,082 

19 

X 

191 

— 

3,629 

24 

X 

166 

— 

3,984 

18 

X 

128 

— 

2,304 

25 

X 

102 

— 

2,550 

17 

X 

76 

— 

1,292 

21 

X 

40 

— 

840 

30 

X 

6 

^2 

180 

£252 




42,827 


42,827 4- 252 gives 170 days prior to 31st Dec. as the average 
due date; Interest on £252 at 5 per cent for 170 days = 252 X 
•023287 (Interest Table) = £5-868 = £5 17s. 4d. 

We will now verify our answer by means of the product method. 
The products will be the same as before, namely, 42,827. 


42,827 x 10 
73,000 


= £5-867 = £5 17s. 4d. 


We will next verify our answer 
each item separately. 


Date 

Days 

Amount 



£ 

jan. 17 

348 

20 

Feb. 25 

309 

15 

Mar. 15 

291 

25 

April 19 

256 

16 

May 14 

231 

22 

June 23 

191 

19 

July 18 

166 

24 

Aug. 25 

128 

18 

Sept. 20 

102 

25 

Oct. 16 

76 

17 

Nov. 21 

40 

21 

Dec. 28 

6 

30 


£252 


by ascertaining the interest on 


Decimals 



(Interest 

Interest 

Table) 

£ *• 

d. 

•047671 

19 

1 

•042328 

12 

8 

•039863 

19 

11 

•035068 

11 

3 

•031643 

13 

11 

•026164 

9 

11 

•022739 

10 

11 

•017534 

6 

4 

•013972 

7 

— 

•010411 

3 

6 

•005479 

2 

4 

•000822 


6 


£5 17 

4 


Example 3 . G. Chambers sells goods to S. Coles, as under 
4th Jan., £250; 18th Feb., £175; 24th Mar., £210. 
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He also buys goods from S. Coles as follows— 

23rd Jan., £125; 10th Mar., £236; 17th April, £85. 

Chambers’s terms are bill at two months, but Coles’s terms are 
bill at one month. Both parties, however, desire payment at the 
equated date. When will this be, and for what amount? 


Dr. S. COLES IN ACCOUNT WITH C. CHAMBERS Cr. 


Date 

Item 

Due ! 
Date 

Amount 

Days 

Pro¬ 

ducts 

Date 

Item 

Due 

Date 

Amount 

Days 

Pro¬ 

ducts 

19.. 


19.. 

£ 



19. . 


19.. 

£ 


Start- 

Tan. 4 

To Goods . 

Mar. 7 

250 

.9 

2,250 

Jan. ?3 

By Goods . 

Feb. 26 

125 

___ 

ing 

point 

F-b. 18 

• • • • • 

Apr. 21 

175 

54] 

9,450 

Mar. 10 

M » f • 

Apr. 13 

236 

46 

10,856 

Mar. 24 

9 » ' ' 

1 | 1 f • 

May 27 

210 

90 

18,900 

Apr. 1 / 

»» If • | 

May 20 

85 

83 

7,055 


■ r ' r 





17 

,, Balance 












c/d 


189 

1 

12,689 




£635 


30,600 




£635 


30,600 

Apr. 17 

~ f* _ I) 1 » /'n 











lo balance 












b/d 


189 










12689 _ (67 days from starting-point = 4th May 

189 ( (2 in Feb., 31 in Mar., 30 in April, and 4 in May) 

On 4th May, then, Coles must pay Chambers £189. 

Note. Days of grace, i.e. three days must be included when 
calculating due dates. 

Average Due Date and the Table of Days. The Table of 
Days early in this chapter will be found very serviceable in deter¬ 
mining quickly and accurately the day and month of the average 
due date. Let us refer to Example 1 on page 262. We require to 
know the average due date, which the answer says is 57 days from 
the starting-point, viz. 18th April. From the table we find— 

Number corresponding to 18th April = 108; 108 + 57 = 165. 

Date corresponding to the number 165 = 14th June. 

Again, in Example 3 (above) the average due date, according to 
the answer, is 67 days from the starting-point of 26th Feb. From 
the table— 

26th Feb. = 57; 57 + 67 = 124; 124 = 4th May. 


QUESTIONS 

1. Explain what variation in calculation is necessary when different rates 
are charged on debits and credits in the same account current. 

2. What is Red Ink Interest? How does it arise? How is it dealt with? 

3. Explain the phrase, “Balance of Capital or Principal,” and what treatment 
it requires in particular accounts current. How does leap year affect the number 
of days (a) in the monthly calculation, ( b ) in the yearly calculation? 

4. On which side is the balance of products entered, and to which side does 
it belong? 
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5. On which side is the balance of interest entered, and to which side does it 
belong— 

(a) In the forward method? 

(b) In the backward or efioque method? 

(c) In the “steps” method? 

6. \\ hen there is red ink interest on both sides of an account current, how 
is it treated ? 

7. What is meant by “average due date”? For what purposes is such method 
of calculation used? 

<S. Explain briefly the process of ascertaining the average due date of several 
transactions. 

9. How would the same average due date calculation be affected- 

fa) By taking the first due date as the starting-point? 

fa) >> >> >> !> }> >> ,, ? 

fa) „ _ „ an intermediate „ „ „ ? 

10. How is the average due date ascertained when there are several debit and 
several credit transactions of varying due dates? 


EXERCISE VIII 

1. What do you understand by an Account Current ? Make out such an account 
for Yeadon & Co. from the following— 

Jan. 1. Sold Goods to Marshall & Co., £200, due 1st March. 

Feb. 1. Received cash from Marshall & Co., £100. 

Mar. 1. Bought Goods from Marshall & Co., £500, due 1st May. 

April 1. Paid Marshall & Co., £300. 

May 1. Bought Goods from Marshall & Co., £200. 

June 30. Sold Goods to Marshall & Co., £300. 

Interest 5 per cent, the account to be made up to 30th June. 

{U.L.C.I.) 


2. The undermentioned transactions took place between Robertson & Co., 
of London, and Trumpcr & Co., of Melbourne— 

£ 

Dec. 31. Balance owing by Trumper & Co. to Robertson & Co. at 

this date .......... 500 

Jan. 7. Robertson & Co. shipped Goods to Trumper & Co. . . 300 

April 10. Bank Draft received this day by Robertson & Co. from 

Trumper & Co..600 

„ 15. Robertson & Co. paid on behalf of Trumper & Co.— 

Charges, Orient Mail S.S. Co. ...... 30 

London Packing Co., Ltd. ...... MO 

Prepare Account Current bearing interest at 5 per cent to be rendered by 
Robertson & Co. to Trumper & Co., as on 30th April. ( R.S.A .) 


3. Define an “Account Current,” and make out such an account for Alfred 
Brown in respect of the following transactions with Charles Dawson— 

19.. 


Jan. 17. Goods sold to Charles Dawson, £200, due 1st February. 
Feb. 1. Received cash from Charles Dawson, £50. 

Mar. 18. Goods bought of Charles Dawson, £300, due 1st April. 
April 1. Paid to Charles Dawson, cash, £200. 

May 1. Goods bought of Charles Dawson, £150. 

„ 10. „ sold to Charles Dawson, £120, due 1st June. 


The account to be made up to 1st June, 19.., interest to be at 6 per 

■ • i « ■ • ■ ■ .1** i r i 


cent 


per annum, which may be calculated by months instead of days 


{U.L.C.I.) 
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4. T. Tongs has the following transactions with P. Parker— 

July 3. Sold goods to P. Parker, £175 16s. lid. 

Aug. 14. Remittance from P. Parker, £75 15s. 6d. 

Sept. 8. Goods bought of P. Parker, £319 10s. 7d. 

10. Accepted P. Parker’s draft, dated 9th inst., at lm/d for £125. 

Oct. 15. Cash paid to P. Parker, £85 14s. lOd. 

„ 31. Goods invoiced to P. Parker, £138 2s. 8d. due 1 m/d. 

Nov. 9. Bought goods from P. Parker, £65 18s. 3d. 

„ 30. Sold goods to P. Parker, £115 17s. lid. 

Dec. 20. Bought goods from P. Parker, £167 7s. 9d. 

Make up an Account Current to be rendered by T. Tongs at 31st December, 
bringing interest into account at the rate of 5 per cent per annum. 

5. From the following particulars make up an Account Current to be rendered 
by C. Evans to W. Wood, as at 31st December, reckoning interest at 5 per cent 

per annum— 

July 5. Sold goods to Wood, £163 9s. lOd. 

Aug. 12. Remittance from Wood, £66 16s. 6d. 

Sept. 7. Bought from Wood, £356 6s. 1 Id. 

8. Accepted Wood’s draft at 1 m/d for £110 10s. lOd. 

Oct. 12. Cash paid on account of Wood, £99 9s. lid. 

30. Goods sold to Wood, £127 13s. 4d., due end of November. 

Nov. 13. Bought goods from Wood, £92 13s. 3d. 

„ 30. Sold goods to Wood, £136 5s. 8d._ 

Dec 11 Bought goods from Wood, £15d Ids. 5d., due 11th January. 

„ 17. Sold goods to Wood, £129 16s. 4d., due 17th January. 

6. E. Easton receives on account of W. West— 

10th Jan., £120 2s. lid.; 15th Feb., £250 9s. 6d.; 21st Mar., £300 15s. I0d.; 

18th April, £275 16s. 8d. 

He pays on account of W. West 

15th Jan., £75 15s. 8d.; 8th Feb., £199 18s. 10d.; 16th Mar., £256 10s. 9d.j 
20th April, £240 3s. 6d. 

Make up an Account Current to end of June, charging and allowing interest 
at the rate of 6 per cent per annum. 

7. From the following particulars construct an Account Current as at 
25th April, reckoning interest at 5 per cent per annum, and show amount of 

cheque in settlement— 


N. NORTHCOTE IN ACCOUNT WITH S. ANDERSON & CO. 


19.. 


£ 

s. 

d. 

Apr. 16. 

To Your Draft at 
sight . 

250 

— 

— 

„ 16. 

„ Charges as 

127 

17 

11 


A/S . 

„ 18. 

„ Advertising 

1 

15 

6 

„ 25. 

„ Our Com- 





mission 

33 

9 

11 


19.. £ j. d. 

Apr. 18. By Cash as A/S 355 2 10 
„ 22. „ „ „ 75 16 4 

„ 22. „ Proceeds as 

A/S due 15th 

May . 238 18 11 


8. From the following particulars construct an Account Current, reckoning 
interest at 5 per cent per annum to 30th June 
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19.. 

Jan. 1. To Balance 
>> 23. ,, Cash paid to 


o. JORDAN IN ACCOUNT WITH T. TETLOW 


£ S. d. 

771 10 8 


Feb. 8. 


26 . 


Mar. 9. 


Apr. 15 


May 10. 
June 8. 


meet your 

sight Draft 55 8 6 
Acceptance of 
your Draft 
due 11th 

Mar. . 300 - - 

Cash paid to 
meet your 

Sight Draft 52 12 7 
Acceptance of 
your Draft 
due 12th 

May . 300 - - 

Cash paid to 
meet your 

Sight Draft 110 10 5 
Ditto . 92 16 8 

Acceptance of 
your Draft 
due 11th 


19.. 

Feb. 12. By A/S of 

Cotton 
Apr. 30. „ A/S of 

Cotton 


£ S- d. 

1,019 18 8 
957 4 2 


Aug. . 200 - - | 

Live ? 001 d i sp , atthed S° ods his agent, M. Goodman 
, 0 . 1 . , ’ d r,n e , agent forwarded sale sheets as under— 

10th Aprit’£i27 2s U 8d ! I5 ‘ h Fcb '’ £356 9s ' 1 ld - 2,st £238 18s. 10 d.; 

«Tieet te Rem < in» aymCnt Werc , net ca r ^ in Liverpool two months from date of sale 
sneet. Remittances were made as follows— 

10th Mar., £250; 10th April, £150; 6th May, £250; 15th June, £350. 

bC cfre f c . ted ha,f -y earI y» on the basis of an Account Current, 

j , , , a lc ratc per cent per annum. Draw up the Account Current 

and show balance due on 30th June. 

10. from the following particulars, draw up an Account Current as at 31st 
May, reckoning interest at 5 per cent per annum— 

C. CEDAR IN ACCOUNT WITH J. HUGHES 
.J?" , ^ „ . _£ s. d. | 19.. £ s . d. 


Jan. 1. To Balance . 287 11 

» 26. „ Cash paid to 


Feb. 6. 


25. 


Apr. 6. 


11 . 


your Sight 

Draft . 50 4 7 

Acceptance of 
your Draft 

@ 2 m/d . 500 - - 
Cash paid to 
your Sight 

Draft . 125 10 6 

Acceptance of 
your Draft 

@ 2 m/d . 500 - - 

Cash paid to 
your Sight 

Draft . 120 15 6 

Ditto . . 225 16 2 


Feb. 10. By Net Proceeds, 

A/S of Cot- 


May 15. 


ton, due end 

of Feb. . 965 13 10 
Net Proceeds, 

A/S of Cot¬ 
ton, due end 

of May .1,017 2 8 


May 11. 


>7 
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11. The following sums have been drawn by J. Stewart, a partner in the 
firm of Flowers & Co.— 

15th Jan., £35; 20th Feb., £45; ISth Mar., £35; 20th April £25; 13th 
May, £26; 15th June, £15; 20th July, £42; 17th Aug., £34; 21st Sept., £32; 
14th Oct., £2S; 18th Nov., £35; 21st Dec., £38. 

Make up his Drawings Account as at 31st December, charging interest at 
5 per cent per annum, and calculating same by means of the product method, 
as in accounts current. 


12. From the following prepare an Account Current, reckoning interest at 
5 per cent per annum to end ol March— 


L. LOCKE IN ACCOUNT WITH K. KAY 


19.. 

Jan. 1. To Balance 
Feb. 12. ,, Goods 


s. 

d. | 

19.. 

£ 

s. 

d. 

15 

3 

Feb. 10. By Cheque 

70 

— 

— 

10 

6 

„ 15. „ Draft @ 1 m/d 

65 

— 

— 



Mar. 5. „ Expenses 

15 

11 

3 



„ 31. „ Postages 

1 

12 

& 



„ 31. „ Commission 

1 

2 

6- 


13. Prepare an Account Current, to be rendered by O. Oldham, of Bombay, 
to N. Newton, of Manchester, from the following particulars— 

Balance due to N. Newton on 1st Jan., £753 2s. lid. 

N. Newton accepted drafts as under— 

29th Jan., £250 at 1 m/d; 28th Feb., £250 at 1 m/d; 31st Mar., £250 

at 1 m/d. 

Payments made on account of O. Oldham 

22nd Jan., £27 16s. 4d.; 12th Feb., £106 12s. 6d.; 11th April, £152 

3s. lid.; 13th May, £236 12s. lOd. 

Credits to O. Oldham— 

27th Jan., net proceeds of Account Sales of Cotton, £1,617 14s. 8d., 
due 15th March; 24th May, net proceeds of Account Sales of Cotton, 
£606 2s. 8d., due 15th June. 

Interest to be calculated at 5 per cent to end of June. 


14. A. Ashton, of London, sells goods to B. Beech, of Calcutta, for payment 
in London on the average due date. The sales are due as under— 

5th June, £726 16s. 2d.; 12th July, £979 17s. 8d.;26th Aug., £1,127 3s. lid.; 
18th Sept., £359 8s. 6d. 

Find the average due date by taking 5th June as the starting-point, and verify your 
answer by taking (a) 18th Sept., (b) 26th Aug., as starting-points respectively. 

15. A merchant desires to ascertain the average date on which to draw for 
the total amount, as follows— 

5th June, £355 9s. 10d.; 8th July, £466 16s. 8d.; 11th Sept., £229 14s. 7d. 
State the average due date, and show the process of working. 


16. A merchant trading with a distant colonial market allows long credit, 
and his terms of payment are: “All goods purchased during the month to be 
drawn for on the 15th of the following month, at six months, plus bill stamp.” 
Goods are sold as follows— 

12th Jan., £375 2s. 9d.; 26th Feb., £268 16s. 6d.; 3rd Marcn, £349 14s. 4d.; 
19th March, £186 3s. 7d. 

The total is drawn for at the average due date. Ascertain this date. 
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17. A merchant has purchased goods the due dates of which are as under_ 

12th Aug., £156 15s. 9d., due on 12th Sept. 

21st Aug., £298 4s. 5d., „ 1st Oct. 

23rd Sept., £127 17s. 2d., „ 1st Nov. 

9th Oct., £395 5s. Sd., „ 19th Nov. 

Payment is arranged to be made for the total amount at the average due date. 
vVhat is this date? 

18. E. Ellis, a partner in the firm of Forest & Co., has, during the year, drawn 
lor his own use the following sums— 

11th Jan., £25; 15th Feb., £15; 18th March, £28; 13th April, £25; 17th 

W 1 TP 2 ’ L°l h - June ’ £25; 23rd J U, V’ £ 24 5 ,2th Au g-> £26; 14th Sept., £21; 
16th Oct., £23; 15th Nov., £28; 21st Dec., £35. H * 

He is to be charged interest at the rate of 5 per cent per annum on the total 
amount at the average date. Ascertain his interest, and verify your answer— 

(1) By means of the product method as in accounts current; 

(2) By calculating the interest on each item separately. 

19. F. Elliott sells goods to P. Pine as under— 

12th July, £26 13s. 2d.; 20th Aug., £129 5s. 10d.; 15th Sept., £265 17s. lid. 
He also purchases goods from P. Pine as follows— 

20th July, £178 4s. 8d.; 10th Aug., £296 18s. 6d.; 22nd Sept., £97 6s. 8d. 

Eiliott gives only one month’s credit, but Pine allows two months. Both parties, 

however, desire settlement at the equated date. When will this be, and for 
what amount? 

20. Jones and Brown dissolve partnership on 1st January, and their Balance 
Sheet, after all adjustments, was as follows— 


BALANCE SHEET as at 1st Jan. 


Liabilities £ s . d. 

Sundry Creditors . .1,277 12 6 

Capital A/cs— 

J ones • . .3,000 - - 

Brown . . . 2,000 - - 

Assets £ s. d. 

Cash .... 1,565 10 5 
Sundry Debtors . . 4,281 10 10 

Fixtures and Fittings . 430 11 3 

£6,277 12 6 

£6,277 12 6 


Brown is to take over the Fixtures at their book value, to allow Jones £700 
for his share of the Goodwill, and to pay him the amount due as and when 
i^alized, interest to be brought into account at the rate of 5 per cent per annum. 
The Debtors were realized at an average date of eight months, and the Creditors 
paid at an average date of five months, from the date of dissolution. Brown paid 
Jones £650 on 15th March, £650 on 15th June, £650 on 15th September, and 
the balance on 31st December. Draw up the Account Current, and show the 
final payment made to Jones. 

21. Sykes & Son consigned Goods value £850 to Bailey & Co., their Belfast 
agents, on 21st February, and drew on them at 4 m/d for that amount. They 
discounted the bill on the same date, being charged £14 3s. 4d. for discount. 
On 31st March, Bailey & Co. advised that they had paid £28 13s. 9d. for Freight 
and Landing Charges on account of the Consignment. On 31st May, Bailey & Go. 
remitted £450 on account of proceeds, and on 31st August they forwarded an 
Account Sales showing that the goods had realized gross £1,056, and charging 
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their Commission of 3 per cent on that amount. Sykes & Son retired Bailey & Co. s- 
acceptance at maturity. Record the above transactions in Sykes & Son s books, 

and show the Ledger accounts. „ Q 

90 On 9 1st February, Thomas Ruffles forwarded to Henry Crichton & Son 

r "rsrs *^iS2^^£^****™* 

o°„d, fold rirt £ 1,2« Ids. 8d. gross, ood iho, ih, folio,«„g o.poose, 

had been incurred— £ s 

S 10 

Dock Dues and Insurance. 2 15 

Cartage ... 

Storage ••••**** 

Commission 3 per cent. 

Del Credere Commission, 2\ per cent. 

, , • „ . Kill at three months for the amount due. Record the above 

transactions (a) inRutiles’ books, (6) in Crichton & Son's books. Show also the 

Account Sales. 

23. 


d. 

11 

6 

7 


Tan 5. Shipped per s.s. Ravenna to Hong Kong, consigned to A 
J Hee & Co., on equal shares with them as follows 

Goods (chemicals) • ^ 

„ (sundries) . 981S 


£ s. d. 


Our Commission 
Insurance 
Freight . 


£698 

17 

7 

26 


14 8 

9 4 

10 - 
8 9 


750 2 9 


6. 


750 2 9 


10 . 


7 

26 


10 

8 


9- 


June 4. 


5. 


Drew Bill at 90 d/s for $5,455.54 on Ah Hee & Co., and 
sold it with documents attached to Hong Kong and 
Shanghai Bank at 2/9, receiving Cheque for 

Paid by Cheques— . 

Royal Exchange Corporation (for insurance on 

Ravenna) . • • • • . ,* . * 

Peninsular and Oriental S.N. Co. (freight on ditto) . 

Received from Ah Hee & Co., Account Sales of Goods 
per Ravenna— 

Gross proceeds. 

Charges . _.^9 

Their Commission . • • • 

Drew Bill on Ah Hee & Co. for $460, our share of net 
proceeds of shipment per Ravenna and sold it to Hong 
Kong and Shanghai Bank at 2s. 8$d., receiving Cheque 

Record the above in Journal and Cash Book, and show the Consignment 
Account in the Ledger. ^ivil Service.) 

94 Isaac Solomon of London, Wine and Spirit Exporter, shipped to Davis 
& Co of Bombay, 320 cases of Brandy at 23s. 6d. per case, f.o.b. He disbursed 
by way of Insurance £4 17s. 6d., and £8 15s. for Freight, forwarding by mail, in¬ 
due course, Invoice amounting to £389 12s. 6d. 

The goods were sold at an average price of 184 Rupees per case. 1 he charges 
were in respect of Commission |ths Rupee per case, 32 Rupees for delivery, rent, 
etc./and 8 Rupees for postage, etc. Davis & Co. sent forward Account Sales 
with a Draft at sight (sterling) on London, taking the Rupee at Is. 6£d. Make 
out the Account Sales, and show how the respective entries would appear in 
Solomon’s Books. ( London Chamber of Commerce.) 


62 15 5 
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25. Prepare the necessary Journal entry for the transaction below and post 
same to Ledger— r 

Invoice of chain shipped per s.s. Falcon, London to Bombay, via Suez Pans), 

and consigned to Messrs. Larnssa & Co., Bombay, for sale and returns, by Messrs. 
Johnson, Gibbs & Co. 7 



Bombay 

1/6 


6 short link chains, weighing 155 cwt. 2 qr. at 12s. 
P er cwt. 

Charges 

Freight on 7 tons 15 cwt. 2 qr. at 30s. and 

10 per cent primage .... £12 16 7 

Bill of Lading and Postages . . .26 

Insurance on £110 at 10s. and Duty . 116 


£93 6 - 


13 10 7 


E. & O.E. 

London, 1st January, 19.. 


£106 16 7 

— —r■ .7 var 

(London Chamber of Commerce.) 


*.6. Referring to the preceding question, the following is a copy of the Account 
Sales rendered by the Consignee. Prepare the necessary Journal and Ledger 
entries in the books of both Consignor and Consignee. 

Account Sales of chains ex. s.s. Falcon from London, sold by the undersigned 
Larrissa & Co. on account and at the risk of Messrs. Johnson, Gibbs & Co. 



6 chains weighing 155 cwt. 2 qr. at Rs. 11 per cwt. Rs. 1,708 11 

Charges 

Import Duty ad valorem , Rs. 1708 11 8 at 

1 per cent ..17 1 4 

Wharfage, Landing, Storing, Delivery, Rent, 

Fire Insurance, Commission, and del 

credere at 10 per cent . . . . 170 13 11 



187 15 3 


E. & O.E. 


Rs. 1,520 12 5 


Bombay, 15th February. 

Remitted by Demand Draft on London at exchange of Is. 4d. . £101 7 8 

(London Chamber of Commerce.) 


27. Messrs. Lux and Lucifer, Birmingham, consign on 1st February, to M. 
Marconi, of Milano, 500 “Radiant” Electric Lamps, invoiced at 18s. each, 
and pay Freight £5 18s. 6d., and Insurance £2 15s. One hundred and twenty- 
five lamps are damaged and rendered worthless by storm, and M. Marconi 
receives £72 in settlement from underwriters. He sells 250 Lamps for £240, 
and on 4th April sends Account Sales and Bankers’ Draft for balance due to the 
Consignors, after charging his Agency Expenses £5 10s., and Commission £15 12s. 
Give the Accounts as they would appear in Lux and Lucifer’s Ledger. 

(West Riding of Yorkshire.) 


28. C and D buy on joint • ccount 1,000 Mining Shares at 30s., plus expenses 
£10. C contributes one-third and D two-thirds of the price (all the monies 
passing through a Joint Banking Account). Six hundred Shares are sold at 
32s. 6d., less expenses £7 5s., and 310 Shares are sold at 31s. less £5 expenses. 
They divided the Balance of the Shares at cost price, and also any Profit or Loss, 
in proportion to their original contributions. Prepare Accounts showing the 
position at the close of the venture. (West Riding of Yorkshire.) 
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29. Black and White entered into partnership upon equal terms as to profits 
or losses of the venture, for the purpose of perfecting an invention with a view 
to its sale to a syndicate. No interest was to be paid upon Partners’ Capital 
prior to division of results. Black contributed £300 and White £150 to cover the 
cost of experiments, White giving his personal services without salary. 

Upon the completion of the necessary experiments the purchases and expenses 
were found to have amounted to £478. Black then advanced a further £50, and 
White paid £22 for patent fees, etc. 

The invention was sold by them to a Syndicate for £1,000 in cash, which was 
paid to them, and 1,000 fully paid shares of £1 each in the Syndicate, and these 
were duly allotted. 

Upon dissolving the partnership, White arranged to take over the stock of 
materials at an agreed valuation of £36, and undertook to discharge outstanding 
liabilities (if any). Black consented to take over the 1,000 fully paid shares at an 
agreed valuation of £50. 

Prepare the accounts necessary upon the dissolution of partnership. R.S.A.) 

30. 

£ s. d. 

Jan. 4. Received from A. Lemoine, Bordeaux, invoice of wine 

shipped on joint account (profit or loss to be divided 

equally) . .. 254 12 6 

„ 7. The shipment of wine arrived. Paid dock charges on 

same.4 6 2 

„ 9. Paid Custom House duties on shipment of wine . . 50 - - 

„ 10. Sold to J. Carey part of the shipment of wine . . 138 10 6 

„ 14. Admitted J. Carey’s claim for damaged goods, part of 

those sold him on 10th Jan. . . . . . 4 8 4 

„ 16. Sold remainder of shipment of wine, for Cash . . 237 4 6 

„ 16. Purchased Bill on Bank of France for net proceeds, less 

our share of Profit. Remitted same to A. Lemoine, 
with account sales of the shipment. 

„ 30. Paid claim of the purchaser of the Wine sold on 16th Jan., 

for damaged goods . . . . . . 8 3 6 

Enter the above in Journal and Cash Book, and show the Joint Account and 
Lemoine’s Account in the Ledger. {Civil Service.) 



CHAPTER IX 

SELF-BALANCING LEDGERS 

To obtain a perfectly clear and really practical working knowledge 
of self-balancing Ledgers, the first essential is to appreciate their 
object and the absolute necessity for their adoption if an efficient 
control of a set of financial books is to be an accomplished fact. 

In the study of accounts up to the point where this matter of 
Ledger control is introduced, a single Ledger has been used and 
we must, as a first step, consider the contents of this book. 

When working textbook exercises, thirty or forty is, in all prob¬ 
ability, the maximum number of accounts in use, but an analysis 
of these accounts will show that, irrespective of the number , there 

are only three types— 

1. Real Accounts. Assets and liabilities, other than the Personal 

Accounts of Debtors and Creditors. 

2. Nominal Accounts. All those accounts which form the Trading 
and Profit and Loss Accounts (excepting the Stock Account, 

which is included among the Assets). 

3. Personal Accounts. Accounts of Debtors and Creditors, i.e. 

customers and suppliers. 

Further consideration will also show that these forty or so 
accounts may be representative of many thousands in an actual se 
of books. A comparative table will illustrate this best. 


Real A/cs 
Nominal A/cs 
Personal A/cs—Debtors 

Creditors 

Total 


In Theory 
(say) 

6 

20 

8 

4 

38 


In Practice 
(say) 

20 

60 

10,000 

200 



Two facts stand out from these figures. Firstly, there is a great 

difference between the two numbers of Persona cco e d ge rs 
Secondly, to keep such a number of accounts seve g 

will be required. f , . „ an d still 

How to allocate these accounts to a number of Lg 

retain elasticity in the whole set must now be considered. 
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Ledger (1) 

1. Real A/cs 

2. Nominal A/cs 

3. Personal A/cs 

> Bought Ledger (3) 

Containing only 

Personal A cs 

of suppliers. 

(The Purchase.. A/c 
is not kept in 
this Ledger.) 

If we assume Ledger 1 as representing the single Ledger that we 
are accustomed to handling and consider the posting that takes 
place, we shall see that, as this expands with the growth of the 
business, all the additional work falls on the Personal Accounts 
and by far the majority of it on the Debtors Accounts. Imagine, 
for instance, the posting of 100 sales v This necessitates 100 debits 
to the Personal Accounts of customers and only one credit each 
month to the Sales Account. Multiply this by ten, and the result 
will be 1,000 debits to customers but still only one credit. 

As a result, Sections 1 and 2 scarcely expand at all as to the 
number of postings, whilst Section 3 grows to such an extent that 
other Ledgers are necessary. In consequence the Personal Accounts 
are taken from this Ledger, as indicated by the arrows, and housed 
in separate Ledgers (2 and 3), obviously the only logical method 
of “splitting” the original Ledger. Ledger 1 must now be given 
a name and is termed the “General” Ledger. In some businesses 
this is often further subdivided into “Private” Ledger (containing 
the Real Accounts), and “Nominal” or “Impersonal” Ledger 
(containing the Nominal Accounts), but as this does not affect the 
self-balancing work it will be treated throughout this book as one 
Ledger. 

As a general average it can be assumed that a Ledger does not 
hold more than approximately 300 accounts. With 1,500 customers 
it would be necessary to have five Sales Ledgers divided more or 
less into the following sections of the alphabet A-D, E-H, I-L, 
M-R, and S-Z. With two Bought Ledgers and a General Ledger, 
our system of books now includes eight Ledgers in place of the 
single Ledger with which we started. 

Assuming that the postings have been completed for the month 
and that a Trial Balance is required, we shall proceed exactly as 
always to extract Ledger and Cash Book balances, but there will 
be eight Ledgers instead of one. 

Observe that there are no new principles involved. All books 
of original entry are posted as usual, but the Ledger has simply 

IO—(B. 1405 ) 


Sales Ledger (2) «- (a) Debtors 

Containing only ( b) Creditors 

Personal A/cs 

of customers. 

(The Sales A/c 
is not kept in 
this Ledger.) 
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expanded owing to additional accounts. The Trial Balance is also 
completed in precisely the same way as when only one Ledger is 
used, i.e. it consists of the balances of all Ledger Accounts and the 
balances of the Cash Book and Petty Cash Book. 

If, on extracting a Trial Balance, it is found to agree, the extra 
work involved does not create any further difficulties, but, as 
Trial Balances have the very unhappy knack of not agreeing, it is 
obvious that with eight Ledgers to be searched for one or more 
errors, and nothing to suggest even where to look first, whole weeks 
may be spent before reaching agreement. This, then, is the object 
of self-balancing—to eliminate this uncertainty and sheer waste of 
time, by adopting a very simple expedient which will give us the 
proof as to the accuracy or otherwise of each Ledger separately. 
This being done, it will only be necessary to check those Ledgers 
which do not balance, the individual and independent Ledger proof 
localizing the errors. It may be worth noting in passing, that quite 
apart from localizing the errors and eliminating the search for 
mistakes in Ledgers which are accurate, another very important 
advantage is obtained from the point of view of the employer. 

Where the self-balancing methods are not adopted, all Ledger 
clerks must take part in this search for the errors, including those 
whose work is accurate, and a dissatisfied staff must be the outcome. 
By proving each Ledger, on the other hand, only those clerks who 
have made the mistakes must work overtime to find them, and as 
such overtime should not be paid for it will act as an incentive to 
those concerned to be more accurate. 

Before passing on to a more detailed consideration, it is advisable 
to crystallize the main points in a very few words. 

Each Ledger is to have its own proof of accuracy at the end of 

E month. Proof of accuracy means a Trial Balance and this in 
turn demands double entry. Therefore, every Ledger must have 
plete double entry. 

Definition. A self-balancing Ledger is one whose balances, when 
extracted, form a complete Trial Balance. The expression “Self¬ 
balancing” Ledger is scarcely strictly accurate, but it is used as 
being less cumbrous than that of a Ledger “separately balanced 
by means of an aggregate account.” 

How Ledgers are made Self-Balancing. Where several 
Ledgers are in use, it is obvious that they will not balance of them¬ 
selves, because the balances they contain will be one-sided. Thus, 
the Bought Ledger will comprise all credit balances, the Sales Ledgei 
all debit balances, and so on. Ledgers have, therefore, to be made 
self-balancing by means of an ingenious device called, in technica 

phraseology, an Adjustment Account. 

Adjustment Account. This is an extra account inserted at tne 
back of a Ledger for the double purpose of proving the Ledger and 
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of making it self-balancing. It is merely a record of the transactions 
already posted in the particular Ledger, only in a summarized form 
instead of in detail. The debits and credits, however, are trans¬ 
posed. The balance of the Adjustment Account must be equal to 
the sum of the other balances in the same Ledger, thus proving 
the Ledger. It must also be on the opposite side, so that when a 
Trial Balance is extracted, the total of the debits will equal the 
total of the credits. , 

Principle of Proof of Adjustment Account. The principle 
of check underlying the Adjustment Account is proof by means of 
totals, based on the axiom that the whole must be equal to the sum of all 
its parts. Suppose, for example, we have the following debtors in 
our Ledger, and that the undermentioned sales of goods, payments, 
returns, etc., take place, the balances remaining in each account 
would be as stated at the side— 


Debtors 

1 

Goods 
Sold , 

Goods 

Returned 

Cash 

Received 

Discount 

Allowed 

Bills 

Received 

Balances 

Owing 


£ 

£ 

£ 

£ 

£ 

£ 

Atkins, A. 

130 


76 

4 

— 

50 

Roberts, R. . 

86 

3 

20 

— 

— 

63 

Rufus, R. 

74 

— 

— 

— 

50 

24 

Philpott, P. 

59 

— 

38 

2 

— 

19 

Lane, L. 

42 

— 

19 

1 

— 

22 

Holland, H. . 

106 

10 

20 

— 

36 

40 

Cross, C. 

78 

— 

57 

3 

— 

18 

Duke, D. 

34 


10 

— 

— 

24 


609 

13 

240 

10 

86 

260 


The above transactions would, of course, be posted separately to 
the individual accounts of each of the debtors concerned. Now let 
us post the same transactions in summary or total into one Debtors’ 
Account and balance it. We should then have the following— 


Dr. TOTAL DEBTORS’ ACCOUNT Cr. 


19.. 


£ 

19.. 


£ 

Jan. 31 

To Goods 

609 

Jan.31 

By Returns . ' . 

13 




„ 31 

„ Cash 

240 




„ 31 

„ Discount . 

10 




„ 31 

„ Bills Receivable 

86 




„ 31 

„ Balance c/d 

260 



£619 



£609 

Feb. 1 

To Balance b/d 

260 
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The balance of this Total Account is equal to the sum of the 

separate balances shown in the previous analysis, thus proving the 

posting, addition, subtraction, and balancing in the Ledger to be 
correct. 

Adjustment Account for Bought Ledger. Adjustment 

Accounts are constructed for the Bought Ledger, and also for each 
of its subdivisions if there are several Bought Ledgers. All the 
items that have been posted in detail in the Bought Ledger must 
be posted in total to the Bought Ledger Adjustment Account and 
on the same side. For example— 


BOUGHT LEDGER ADJUSTMENT ACCOUNT Cr. 


19.. 
Jan. 31 
„ 31 

„ 31 

„ 31 

,, 31 

To Cash 
„ Discount 
„ Bills Payable . 
„ Returns and 
Allowances . 
„ Balance c/d 

£ 

543 

18 

396 

41 

2,350 

19.. 
Jan. 1 

„ 31 

By Balance (total ol 
Creditors as a 
this date) 

„ Purchases 

£ 

r 

t 

2,607 

741 



£3,348 



£3,348 




Feb. 1 

By Balance b/d 

2,350 

The above account would appear in the General Ledger. In the 
Bought Ledger there would be a corresponding account having 
the items on the opposite sides, in order to make a double entry 
by the two accounts, thus— 

Dr. 

GENERAL LEDGER ADJUSTMENT ACCOUNT 

Cr. 

19.. 
Jan. 1 

„ 31 

To Balance (total of 
Creditors as at 
this date) 

„ Purchases 

£ 

2,607 

741 

19.. 
Jan. 31 
„ 31 
„ 31 
„ 31 

„ 31 

By Cash 
„ Discount . 

„ Bills Payable 
„ Returns and 
Allowances 
„ Balance c/d 

£ 

543 

18 

396 

41 

2,350 


s 

£3,348 



£3,348 

Feb. 1 

m 

To Balance b/d 

2,350 





The above balance would, of course, be equal to the sum of the 
separate Bought Ledger balances, and thus prove the Bought 
Ledger. Special items, such as transfers of contra accounts, can¬ 
celled bills, interest on renewed bills or on overdue accounts, etc., 
which have been posted direct from the Journal, and debited or 
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credited to tiny of the personal accounts in the Bought Ledger, 
must also be debited or credited to these Adjustment Accounts. 

Adjustment Account for the Sales Ledger. Adjustment 
Accounts are constructed for the Sales Ledger, and also foi each of 
its subdivisions if there are several Sales Ledgers. The following is 

an example— 


SALES LEDGER ADJUSTMENT ACCOUNT Cr. 


19.. 


£ 

19.. 


£ 

Ian. 1 

To Balance (total of 


Jan. 31 

By Cash 

3,716 


Debtors as at 


„ 31 

„ Discount . 

169 


this date) 

7,416 

„ 31 

„ Bills Receivable 

316 

„ 31 

„ Sales 

3,028 

„ 31 

„ Returns and 


„ 31 

„ Cash (dishon¬ 



Allowances 

74 


oured bills 


„ 31 

„ Bad Debts 

124 


and charges) . 

54 

>, 31 

„ Balance c/d 

6,099 



£10,498 



£10,498 

Feb. 1 

To Balance b/d 

6,099 

1 





The above account would appear in the General Ledger. In the 
Sales Ledger there would be a corresponding account, but having 
the items on the opposite sides in order to make a double entry 
by these two accounts, thus— 


Dr. GENERAL LEDGER ADJUSTMENT ACCOUNT Cr. 


19.. 


£ 

19.. 


£ 

Jan. 31 

To Cash 

3,716 

Jan. 1 

By Balance (total of 


„ 31 

„ Discount 

169 


Debtors as at 


„ 31 

„ Bills Receivable 

316 


this date) 

7,416 

„ 31 

,, Returns and 


„ 31 

„ Sales 

3,028 


Allowances 

74 

„ 31 

„ Cash (dishon¬ 


„ 31 

,, Bad Debts 

124 


oured bill and 


„ 31 

„ Balance c/d 

6,099 


charges). 

54 



£10,498 



£10,498 




j Feb. 1 

By Balance b/d 

6,099 


The above balance would, of course, be equal to the sum of the 
separate Sales Ledger balances, thus checking or proving the Sales 
Ledger. Special items, such as transfers of contra accounts, interest 
on renewed bills or on overdue accounts, cancelled bills, etc., which 
have been posted direct from the Journal, or items such as Carriage 
paid out on empties or returns, etc., which have been posted from 
the Petty Cash Book, and have been debited or credited to any of 
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the Personal Accounts in the Sales Ledger, must also be debited or 
credited to these Adjustment Accounts. 

“Contra 55 Adjustment Accounts. Self-balancing Ledgers are 
merely an extension or adaptation of the former system of “Total 
.Checking Accounts.” A “Total Debtors’ Account” and a “Total 
Creditors’ Account”—now dignified with the titles of Sales Ledger 
Adjustment Account and Bought Ledger Adjustment Account— 
were kept in the General Ledger and used by the chief clerk or 
accountant to check the Sales Ledger and Bought Ledger balances 
respectively. It was quite an afterthought, and a very modern one, 
to copy this total account into the back of the Ledger concerned, 
and by transposing the debits and credits make the Ledger self¬ 
balancing. 

Control Accounts. The contra Adjustment Accounts, kept at 
the back of the Bought and Sales Ledgers (as distinct from the 
Adjustment Accounts in the General Ledger), are Memorandum 
Accounts only, having nothing to do with the financial books as 
such, merely providing each Ledger Clerk with a methodical state¬ 
ment of the proof of his Ledger. To carry out this scheme, the 
books are analysed and the totals are carried into the General 
Ledger to form the Sales Ledger and Bought Ledger Adjustment 
Accounts whilst each Ledger clerk extracts the total of his own 
particular column from the analysis. 


QUESTIONS 

1. Define the term “self-balancing Ledger.” 

2. State briefly the object of self-balancing Ledgers. 

3. What is the chief advantage of self-balancing? 

4. How are Ledgers made self-balancing? 

5. Explain the nature and construction of a “Control Account.” 

6 . State briefly the principle of proof underlying the “Control Account.” 

7. Submit pro forma Control Accounts for proving the Bought Ledger. 

8 . Submit pro forma Control Accounts for proving the Sales Ledger. 

9. Explain the connexion between Adjustment Accounts and Total Checking 
Accounts. 


Rulings of Subsidiary Books. Where there are several Bought 
Ledgers and Sales Ledgers in use, extra columns will be required 
in the Purchases and Sales Books, Returns Books, Bills Books, Cash 
Book, etc., for the purpose of analysing the items contained therein 
under the respective Ledgers to which they have been posted. 
These columns will, of course, be in addition to the departmental 
columns (if any). Where, however, the number of Ledgers is very 
large, separate subsidiary books will be required for each Ledger. 
See examples on the following pages. 

Perhaps the most important point to bear in mind in connexion 
with the analysis of the Subsidiary Books is that every item is 
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For the purpose of self-balancing, the total of No. 1 column will be posted to the credit of the Bought Ledger Adjustment Account 
m the General Ledger, and the totals of columns 2, 3, and 4 to the debit of the General Ledger Adjustment Accounts in the respective 
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analysed, although only those figures affecting the Bought and 
Sales Ledgers are actually required for self-balancing purposes. 
If partial analysis only is done, there is no check on the totals of 
the analysis columns by the simple method of cross-casting. 

Example. From the following particulars write up the Journal, 
Tabular Purchases Book, Sales Book, Returns Books, Bank Cash 
Book, Petty Cash Book, and Bills Books. Post to proper Ledgers, 
make them self-balancing, and extract Trial balances— 


R. Retrop commenced the month with the following assets and liabilities— 


19. 

• 


£ 

s. 

d. 

July 

1. Petty Cash in hand ...... 

• 

20 

— 

— 

99 

1. Cash at National Bank, Ltd. .... 

• 

1,757 

13 

8 

* w 

9 > 

1. Stock-in-trade ....... 

• 

1,756 

14 

8 

99 

1. Bills Receivable (Nos. 120-125) .... 

• 

856 

10 

6 

99 

1. A. Archer, Ltd. ...... 

Dr. 

317 

4 

9 

99 

1. B. Brown ........ 

Dr. 

426 

8 

7 

>9 

1. D. Dunlop & Co. ...... 

Dr. 

396 

16 

2 

99 

1. Evans Bros. ....... 

Dr. 

675 

6 

3 

99 

1. F. Finch & Son ...... 

Dr. 

87 

1 

8 

99 

1. Garnet, Son & Co. ...... 

Dr. 

219 

14 

4 

*9 

1. H. Henry ....... 

Cr. 

430 

12 

10 

99 

1. 1. Isaacs, Ltd. ....... 

Cr. 

361 

17 

5 

99 

1. J. Jones & Co. ....... 

Cr. 

212 

13 

9 

• 9 

1. Korper Bros. ....... 

Cr. 

86 

8 

2 

99 

1. L. Lewin & Sons ...... 

Cr. 

216 

4 

7 

99 

1. Martin, Son & Potter ..... 

Cr. 

76 

10 

8 

99 

1. Outstanding Rent ...... 

Cr. 

28 

15 

— 

99 

1. Plant and Machinery ..... 

• 

4,216 

14 

6 

99 

1. Furniture and Fixtures ..... 

• 

607 

10 

6 

99 

1. Bills Payable (Nos. 48-50) ..... 

• 

428 

2 

10 

His transactions for the month were— 

19.. 


£ 

s. 

d. 

July 

2. Bought Goods of H. Henry .... 

• 

217 

6 

5 

99 

3. Bill Receivable No. 121 (accepted by F. Finch & Son) 
returned dishonoured ...... 

64 

15 

10 

99 

4. Received Bill (No. 126) from A. Archer, Ltd., P. Green’s 
Acceptance dated 2nd July at 1 month, payable at 
Coutts’, City. 

301 

7 

6 

99 

4. Discount allowed ...... 

« 

15 

17 

3 

99 

4. Paid Fire and Employers’ Liability Insurance 

• 

15 

15 


99 

5. Sold Goods to A. Archer, Ltd. .... 

m 

132 

3 

4 

99 

5. Received Cash from F. Finch & Son 

A 

65 

1 

4 

99 

5. Paid Wages ....... 

• 

31 

4 

6 

99 

5. Bought National Health Insurance Stamps . 

• 

10 



99 

5. Cash Sales ....... 

• 

16 

16 

5 

19 

7. Received Cash for Bill Receivable No. 123 . 

— 

A 

157 

4 

8 

99 

9. Purchased Goods of I. Isaacs, Ltd. 


84 

15 

2 

99 

99 

9. Received Cash from B. Brown for amount of account less 

5%. Write him that we could only allow 2£%, and 
would carry the balance forward. 

10. Bought Furniture of Ridler & Co. 

100 



99 

11. Accepted I. Isaac’s Draft at 1 m/d (No. 51) dated 10th 

July . 

343 

15 

7 
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July 11. 

99 

11 . 

99 

12 . 

99 

12 . 

99 

12 . 

99 

12 . 


99 

12. 

99 

14. 

99 

14. 

99 

14. 

99 

15. 

99 

16. 

99 

16. 

99 

16. 

99 

17. 

99 

17. 

99 

18. 

99 

19. 

99 

19. 

99 

19. 

99 

19. 

99 

21. 

99 

21. 

99 

21. 

99 

22. 

99 

22. 

99 

22. 

99 

22. 

99 

22. 

99 

23. 

99 

23. 

99 

23. 

99 

23. 

99 

23. 

99 

24. 

99 

25. 

99 

25. 

99 

25. 

99 

25. 

99 

25. 

99 

26. 

99 

26. 

99 

26. 

99 

26. 

99 

28. 


Discount allowed ....... 

Paid Life Assurance Premium . 

Sold Goods to B. Brown £424 3s. lid., less trade discount 
of 25%. 

Paid Wages ........ 

Sent Bill No. 120 to Bank for collection 
G. Goodman’s Acceptance (No. 124) £125, renewed for 
3 months with Interest at 5%. New Bill No. 127 
payable at Bank of England, Gloucester. 

Cash Sales ....... 

Purchased Goods of L. Lewin & Sons . 

Bill Receivable No. 120 (accepted by D. Dunlop & Co.] 
returned by Bank dishonoured .... 

Noting Charges paid by Bank .... 

D. Dunlop & Co. return damaged Goods 
Received Cash from D. Dunlop & Co. on A/c 
Bought Coal of Midland Colliery Co. . 

Paid Carriage on same ..... 

Sold Goods to D. Dunlop & Co. .... 

Paid Ridler & Co. amount of A/c less 5% 

Renewed my Acceptance to M. Masters (No. 48), £150 
for 3 months with Interest at 5%. New Bill No. 52. 
Bought Goods of J. Jones & Co. . 

Paid Wages 

Received Cash from Evans Bros, for amount ot A/c as at 
1st July, less 5%. 

Cash Sales 

Bought of Stationery Supplies Co., Stationery 
Paid Korper Bros. 

Discount deducted 5% ....•• 

Returned to J. Jones & Co. Goods not up to sample 
F. Finch & Sons accepted our draft at 2 months, Bill No. 

128, dated 20th July, payable at Lloyds, Chatham 
Discount allowed 

Sold Goods to Evans Bros. ....•• 
Drew for Self . . . • • - 

Purchased Goods of Korper Bros. • 

Sent Garnet, Son & Co.’s Acceptance (No. 122) to 

H. Henry on a/c ..••••• 
Bill Payable No. 49 paid by Bank .... 
Paid J. Jones & Co. ..... • * 

Korper Bros, write and say they can allow only 2j /0 
Discount, and will carry balance forward. 

Cash Purchases ...••••* 
Discounted Bill Receivable No. 125 .... 

Bankers’ Charge for discounting . 

Sold Goods to F. Finch & Son . . • • * 

Accepted L. Lewin & Son’s draft at 2 m/d (Bill No. 53) 
in favour of N. Nash, dated 24th ...» 

Discount allowed . . . • • • * 

Paid Martin, Son & Potter their A/c as at 1st July, less 

2£% discount. 

Paid Wages ...••••* 
Sold Old Plant (value in books £85) for Cash 
Till Takings ....•••* 
Paid Rent to June last. 


£ *■ d. 

18 1 10 

10 - - 


34 7 9 
125 - - 


15 15 II 
72 8 3 

125 - - 
7 6 
10 16 9 
200 - - 
25 - - 
5 10 - 
97 4 2 


224 10 11 
29 14 8 


10 12 6 
27 13 6 
82 1 9 
4 6 5 
8 14 6 

82 14 7 
4 7 1 
206 13 9 
50 - - 
86 3 6 

200 - - 
216 15 6 
203 19 3 


21 4 10 
184 10 - 
1 10 - 
287 17 5 

210 16 6 
5 8 1 


32 15 11 
70 - - 

10 4 9 
28 15 - 
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July 28. 
.. 28. 


28. Received Demand Note for Rates. .... 
28. Bill Receivable No. 122 (accepted by Garnet, Son & Co.) 
returned by H. Henry dishonoured. 

28. Noting Charges paid by him. 

29. Bought goods of Martin, Son & Potter, less trade discount 

of 10%. net 

30. Received Cash from Garnet Son & Co. 

30. Paid H. Henry ..•••••• 

31. Sold Goods to Garnet, Son & Co. . . . . 

31. Paid for Stationery ....... 

31. Paid Salaries for month ...... 


£ s. d. 

17 14 6 


7 6 


30. 

30. 

31. 
31. 
31. 


31. Till Takings 


240 12 
200 7 
200 7 
79 5 
13 14 
41 13 
4 6 


The Petty Cash is kept on the Imprest System, and the following were the 
transactions for the month— 

19 .. £ s ‘ d. 

July 1. Bought Stamps ........ 1 - - 

„ 2. Paid Carter, Paterson & Co., Charges on goods sold . 3 6 

3. „ Southern Railway Co. Carriage on goods bought . 117 11 

„ 3. „ Noting Charges on dishonoured Bill, chargeable to 

F. Finch & Son ....... 56 

A fnr TTVIparams ...... 26 


19.. 
July 1. 

„ 2 . 
3. 

» 3. 

„ 4. 

» 3 . 

„ 7. 

„ 8. 
„ 9. 

„ 10 . 
,, 11. 
„ 12 . 
„ 14. 
„ 15. 
„ 16. 
„ 17. 
„ 18. 
„ 19. 
„ 21 . 
„ 22 . 
„ 23. 
,, 24. 
„ 25. 
„ 26. 
„ 28. 
„ 29. 
,, 29. 
„ 30. 

„ 31. 


Bought Stamps ........ 

Paid Carter, Paterson & Co., Charges on goods sold 
„ Southern Railway Co. Carriage on goods bought . 
„ Noting Charges on dishonoured Bill, chargeable to 
F. Finch & Son ....... 

Paid for Telegrams ....... 

„ for Cleaning Offices ...... 

Bus and Tram Fares of boy. . 

Printing Address Labels ...... 

Paid L.M. & S. Railway Carriage on goods bought 

„ Carter, Paterson Charges on goods sold 

„ London Parcels Delivery Co. Charges on goods sold 

Paid for Cleaning Offices ...... 

Bought Envelopes ....... 

Paid Travellers’ Expenses as per card . 

„ L.M. & S. Railway, Carriage on goods purchased . 

„ for Telegrams ....... 

Bought Candles and Matches . . . . . 

Paid for Cleaning Offices ...... 

Bus and Tram Fares of boy. . . . . . 

Paid Parcels Delivery Co., Charges on goods sold . 

„ G.W. Railway, Charges on goods bought 

Bought Tape and Sealing-wax . 

Paid for Washing Towels and Dusters . 

„ for Cleaning Offices ...... 

„ Pickford & Co., Charges on goods sold . 

„ for Telegrams ...... 

Bought Stamps ........ 

Paid Carriage on returned empties, chargeable to Evans 

Bros. ...... 

• • • • 

Paid Travellers’ Expenses ...... 


6 - 

1 3 
10 6 

1 15 10 

2 4 
2 8 
6 - 

5 6 
16 6 

1 2 6 
1 2 
6 

6 - 
1 - 

3 4 
1 18 6 

1 2 
3 6 
6 - 
3 8 


4 6 
10 8 
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Dr. 


Cr. 
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This has the advantage that it can be checked against the totals. 


BILLS RECEIVABLE BOOK 
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of the month as in the case of die Journal (see previous page). 
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PURCHASES RETURNS BOOK 


19.. 
July 22 

J. Jones & Co.— 


£ 

S. 

d. 

£ s. 

d. 


Goods not up to sample 

• • 




8 14 

6 







£8 14 

6 


SALES 

BOOK 






19.. 
July 5 

A. Archer, Ltd.— 


£ 

s. 

d. 

£ s. 

d. 


Goods .... 

• • 




132 3 

4 

„ 12 

B. Brown— 








Goods .... 

• • 

424 

3 

11 




Less Trade Discount, 25% 

• • 

106 

1 

— 

318 2 

11 

» 17 

D. Dunlop & Co.— 








Goods .... 

• ■ 




97 4 

2 

„ 22 

Evans Bros— 








Goods .... 

• • 




206 13 

9 

„ 25 

F. Finch & Son— 








Goods .... 

• • 




287 17 

5 

„ 31 

Garnet, Son & Co.— 








Goods .... 

• • 




79 5 

8 


1 




£ 

1 

1,121 7 

3 


SALES RETURNS BOOK 





19.. 
July 15 

D. Dunlop & Co.— 


£ 

s. 

d. 

£ *• 

d. 


Goods damaged . , 

• • 



« 

10 16 

9 







£10 16 

9 


BANK CASH BOOK 

Receipts 


l_ sJ 

5 bo 

gT 

o ^ 


d. 

8 

in 

X 

* ^ 

CD 

1 1 05 

Cl 


s. 

13 

CD 


1 to 

Cl 

O 1 

X 



CD 

157 

125 

15 

O 

Tf o O 

x c* «-* 

rf 

352 





IO 

1 X 

CO V 

• 


•o 

1 X 

Jd fco 

f3 "?. 


ID 

IO 

O 'O 

s? 

CD 


© 

Cl x 


X o 
b f) bn 
3 *0 
O 

« J 



a> 

X Cl 


i 

X 

1 

05 

X d 

•A ^ 


rf d 

1C 

i 

X 

c 

Tf 

r* x 


p-« 










io 

o 

o 

CN 


o 

o ^ 


X 

»c o 

~r 

o 

IO 

X 

X 

o 


— -T 


Cl 

X 

•—• 


Cl 


t#- in 


*— co 


in co 
co -< 


1 — 

*-« X 

1 o> 




1 IO 

O <N 

1 T 




IO 1 C 

— o 

O O 

CN *- 

T* 1-H 

r* — . 


X 



CO © 
Cl • Cl 


o o 

a: .z . 


jc 

a 

• A 


° - 
h - 


X 

ffS 

> 

• H — 

O c 


= w 

• H • 

cqcq 


-o 

a 

> c/) 

• *H fl) 

O ~ 
u cfl 
U CO 

* .c 

3 3 

cqU 


v. ay i j 

£ co 

3 

n cj 

. g SS 

QwO 


* c-c 

3 s s 

c5EO 


c 

eg 8 

* (3 

c x; 
* 8 
OU 


. - ic io o> ci ci x o> o> 


05 

~ 3 


lO CD CO 


CO CO 


292 





BANK CASH BOOK 

Payments 


6 


2 fc 

v bo 
o « 

O J 


u 

IT V 

w to 


.3 <u 
to to 

3 "O 

c w 

CQ J 


3 

rt 

C2 


</•- 

• M 

d 

■w 

o 

Q 


-* 1 

CD 1 

1 <J> 

1 

GO 

1 CD 

© * 


CD <T> ^ O 

s. 

15 

^ 1 

l r^ 


Tf 

1 iC 

o 

m 

rf CD ^ CD 

« 

in 

, 

© ^ 

UO 

a> 

O CD 


CN 

CD *—* CD 

s*~ 

x — 

— CD 

<N 

m — 

D4 

CN 

CD 

« Tf DJ 

i/> 

D4 




CD 


■c 


, ^ CD CD <N Gi M X »C - C (N 

— DJ 04 


Tf 04 X O CD — X *C 
f^cD04^^’<**-*04 
D4 X> 

<N 


s* 


(N 

lO 

© 

co 

s? 

to 


•c 

<N 


• 

~*3 

1 

M 

CD 

X 

1 CD 

1 

• 

1 

X 

O 

c 

in 

l 

# 



•" 1 





IC 

to 

CD 

X 

x o 

*—* 

SI 

OJ 

X 

O 

DJ 


(N O 

(X 

CD I 







^ 1 

1 <© 1 

1 OJ to 1 I 

8 

9 

i tone 

1 in — 

1 CCtCJl'tO 

1 

^ ut -»r I 

1 !>» 1^ O 1 

^ —* 

1 >C O. Tf 

ocjio 

iO N ^ CO O'. tO 

X 



•—* 

»—< 

^-« w* 




to 

X 


%l 



CJ 

o 

e 

2 

3 

c A 

c 


co 

a • 

E 

d U 

x < 

CJ 
u 

c 

d 


CJ 

tc 

d 


£ „ 


® rt O 

E° 

cu*> 

3 u 


Ci 

TT 


o 

U £ 


a 

o 


o 

u 

« 


7 § 27 §7 




QOc< 


C/5 

cj 

to 

d 


<3 

C/5 7 

to 5. 

fc.S £ 

O 2 = 

*Q« 


o 

U 

t/5 

CJ 

C 

o 


o 

3 

o 

u 

3 

Ch 


1 « 
,u 


c 

3 

C 

u 

CA. 


c/5 

U 

o 

c 

d 

ca 


u. 

o 

w 

o 

C 

o 


u 


. c 

CJ 

Pi 


to 
. c 

7 £ 

jo d 5 
CJ W 

bo^X 

3 

w d cj d 
CO O 0 P-I CQ 


£ 

CJ 

c 

o * 


(A 

o 

u 

d 


CO 

d 

U 


^0 

o 

u 

■s 


Szcxz 


>* * ~ ~ ~ ~ 
«. 


^#c«\#cr\rcvc#\»t 


.Tj>iOlO^M'<t0tNO5'-'MCOCO'^iOCDCOCOO’-«'-<'-<« 
rtM -,„^ rHWCq!N (NNC') C ^!NC^r, c^tocon 


OJ >* 

c * * 




293 









294 







295 


SELF-BALANCING LEDGERS 


19.. 
July 23 
30 


BOUGHT OR CREDITORS’ LEDGER 

H. HENRY 



£ *• d- 

19.. 


To Bilb Receivable 

200 - - 

July 1 

By Balance 

„ Cash 

. 

200 7 6 

„ 2 
„ 28 

,, Goods . 

,, Garnet, Son & Co. 

i 


£ s. d. 
430 12 10 
217 6 5 
200 7 6 


Dr. 

19.. 
July 21 
.. 21 


To Cash 
.. Discount 


KORPER BROS 


£ 

s. 

d. 

82 

1 

9 

4 

6 

5 

£86 

-— 

8 

2 


July 23 
.. 23 


By Balance 


By Discount 
„ Goods . 


I s. d. 
86 8 2 


£86 8 2 

2 3 3 
86 3 6 


Dr. 

19.. 
July 11 
.. 11 


To Bills Payable 
.. Discount 


I. ISAACS, LTD. 

£ s. d. 19.. “ 

343 15 7 July 1 
18 1 10 „ 9 


By Balance 
,, Goods . 


Dr. 

£ d. 
361 17 5 

84 15 2 


Dr. 


19.. 
July 22 
.. 23 


To Returns 
„ Cash 


J. JONES & CO. 


£ 

s. 

d. 

19. . 



8 

14 

6 

July 1 By Balance 

• 

• 1 

203 

19 

3 

„ 19 „ Goods . 

• 

• 


£ d. 
212 13 9 
224 10 11 


Dr. 


19.. 
July 25 
.. 25 


To Bills Payable . 
.. Discount 


L. LEWIN & SONS 


£ 

210 

s. d. 
16 6 

19.. 
July 1 

By Balance 

• 

• j 

5 

8 1 


,, Goods . 

• 

• 


£ d. 
216 4 7 
72 8 3 


Dr. 


19.. 
July 26 
.. 26 


To Cash 
.. Discount 


MARTIN, SON & POTTER 


£ J- d. 
74 12 5 

1 18 3 


£76 10 8 


Cr. 



19.. 


£ s- d. 

July 1 

By Balance . , 

76 10 8 



£76 10 8 

July 29 

By Goods . 

240 12 4 


19.. 

July 18 To Bilb Payable 


M. MASTERS 


s. d. I 19.. 
17 6 I July 18 
„ 18 


£ 

s* 

d. 1 

151 

17 

’ 

£151 

17 

J 


By Bilb Payable 
„ Interest 


£ d. 
150 - - 

1 17 6 

£151 17 6 


Dr. 


MIDLAND COLLIERY CO. 


19.. . 

July 16 By Coal 


25 «■ 


I 


I 
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ADVANCED ACCOUNTS 


Dr. STATIONERY SUPPLIES CO. Cr. 



j 


19. . 
July 21 

By Stationery 

• 

£ 

27 

13 

d. 

6 

Dr. 




RIDLER & CO. 




Cr. 


19. . 




£ d. 

19. . 



£ 

s. 

~d7 

July 17 

To Cash 

• 

• 

95 - - 

July 10 

By Furniture 

• 

100 

— 

— 

„ 17 

,, Furniture 

• 

• 

5 - - 











£100 - - 




£100 

- 

- 

Dr. 



OUTSTANDIN 

■ 

G ACCOUNTS 


Cr. 


19. . 




£ s- d. 

19. . 



£ 

s. 

d. 

July 28 

To Cash 

• 

• 

28 15 - 

July 1 

By Balance 

• 

28 

15 

— 






July 28 

By Rates, etc. 

• 

17 

14 

6 

Dr. 

GENERAL 

LEDGER ADJUSTMENT ACCOUNT 


Cr. 


19.. I 




£ J. d. 




£ 

s. 

17 

July 1 

To Balance 

• 

• 

1,413 2 5 

'July 31 

By Returns 

• 

8 

14 

6 

„ 31 

,, Goods . 

• 

• 

1,096 4 7 


,, Cash & Discount 

• 

691 

- 

7 

„ 31 

,, Transfers as 

per 



„ 31 

,, Bills Payable 

• 


9 

7 


Journal 

• 

# 

354 8 3 

„ 31 

,, Discount 

• 

23 

9 

11 






„ 31 

,, Transfers as per 











Journal 

• 


- 

- 






31 

,, Balance c/d . 

• 

1,229 

— 

8 




£ 

2,863 15 3 



£ 

2,863 

15 

3 

Aug. 1 

To Balance b/d 

• 

• 

1,229 - 8 






Dr. 


SALES OR DEBTORS’ LEDGER 

A. ARCHER, LTD. 


Cr. 


19. . 
July 1 


July 5 


Dr. 


Dr. 


19.. 
July 1 
„ H 

.. 17 



£ J. d. 

19. . 


To Balance . 

317 4 9 

July 4 

By Bills Receivable 



,, 4 

,, Discount 


£317 4 9 



To Goods . 

132 3 4 




B. BROWN 


D. DUNLOP & CO. 


£ *■ d - 
301 7 fi 

15 17 3 


£317 4 9 


Cr. 


• • 


£ d. 

19. . 


1 

To Balance 

426 8 7 

July 9 

By Cash 




„ 9 

„ Discount 




„ 9 

„ Balance c/d . 



£426 8 7 



9 

To Balance b/d . 

10 13 2 



12 

,, Goods . 

318 2 11 




£ *• d - 
405 2 2 
10 13 3 
10 13 2 

£426 8 7 


Cr. 



£ *■ d. 

19.. 


To Balance 

396 16 2 

July 15 

By Return.' 

Cash (dishonoured 


16 

tf Cash . 

bill) . 

125 7 6 



„ Goods . 

97 4 2 
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Dr. EVANS BROS. Cr. 


19.. 


£ s. d. 

19. . 



£ 

s. 

d. 

July 1 

To Balance 

675 6 3 

July 19 

By Cash 

641 

10 

11 




„ 19 

„ Discount 


33 

15 

4 



£615 6 3 



£675 

6 

3 

July 22 

To Goods . 

206 13 9 







„ 30 

„ Petty Cash 

4 6 







Dr. 


F. FINCH & SON 



Cr. 


19. . 


£ s. d. 

19.. 



£ 

s. 

17 

July 1 

To Balance 

87 1 8 

July 5 

By Cash . 


65 

1 

4 

„ 3 

,, Bill Rec. (dis- 


„ 22 

,, Bill Receivable 


82 

14 

7 


honoured) . 

64 15 10 

„ 22 

„ Discount 


4 

7 

1 

M 5 

,, Petty Cash 

5 6 









£152 3 - 



£152 

3 

- 

July 23 

To Goods • 

287 17 5 




Dr. 


GARNET, SON & CO. 



Cr. 


19.. 1 

• 

£ s- d. 

19.. 



£ 

3. 

d. 

July 1 

To Balance 

219 14 4 

July 30 

By Cash 

• 

200 

7 

6 

„ 28 

„ H. Henry 

200 7 6 







„ 31 

„ Goods . 

79 5 8 







Dr. 


G. GOODMAN 




Cr. 


19.. 


£ *• ti¬ 

19. . 



£ 


d. 

July 12 

To Bill Receivable 

ns - - 

July 14 

By Bill Receivable 


126 

11 

3 

12 

„ Interest 

111 3 









£126 11 3 



£126 

11 

3 

Dr. 

GENERAL LEDGER AI 

■ 1 

DJUSTMENT ACCOUNT 



Cr. 


19.. 


£ d. 

19.. 



£ 

s. 

d. 

July 31 

To Cash and Discount 

1,556 10 6 

July 1 

By Balance 

2,122 

11 

9 

„ 31 

,, Returns 

10 16 9 

„ 31 

,, Cash (dishonoured 





. 31 

,, Bills Receivable 

510 13 4 


bill) 


125 

7 

6 

„ 31 

„ Discount 

20 4 4 

„ 31 

„ Transfer as per 





31 

„ Balance c/d 

1,663 6 2 


Journal 


391 

14 

7 




„ 31 

„ Goods . 

1 

,121 

7 

3 




„ 31 

„ Petty Cash . 



10 

- 


i 

; 3,761 11 1 


£ 

3,761 

11 

1 




Aug. 1 

By Balance b/d . 

1,663 

6 

2 


IMPERSONAL OR GENERAL LEDGER 

Dr. STOCK Cr. 


19.. 
July 1 

To Balance 

£ i. d. 
1,756 14 8 




Dr. 

PLANT AND MACHINERY 

Cr. 

19.. 


£ J- d. 

19.. 


£ d . 

July l 

To Balance . 

4,216 14 6 

July 26 

By Cash . 

70 - - 




26 

„ Loss on Sale 

15 - - 
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Dr. FURNITURE AND FIXTURES Cr. 


19.. 


£ s- d. 

19. . | 


£ t. d. 

July 1 

To Balance 

607 10 6 

July 17 

By Ridler & Co. . j 

5 - - 

„ 31 

,, Sundry Crs. . 

100 - - 



Dr. BILLS PAYABLE Cr. 


19. . 


£ r. d. 

19. . 


£ r. d. 

July 18 

To M. Masters 

150 - - 

July 1 

By Balance 

428 2 10 

„ 23 

Cash • • • 

216 15 6 

9 9 31 

,, Sundry Crs. . 

| 

706 9 7 


Dr. BILLS RECEIVABLE Cr. 


19.. 


£ 

s. 

d. 

19. . 


£ 

s. 

d. 

July 1 

To Balance . 

856 

10 

6 

July 3 

By Finch & Son 

64 

15 

10 






7 

„ Cash . 

157 

4 

8 






„ 12 

»» l» • • • 

125 

— 

- 






„ 12 

„ G. Goodman 

125 

— 

— 






if 23 

,, H. Henry 

200 

— 

— 






„ 25 

ft Cash ... 

184 

10 

- 



£856 

10 

6 



£856 

10 

6 

July 31 

To Sundry Drs. . 

510 

13 

4 





Dr. PURCHASES Cr. 


19.. 


£ r. d. 



July 24 

To Cash 

21 4 10 



„ 31 

„ Sundry Crs. . 

925 16 7 




Dr. PURCHASES RETURNS AND ALLOWANCES Cr. 





19.. 
July 31 

1 

By Sundry Crs. . 

£ *• d. 

8 14 6 

Dr. SALARIES Cr. 

19.. 
July 31 

To Cash 

£ s. d. 
41 13 9 




Dr. SALES Cr - 



I 

i 

19.. 
July 5 
„ 12 
„ 19 
.. 26 
31 
31 

By Cash . 

»i tt • • 

>t •• • • 

t> • • 

*> ^ « . • • 

t , Sundry Drs. . 

£ *• d - 
16 16 5 

15 15 11 

10 12 6 
10 4 9 

4 6 2 

1,121 7 3 


Dr . 

79? 

July 31 


SALES RETURNS AND ALLOWANCES 


Cr. 


To Sundry Drs. 


£ 

10 


s. 

16 


d. 

9 
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D. 


WAGES 


Cr. 

19.. 
July 5 

12 

19 

26 

To Cash . . 

)» ♦» • * 

• » » 

£ s- <*■ 

31 4 6 

34 7 9 

29 14 8 

32 15 11 

f 




Dr. 

HEALTH INSURANCE STAMPS 

Cr. 

19.. 
July 5 

To Cash 

£ s. d. 

10 - - 




Dr. 


INSURANCE 


Cr. 

19.. 
July 4 

To Cash 

£ *• d - 
15 15 - 




Dr. 

RENT, RATES, AND TAXES 

Cr. 

19. . ! 
July 31 

To Sundry Crs. . 

£ <*• 
17 14 6 




Dr. 

PRINTING AND STATIONERY 

Cf. 

19. . 

July 31 
31 
„ 31 

To Cash 
„ Sundry' Crs. 

„ Fctly Cash 

£ s. d.\ 
13 14 6 

27 13 6 
17 2 




Dr. 


COAL 


Cr. 

19. . 
July 16 
„ 31 

To Cash (Carriage) 

„ Sundry Crs. . 

£ s. d. 

5 10 - 

25 - - 




Dr. LOSS ON SALE OF PLANT 

Cr. 

19.. 
July 26 

To Plant and Machinery 

£ *• d. 

/ 15 - - 


# 

I 


Dr. DISCOUNTS ALLOWED Cr. 


19.. 


£ s. d. 



July 31 

To Sundry Drs. 

44 8 7 



31 

M O * * 

20 4 4 




Dr. DISCOUNTS RECEIVED Cr. 


19.. 
July 23 

To Korper Bros. . 

£ s. d. 

2 3 3 

19.. 
July 31 
„ 31 

By Sundry Crs. . 

» »» • • 

£ s. d. 

6 4 8 
23 9 11 

Dr. 


BANKER’S DISCOUNT 

Cr. 

19.. 


£ s. d. 




July 25 

To Cash 

1 10 - 
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ADVANCED ACCOUNTS 


Dr. 


INTEREST RECEIVABLE 


Dr. 


19. . 

July 31 To Petty Cash 


POSTAGE AND TELEGRAMS 


Dr. 


19.. 

July 31 To Petty Cash 


CARRIAGE INWARDS 


£ s. 

d. 

6 14 

9 


Dr. 


19.. 

July 31 I To Petty Cash 


CARRIAGE OUTWARDS 


Dr. 


19.. 

July 31 To Petty Cash 


SUNDRY EXPENSES 


£ s. d. 
1 10 3 


c. 








Dr. 

19.. 
July 31 
„ 31 
„ 31 
„ 31 
.. 31 


BOUGHT LEDGER ADJUSTMENT ACCOUNT (OR CONTROL 

ACCOUNT) 


To Returns 

Cash and Discount 
„ Bills Payable . 

,, Discount 
,, Transfers as per 
Journal 

,, Balance c/d . 


£ 

s. 

d. 

8 

14 

6 

691 

— 

7 

706 

9 

7 

23 

9 

11 

205 



1,229 

— 

8 


19.. 


,, Goods . • 

„ Transfers as per 
Journal 


£ s- d - 

1,413 2 5 
1,096 4 7 

354 8 3 


£\ 2,863 15 3 


Aug. 1 By Balance b/d . 


£ 2,86 3 15 3 
. 1,229 - 8 


Dr. 



SALES LEDGER ADJUSTMENT ACCOUNT (OR CONTROL 

ACCOUNT) 


To Balance 

„ Cash (dishonoured 
bill) 

„ Transfers as per 
Journal 
,, Goods . 

,, Petty Cash 


£ s. d. 

2,122 11 9 

125 7 6 

391 14 7 
1,121 7 3 

10 - 


To Balance b/d . 


£ 3,761 11 1 

. 1,663 6 2 


19.. 
July 31 
„ 31 
„ 31 
„ 31 
31 


Xj 

By Cash and Discount 1,556 10 

• « A AC 


,, Returns 
,, Bills Receivable 
„ Discount 
,, Balance c/d . 


10 16 
510 13 
20 4 
1,663 6 


£\ 3,761 11 1 










SELF-BALANCING LEDGERS 


301 


PRIVATE LEDGER 


CAPITAL Cr. 




19.. 


£ >■ d. 



July 1 

By Balance 

9,496 10 4 


Dr. DRAWINGS O. 


19.. 


£ d. 



July 11 

To Cash 

10 - - 



22 

tf 99 • * * 

50 - - 




TRIAL BALANCE (BOUGHT LEDGER), 31st July, 19.. 

Dr. Cr. 




£ s- d • 

£ d. 


I. Isaacs, Ltd. .... 


84 15 2 


H. Henry ..... 


447 19 3 


J. Jones & Co. .... 


224 10 11 


Korper Bros. 


88 6 9 


L. Lewin & Sons .... 


72 8 3 


Martin, Son & Potter 


240 12 4 


Midland Colliery Co. 


25 - - 


Stationery Supplies Co. 


27 13 6 


Outstanding A/cs .... 


17 14 6 


General Ledger Adjustment A/c. 

1,229 - 8 




£1,229 - 8 

£1,229 - 8 

1 






TRIAL BALANCE (SALES LEDGER), 31st July, 19.. 

Dr. Cr. 




£ s. d. 

£ d. d. 


A. Archer, Ltd. .... 

132 3 4 



B. Brown ..... 

328 16 1 



D. Dunlop & Co. .... 

408 11 1 



Evans Bros. ..... 

206 18 3 



F. Finch & Son .... 

287 17 5 



Garnet, Son & Co. .... 

299 - - 



General Ledger Adjustment A/c 


1,663 6 2 



£1,663 6 2 

£1,663 6 2 
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ADVANCED ACCOUNTS 


TRIAL BALANCE (GENERAL LEDGER), 31st July, 19.. 


P.L. 

C.B. 

P.C.B. 


Stock ..... 
Plant and Machinery 
Furniture and Fixtures . 

Bills Payable 
„ Receivable 

Purchases .... 

„ Returns and Allowances 
Salaries .... 

Sales ..... 

„ Returns and Allowances 
Wages .... 

Health Insurance Stamps 
Insurance .... 
Rent, Rates, and Taxes . 

Printing and Stationery . 

Coal ..... 

Loss on Sale of Plant 
Discounts Allowed 
„ Received 
Banker’s Discount . 

Interest Receivable 
„ Payable 

Postage and Telegrams . 

Carriage Inwards 

Travelling Expenses 

Carriage Outwards 

Sundry Expenses 

Bought Ledger Adjustment A/c 1 

Sales Ledger Adjustment A/c 2 

Capital A/c .... 

Drawings A/c 

Cash at Bank 

Petty Cash in Hand 


£ s. d. 
1,756 14 8 
4,131 14 6 
702 10 6 

510 13 4 
947 1 5 

41 13 9 

10 16 9 
128 2 10 
10 - - 
15 15 - 

17 14 6 

42 5 2 

30 10 - 
15 - - 

64 12 11 

1 10 - 

1 17 6 

2 4 6 

6 14 9 
1 7 2 

15 6 
1 10 3 

1,663 6 2 

60 - - 
2,525 16 10 
20 - - 


£ s- d. 


767 16 11 


8 14 6 


1,179 3 - 


27 11 4 


1 11 3 


1,229 - 8 
9,496 10 4 


£12,710 8 - £12,710 8 - 

1 On the Balance Sheet this item will appear as Sundry Creditors. 

2 On the Balance Sheet this item will appear as Sundry Debtors. 


Procedure where there are Several Purchases and Sales 
Ledgers. In large concerns where there are several Purchases 
and Sales Ledgers in use, the system of having separate columns 
for each Ledger in each of the subsidiary books cannot conveniently 
be adopted, as the numerous rulings required would render the 
books too cumbersome. The subsidiary books, however, are ruled 
with departmental columns where such are necessary. Separate 
analysis sheets or books are provided, in which the £ s. d. amounts 
on each page of the subsidiary books, and also the Cash Book, are 
dissected and placed in their proper column. To facilitate such 
dissection the various Ledgers are provided with a special dis¬ 
tinguishing mark or letter, which is inserted in the folio column of 
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the subsidiary book when the item is posted into its particular 
Ledger. Thus, items in Ledger No. 1 would, when posted, have 
the figure 1 prefixed to the folio; items in Ledger No. 2 would, 
when posted, have the figure 2 prefixed to the lolio, and so on. 
The analytical columns are totalled horizontally and vertically, in 
order, by means ol cross casts, to serve as a check on the analysis 
itself. The vertical total, at the finish, must also agree with the 
periodical total ol the book so analysed. 1 he totals ol the various 
sheets are then copied into a Summary Book, and the Adjustment 
Accounts duly made. Separate Adjustment Accounts can, ll desired, 
be prepared for each Ledger, or the whole lot may be constructed 
in tabular form. The combined total of the balances of the Adjust¬ 
ment Accounts provides the total amount ol Debtors and Creditors 
for the Balance Sheet. The subjoined pro forma rulings and figures 
should be carefully followed by the student, as they illustrate fully 
and clearly the procedure outlined above. 

ANALYSIS OF DAY OR SALES BOOK _ 





Sales Ledgers 




Total 

1 

2 

3 

4 | 

5 

6 | 

7 

8 

* wvai 

£ i- d. 
16 15 3 

£ s. d. 

26 l 7 

£ s. d. 

16 1 7 

£ s. d. 
27 19 8 

£ '• d. 

29 14 8 

etc. 

etc. 

£ s. d. 

78 9 7 

£ s. d. 
54 3 5 

£ s. d. 

32 14 11 

£ s- d. 
98 18 4 
183 2 4 

317 4 5 

326 9 2 

234 10 6 

198 3 7 

84 1 1 1 

356 13 9 

208 2 10 

276 12 2 

2002 7 6 


ANALYSIS OF SALES RETURNS BOOK 


• •• ^ ^ w — — 

Sales Ledgers 

Total 

1 

2 j 

3 | 

4 j 5 | 6 

7 

8 

£ >• d. 

5 1 6 

£ k d. 

11 2 7 

£ s- d. 

4 8 8 

£ s. d. 

3 4 9 

£ s. d. 

2 6 10 
etc. 

etc. 

£ s. d. 
13 1 7 

1 

£ s. d. 

4 111 

£ s. d. 
12 2 6 

£ s. d. 
34 14 3 

20 16 1 

20 10 8 

14 3 9 

15 1 6 

10 2 5 

12 1 9 

24 2 8 

17 5 7 

15 6 10 

128 15 2 


ANALYSIS OF BILLS RECEIVABLE BOOK 


Sales Ledgers 


1 | 

2 ' 
1 

3 

4 

1 

5 1 

6 

7 

8 

Total 

£ 

J. 

d. 

£ 

f. 

d. 

£ 

J. 

d. 

£ 


d. 

£ 

d. 

£ 

s. 

d. 

£ 

i. 

d . 

£ 

J. 

d. 

£ 

4. 

d. 

65 

11 

4 




83 

1 

9 




56 2 

4 







39 

14 

11 

244 

10 

4 




62 

19 

8 




75 

4 

3 



29 

2 

6 

35 

15 

8 




203 

2 

1 













etc. 


























etc. 














94 

16 

8 

112 

4 

7 

116 

10 

9 

124 

3 

8 

107 4 

2 

58 

10 

5 

76 

14 

11 

105 

3 

8 

795 

8 

10 
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Sales Ledgers 


1 

2 

3 

4 

5 

6 

7 

8 

Total 

£ /. d. 

£ s. d. 
17 1 6 

• 

£ s. d. 

10 1 6 

£ s. d. 

£ s. d . 
14 3 a 

etc. 

etc. 

£ S. d. 

15 4 9 

£ s. d. 

£ s. d. 
19 2 11 

£ S. d. 

50 8 1 
25 6 3 

10 I 6 

24 9 8 

15 11 2 

20 1 7 

52 3 7 

15 4 9 

26 4 7 

28 4 3 

192 1 1 

ANALYSIS OF TRANSFERS (CREDITS) 



Sales Ledgers 

Total 

1 

2 

3 

4 

5 

6 i 7 

8 

£ s. d. 
4 5 (> 

£ s. d. 

5 11 8 

£ s. d. 

% 

£ s. d. 
11 2 9 

£ s. d. 

etc. 

etc. 

£ s. d. 

10 2 7 

£ s. d. 

17 4 7 

£ s. d. 

6 1 3 

£ s. d. 

32 12 10 

21 15 6 

19 2 11 

18 1 6 

4 7 7 

21 4 8 

5 6u . 

25 13 9 

21 9 10 

17 4 8 

132 II 10 


ANALYSIS OF BOUGHT OR PURCHASES BOOK 


Bought Ledgers 

4b 

Total 

1 

2 

3 

4 

| 5 

6 

7 

8 

£ s. d. 
76 4 8 

£ S. d. 

110 4 2 

£ s. d. 
59 10 11 

£ s. d. 

56 7 2 

£ i. d. 
112 2 7 

etc. 

etc. 

£ t. d, 

28 13 5 

■ £ s d. 

76 1 9 

• £ d 

36 11 S 

£ s. d. 

i 284 9 11 

271 6 6 

198 311 

285 4 2 

287 6 3 

202 9 10 

291 18 5 

219 10 6 

259 4 5 

287 6 10 

2031 4 4 

ANALY 

SIS OF Pi 

URCHASE 

;S RETUR 

NS BOOK _ _ 

Bought Ledgers 

Total 

1 

2 

3 

4 

5 

6 

7 

8 

£ s. d. 
4 3 7 


£ s. d. 

2 18 6 

£ s. d. 

5 8 9 

£ *• d. 
10 1 2 

etc. 

etc. 

£ '• d. 

5 3 7 

£ s. d. 

6 2 3 

£ >• d. 

3 15 4 

£ s. d. 
25 15 9 

19 2 9 

27 1 6 

12 3 9 

15 1 7 

24 3 9 

37 13 6 

29 111 

19 6 8 

25 11 7 

190 47 
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ANALYSIS OF BILLS PAYABLE BOOK 


Bought Ledgers 

Total 

1 

2 

3 

1 

4 

i 

5 

1 

6 

7 

8 

£ >■ 

27 13 2 

£ s. d. 

19 14 6 

£ d. 

27 10 8 

£ J. d. 
25 10 7 

£ s. d. 

34 3 5 
etc. 
etc. 

£ s- d. 

16 4 11 

£ s. d. 

29 18 6' 

£ s. d. 
25 9 8 

£ s. d. 
94 18 4 

111 7 1 

87 3 9 

65 12 2 

76 4 3 

89 9 5 

101 4 2 

96 2 8 

105 4 10 

73 16 5 

694 17 8 


ANALYSIS OF TRANSFERS (DEBITS) 





Bought 

Ledgers 




Total 

1 

2 

3 

4 

5 

6 

7 ! 

8 

1 Uldl 

£ i. d. 
2 3 5 

£ s. d. 

3 4 8 

£ s. d. 

1 4 9 

£ s- d • 

2 19 10 

£ ii- 

'ii \ 3 

etc. 

etc. 

£ s. d. 

1 17 6 

£ s. d. 

1 15 9 

• 

£ d. 

2 1 10 

£ i. d. 

7 15 2 
10 3 10 

8 7 3 

9 1 6 

4 11 8 

36 2 9 

18 5 9 

4 14 10 

5 12 2 

30 3 9 

1 16 19 H 


ANALYSIS OF TRANSFERS (CREDITS) 





Bought 

Ledgers 




Total 

1 

2 

3 

4 

5 

6 

7 

8 

£ t- d. 
10 2 7 

£ i. d. 
4 15 9 

£ s. d. 

2 9 8 

£ s. d. 

1 13 7 

£ s. d. 
6 1 7 

etc. 

etc. 

£ s. d. 

1 17 4 

£ d. 

4 3 7 

£ S. d. 

1 15 6 

£ s • d. 
25 3 6 

7 16 1 

17 2 9 

12 1 6 

4 11 9 

1 13 7 

5 9 10 

12 11 3 

7 15 6 

4 13 8 

65 19 10 


Note. For analysis of Cash Book, see page 311. 


Sectional Balancing. It should be noted that this term is applied 
by some accountants to the Self-Balancing principle as adopted 
by those firms that balance their Ledgers in groups instead of separ¬ 
ately, two or three Ledgers often forming a group. 

Contra Account. By this term is meant that we have both 
bought from, and sold to, the same person; and that while he is our 
debtor for the goods we have sold to him, and his account appears in 
the Sales Ledger, yet he is also our creditor for the goods we have 
bought from him, and his other account, called the “contra” 
account, appears in the Bought Ledger. In some cases the person 
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ADVANCED ACCOUNTS 


conceined insists on the accounts being treated separately, and will 
not have one set off against the other. In other cases, settlement 
is effected by deducting one account from the other, and paying, or 
being paid, only the balance, according as the latter is due by us 
or to us. Hence the smaller account must be transferred to the 
greater, either the Bought Ledger Account to the Sales Ledger 
Account, or the Sales Ledger Account to the Bought Ledger Account 
as the case may be. These transfers must be passed through the 
Journal and analysed into their proper columns, so that the Adjust¬ 
ment Accounts may be correctly constructed; for all such transfers 
must be recorded therein. 

Contra Balances in Ledgers. Strictly speaking, the Bought 
Ledger should contain all credit balances, and the Sales Ledger all 
debit balances, yet in practice it sometimes happens that in some of 
the Bought Ledger accounts there are sundry small debit balances, 
and also that in the Sales Ledger accounts there are sundry small 
credit balances. I ake the case of the Sales Ledger. Accounts often 
include charges for packages. An account is settled in cash, and 
subsequently when the packages are empty they are returned and 
have to be credited. At balancing time there may be no debit in 
the account to offset this credit. Mistakes are occasionally found 
after accounts have been settled, and their rectification sometimes 
involves the crediting of such accounts with a certain amount. 
These small credit balances are sometimes deducted from the total 
Debtors, and only the net amount of the Debtors shown in the 
Balance Sheet. And likewise with the Bought Ledger, the total of 
the small debit balances appearing in it is sometimes deducted from 
the Creditors, and only the net amount of the Creditors shown in 
the Balance Sheet. Some accountants, however, object to this on 
principle. In the Adjustment Accounts, therefore, they bring down 
both debit and credit balances, and also show them on the Balance 
Sheet. For example, suppose the Bought Ledger balances to amount 
to £3,465 15s. 8d. after deducting £9 14s. 10d., the total of sundry 
debit balances therein, and the Sales Ledger balances to amount to 
£8,457 10s. lid. after deducting £5 6s. 8d., the total of sundry 
credit balances therein, the Adjustment Accounts in the General 
Ledger would appear as follows— 


BOUGHT LEDGER ADJUSTMENT ACCOUNT (OR CONTROL 

ACCOUNT) 


19.. 


£ s. d. 

19.. 


Jan. 1 

To Balance 

9 14 10 

Jan. 1 

By Balance 


£ h i 


Dr. 


SALES LEDGER ADJUSTMENT ACCOUNT (OR CONTROL 

ACCOUNT) 


19.. 


£ s. d. 

19.. 


Jan. 1 

To Balance 

8,462 17 7 

Jan. 1 

By Balance 


£ s. d. 

5 6 8 
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ADVANCED ACCOUNTS 


And the Balance Sheet would be as under 


BALANCE SHEET 


Liabilities 

Sundry Creditors as 
per Bought Ledger 
Add Sundry Cr. bal. 
in Sales Ledger 


£ J. d. 

£ s. d. 

3,475 10 6 


5 6 8 



3,480 17 2 


Assets 

Sundry Debtors as 
per Sales Ledger 
Add Sundry Dr. 
bal. in Bought 
Ledger 


£ s. d. 
8,462 17 7 


9 14 10 


s. d. 


8,472 12 5 


Under the other method it would appear 

BALANCE SHEET 


Liabilities 


£ s. d. 

Assets 


£ *• <*- 

Sundry Creditors 


3,465 15 8 

Sundry Debtors 


8,457 10 11 


As can be seen, the final result in each case is a net debit of 
£4,991 15s. 3d., so that the double entry is not affected in any way. 
But by the two balances method we show the true financial posi¬ 
tion, i.e. the exact amount of Debtors and Creditors. And this is 
the avowed reason for its adoption. 


QUESTIONS 

1. Submit rulings of the Purchases and Sales Books where the nature of the 
business necessitates departmental analysis as well as self-balancing ledgers. 

2. Submit rulings of a Cash Book suitable for a business that divides its ledgers 
into sections ( a) alphabetically, ( b ) departmentally. • 

3. Submit pro forma Journal entries for constructing the Adjustment Accounts 
relative to the Bought Ledger. 

4. Submit pro forma Journal entries for constructing the Adjustment Accounts 
relative to the Sales Ledger. 

5. Supposing there are several small debit balances in the Bought Ledger, how 
should they be treated in preparing the Adjustment Account? 

6 . Supposing there are sundry small credit balances in the Sales Ledger, how 
will they affect the preparation of the Adjustment Account? 

7. How will personal items in the Petty Cash Book affect the Adjustment 
Accounts? 

8 . How are contra accounts in the Bought Ledger dealt with when preparing 
the Sales Ledger Adjustment Accounts? 

9. What is meant by a “Special Transfer Journal” for use with self-balancing 
Ledgers? Submit pro forma ruling of such a book, and explain the method of 
procedure in connexion therewith. 

10. When the number of Ledgeis in use is too large for analytical columns to be 
provided in the Cash and subsidiary books, how is the material for Adjustment 
Accounts obtained ? 


Private Lredger. It will be noticed in the worked example that 
the Private Ledger contains only the Capital and Drawings Accounts. 
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In practice, however, this Ledger, which is provided with a lock 
and key and is sometimes kept by the chief clerk or accountant 
who occupies a confidential post, often includes other accounts of a 
private nature,, such as Loans, and in some cases the Bank balance, 
and the Stock. Without knowing the value of the Stock at the 
commencement and at the end of a period, it would be impossible 
for any clerk to arrive at the gross or net profit, even though he had 
access to all the other information. An earlier method of division 
of accounts, which is still to be found in many businesses, is to keep 
all the Nominal and Real Accounts in the Private Ledger. Another 
method is to keep all the Expense Accounts in a Nominal Ledger, 
and to put all the Real or Property Accounts, e.g. Plant and 
Machinery, Bills, Stock, etc., into the Private Ledger. The modern 
tendency, however, is to group both the Nominal and Real 
Accounts into one General or Impersonal Ledger. 

Private Ledger Account. Where it is not desired that any 
clerk shall have access to the Private Ledger, an Adjustment 
Account, called Private Ledger Account, is opened at the end of 
the General Ledger, and credited with the net balance of all the 
accounts in the Private Ledger. All items that should be posted to 
the Private Ledger are then debited or credited to the Private 
Ledger Account instead. The balance of the Private Ledger 
Account thus enables the Trial Balance to be completed without 
reference to the Private Ledger itself. At balancing time the pro¬ 
fessional accountant, who makes up the Profit and Loss Account 
and Balance Sheet, analyses the Private Ledger Account and posts 
the details to the proper accounts in the Private Ledger. He closes 
the Private Ledger Account for the past period by writing “ To 
Transfer to Private Ledger ,” and re-opens it by writing “ By Balance ” 
the net amount for the new period. 

The following example will serve as an illustration of the above 
procedure— 


In General Ledger 



PRIVATE LEDGER ACCOUNT 



19.. 


£ 

S. 

d. 

19.. 




r 

s. 

d. 

Feb. 15 

To Cash 

100 

- 

— 

Jan. 

1 

By Balance 

• 

2,175 

2 

6 

Apr. 20 


100 

- 

— 

June 

30 

„ Cash 


1,000 



June 25 


100 

- 

- 

Dec. 

31 

,, Cash Book totals 

6,792 

14 

3 

Sept. 17 


100 

— 

- 

If 

31 

„ Interest 

• 

275 



Nov. 20 


100 

— 









Sept. 25 

„ ,, (R. Brown) 

500 

mm 









Dec. 31 

,, Cash Book totals 

7,597 

16 

5 








.. 31 

,, Transfer to Private 












Ledger . 

1,645 

- 

4 









£ 

10,242 

16 

9 




£ 

10,242 

16 

9 




Jan. 

1 

By Balance 

• ] 

2,834 

19 

11 
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Dr. 

19.. 

Jan. 1 
Jan. to 
Dec. 


19.. 

Jan. 1 


In Private Ledger 

BANK 


To Balance . . 1,200 - - 

,, Cash Book totals . 7,597 16 5 


19.. 
Jan. to 
Dec. 
Dec. 31 


To Balance b/d 


By Cash Book totals 
„ Balance c/d 


£8,797 16 5 

* ' ~ ' - - - - i 

. 2,005 2 2 


£ x. d. 

6,792 14 3 
2,005 2 2 

£8,797 16 5 


Dr. 


19.. 

Sept. 25 
Dec. 31 


To Cash 
„ Balance c/d. 


LOAN FROM R. BROWN 


£ s. d. 19.. 

500 I I Jan ‘ 1 B > Ha,ancc 


£ 1.000 - - 


19.. 

Jan. 1 By Balance b/d 


£ s. d. 

. 1,000 - - 


£ 1,000 - - 


500 - - 


19.. 
Jan. to 
Dec. 


To Cash 


19.. , 

Jan. 1 To Balance 


DRAWINGS 1 


£ s. d. 


19.. 


Dec. 31 

By Capital A/c 


Dec. 31 To Trading A/c . 2,289 15 5 


£ x. d. 
500 - - 



• £ s. d. 

Dec. 31 By Trading A/c . 2,624 17 6 



Dr. 


CAPITAL 


19.. 

Dec. 31 
.. 31 


To Drawings A/c 
99 Balance c/d. 


£ s. d. 
500 - - 
6,629 17 6 


£7,129 17 6 



19.. 

Jan. 1 
June 30 
Dec. 31 
.. 31 


19.. 

Jan. 1 


By Balance 
„ Cash 
„ Interest 
„ Profit and Loss . 


£ x. d. 

5,000 - - 
1,000 - - 
275 - - 
854 17 6 


By Balance b/d 


£7,129 17 6 
. 6,629 17 6 


QUESTIONS 

1. What restricted meaning is sometimes applied to the term “sectional 
balancing ? What advantages and disadvantages are there with regard to the 
procedure comprehended under this restricted meaning? 

2. What is meant by the term “contra account”? 

3. How are contra accounts usually settled? What exceptions are there? 
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4. How does the transfer of contra accounts affect the Adjustment Accounts for 
the Bought and Sold Ledgers respectively? Should such transfers be made direct 
from one Ledger account to the other? Give reasons for your answer. 

5. How are the sundry debit balances in a Bought Ledger, and the sundry credit 
balances in a Sales Ledger, sometimes shown in the Balance Sheet, and why? 
Give examples. How do such balances arise? 

6. What differences of opinion exist in practice with regard to the question as 
to what accounts should be kept in the Private Ledger? 

7. What is the modern tendency with regard to the ledgering of Nominal and 
Real Accounts? 

8. How can the Bank Balance be kept from the knowledge of the staff? Why 
is the Stock Account sometimes kept in the Private Ledger? 

9. Explain how a set of books may be'kept and balanced by means of a monthly 
trial balance without giving the book-keeper access to the Private Ledger. 

10. Give an example of the working of a Private Ledger Account in the General 
Ledger, and show the corresponding accounts in the Private Ledger. 


EXERCISE IX 

1. What do you understand by the “sectional” system of balancing Ledgers? 
In the business of X, Y, Z & Co., the following books are in use: 1 “Bought” 

Ledger, 2 “Sold” Ledgers (“Town ”and “Country”), 1 “Private and Nominal” 
Ledger, 1 “Bank” Cash Book, 1 Petty Cash Book, 2 Sales Books (“Town” and 
“Country”), 1 Purchases Book, and 1 Journal. Explain briefly what alterations 
(if any), it would be necessary to effect in these books in order to introduce the 
“sectional” system of balancing. ( London Chamber of Commerce.) 

2. The following books are in use in a printing business, and are properly kept 
upon the ordinary double-entry system: Cash Book (bank items only), Petty 
Cash Book (for all cash payments), Purchases Journal, Sales Journal, two personal 
Ledgers (“A,” town debtors, and “B,” country debtors), Bought Ledger, and 
Nominal Ledger. 

You are asked to re-arrange the system of book-keeping so that every ledger 
may be self-balancing. How would you effect this ? ( London Chamber of Commerce.) 

3. Briefly describe the uses of the Journal; and give particulars of the entries 

you would expect to find in the Journal of a business in which the “Sales” and 
“Bought” Ledgers were balanced independently, by means of adjustment 
accounts. ( London Chamber of Commerce.) 

4. John Garside keeps his “Sales” Ledger upon the “self-balancing” principle. 
Prepare the necessary “adjustment account” as on 31st January, from the 

undermentioned particulars— 


Jan. 1. Total debtors’ debit balances at this date were . . . £12,542 

„ 31. „ goods sold to customers for the month . . . 21,658 

,, 31. ,, ,, returned by customers for the month . . 942 

„ 31. ,, cash received from customers for the month . . 15,621 

,, 31. „ discount allowed to customers for the month . . 968 

„ 31. ,, acceptances received from customers, during the month 3,471 

„ 31. Total acceptances dishonoured by customers during the 

month.542 


( R.S.A .) 
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5. Give suitable rulings for the Sales Journal of a wholesale business com¬ 
prising three departments, viz.: ‘-Mantles,” “Dress Materials,” and “Felts” 
There are two Sales Ledgers in use, viz.: “Town” and “Country,” and each 
Ledger is kept upon the self-balancing principle. {London Chamber of Commerce.) 

6. Rule a form of Cash Book which would be necessary in a business in which 

a General Ledger, two Bought Ledgers and two Sold Ledgers are in use, all 
these Ledgers being self-balancing.’’ Explain briefly how you would put into 
practice the principles ol “self-balancing” Ledgers in connexion with this Cash 
^°°k- {London Chamber of Commerce.) 

7. Illustrate the sectional system of self-balancing Ledgers by posting direct 
from the exercise given below, all the items necessary to form a complete Sales 
Ledger, render it self-balancing, and take out a Trial Balance. 

On 1st March, Samuel Sparrow, Merchant, had Cash in hand, £360 10s. 6d,\ 

Goods on hand, £450 15s. Debtors: James Crow, £220 12s. 6d.; Thomas Finch, 

£lo0 17s. 6d.; John Jay, £270 4s. 6d. Creditors: Louis Lark, £180 17s. 9d.: 
Robert Rook, £200 2s. 3d. 


Mar. 1. 

Samuel Sparrow drew Cash for Self 

• • * * 

£ s. 
20 - 

d. 

9 9 

9 

• 

Received Cash from J. Crow 

• 

t • • A 

210 - 


99 

2. 

Discount allowed in addition 

• 

• • M 

10 12 

6 

99 

3. 

Paid for Postages 

• 

• • • # 

1 7 

6 

9 9 

4. 

Cash Purchases . 

• 

• • ft M 

210 5 

3 

99 

6. 

Sold Goods to J. Crow 

• 

t • A A 

175 6 

8 

99 

6. 

Charged him for Carriage paid 

on above Goods 

1 13 

4 

99 

7. 

Received Cash of T. Finch . 

• 

* • • • 

147 - 


99 

7. 

Discount allowed in addition 

• 

* * • • 

3 17 

6 

99 

8. 

Paid Rates 

• 

• • • • 

4 15 


99 

9. 

Cash Sales 

• 

• • • • 

130 2 

6 

99 

10. 

T. Finch bought Goods 

• 

• • • • 

180 13 

4 

99 

11. 

Sales to L. Lark 

• 

• • • • 

50 - 

— 

99 

13. 

Paid L. Lark, Cash 

• 

• • • • 

127 - 

— 

99 

13. 

Received Discount from him 

• 

• • • • 

3 17 

9 

99 

14. 

Sales to Hy. Robin 

• 

• • • • 

135 11 

8 

99 

15. 

Purchases from L. Lark 

• 

• • • • 

215 10 

6 

99 

16. 

Paid R. Rook, Cash . 

• 

• • • • 

195 - 

— 

99 

16. 

Received Discount from him 

• 

• • • • 

5 2 

3 

99 

17. 

,, Cash from Hy. Robin 

• 

• • • • 

35 11 

8 

99 

18. 

J. Crow bought Goods 

• 

• • • • 

28 10 

— 

99 

20. 

R. Rook sold me Goods 

• 

• • • • 

165 6 

— 

99 

21. 

Received Cash of John Jay in full settlement . 

255 10 

- 

99 

21. 

Wrote off his Balance as Bad Debt 

• • • • 

14 14 

6 

99 

22. 

Bought Goods of Charles Wren 

• 

• • • • 

54 2 

6 

99 

23. 

Received Cash for a Bad Debt written off two years ago . 

27 15 


99 

24. 

Purchases from R. Rook 

• 

w 

• • • • 

45 10 

2 

99 

25. 

Paid R. Rook Cash 

• 

• • • • 

100 - 

— 

99 

27. 

Received Cash from J. Crow 

• 

• • • • 

77 - 

— 

99 

28. 

Paid Wages 

• 

• • • • 

16 17 

6 

99 

29. 

,, Rent 

• 

• • • • 

25 - 

— 

99 

31. 

Interest on Capital 

• 

• • • • 

4 10 


99 

31. 

Stock on hand . 

• 

• • • • 

529 14 

9 


8. The undermentioned particulars have been extracted from the books of 
Messrs. James Ogden & Co., who keep only one Sales Ledger. You are required 
to prepare the relative “Sales Ledger” and “General Ledger” Adjustment 
Accounts as on 31st December. 
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June 30. Debtors’ Balances .... 
Dec. 31. Transactions for the half-year to date— 

Sales to Drs. .... 
Returns from Debtors . 

Cash received from Debtors . 
Discounts allowed to Debtors 
Acceptances received from Debtors 
Acceptances returned dishonoured . 
Bad Debts written off . 

Sundry charges debited to Debtors 


£ 

s. 

d. 

28,394 

12 

6 

58,421 

10 

8 

691 

12 

— 

41,344 

8 

6 

1,504 

9 

3 

4,210 

1 

2 

550 

— 

— 

942 

10 

— 

29 

4 

6 


(Chartered Accountants.) 


9. From the following particulars, write up A. Allott’s Bought Ledger for the 
month of January, and make it self-balancing. Take out a Trial Balance in order 
to prove t le accuracy of your work. 

Ledger balances as at 1st January: S. Smith, £206 17s. Sd.; B. Brown, £156 
15s. 2d.; J. Jones, £78 19s. lid.; T. Thompson, £54 3s. 9d.; H. Hewitt, £168 
13s. 6d.; L. Lovejoy, £202 2s. 6d. 


His transactions for the month were as follows— 


Jan. 

3. 

99 

5. 

99 

10. 

99 

11. 

99 

12. 

n 

14. 

99 

17. 

99 

19. 

99 

21. 

19 

23. 

99 

24. 

99 

25. 

99 

26. 

99 

28. 

99 

30. 

99 

31. 


Bought of S. Smith, Goods .... 
Paid L. Lovejoy (Discount £9 4s. 9d.) . 

Bought of B. Brown, Goods .... 

Returned Goods to J. Jones 

Paid H. Hewitt on a/c . ... 

Accepted B. Brown’s Draft (Discount £3 18s 6d.) 
Bought of J. Jones, Goods .... 
Paid T. Thompson (Discount £2 14s. 2d.) 

Bought of T. Thompson, Goods . 

Paid J. Jones on a/c ..... 

Bought of H. Hewitt, Goods 

Paid B. Brown (Discount £3 18s. 3d.) . 

Accepted H. Hewitt’s Draft (Discount £3 5s. 9d.) 

Returned Goods to L. Lovejoy 

Bought of L. Lovejoy, Goods 

Paid S. Smith (Discount £10 6s. lid.) . 


£ d. 
76 13 2 
175 10 10 
134 16 8 
13 14 8 

50 - - 
74 12 - 
55 2 11 

51 9 7 
66 4 9 
40 - - 

173 12 3 
74 6 5 
62 9 9 
17 6 11 
157 6 10 
196 10 9 


10. From the following particulars write up P. Zucker’s Bought Ledger for 
the month of March, and make it self-balancing. Prove the accuracy of your 
work by drawing out a Trial Balance as at the end of the month. 

The Creditors’ balances as at 1st January were: L. Luke, £265 16s. 4d.: 
M. Matthew, £437 9s. 2d.; J. John, £185 18s. lid.; M. Mark, £206 16s. 10d.; 
P. Paul, £147 18s. 9d.; S. Silas, £356 6s. 8d. 


Zucker’s transactions for the month were as follows— 

Mar. 4. Bought of L. Luke, Goods .... 

„ 6. Paid to S. Silas on a/c .... 

,, 11. Bought of M. Matthew .... 

„ 12. Accepted L. Luke’s Draft (Discount, £8 0s. lOd.) 

„ 13. Returned Goods to P. Paul .... 

,, 13. Paid P. Paul (Discount, £6 0s. 5d.) 

„ 18. Bought of J. John, Goods .... 

„ 20. Paid M. Mark (Discount, £10 6s. lOd.) 

„ 22. Bought of M. Mark, Goods .... 

„ 24. Paid J. John (Discount, £9 5s. lid.) 


£ d. 
247 9 3 
80 - - 
65 14 8 
152 16 - 
27 10 6 
114 7 10 
73 10 2 
196 10 - 
127 6 11 
176 13 - 
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Mar. 25. Bought of P. Paul, Goods . . . . . . 48 15 6 

„ 25. Accepted S. Silas’ Draft (Discount, £10 6s. lOd.) . . 196 9 1 

„ 26. Paid M. Matthew on a/c ...... 100 - - 

„ 27. Returned Goods to M. Matthew . . . . . 36 15 2 

,, 30. Bought of S. Silas, Goods ...... 165 18 10 

„ 31. Paid L. Luke on a/c . . . . . . . 50 - - 


11. You are required to write up, from the following particulars, E. Brockwell’s 
Sales Ledger for the month of July. Make it self-balancing, and prove the accur¬ 
acy of your work by means of a Trial Balance at the end of the month. 

The opening Ledger balances on 1st July were: B. Beard, £126 7s. 4d.; 
C. Cowan, £137 10s. lid.; D. Doggett, £85 4s. 6d.; E. Eley, £97 13s. 10d.; 
F. Foxwell, £175 15s. 2d.; G. Graves, £186 4s. 8d. 


The following were his transactions for the month- 


July 


yy 

yy 

>> 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 


9d.) 


3. Sold Goods to B. Beard .... 

4. G. Graves returned Goods 

5. Received from G. Graves (Discount, £8 2s. 3d.) 

6. F. Foxwell accepted our Draft (Discount, £4 15s. 

10. Sold Goods to C. Cowan .... 

12. Received Cash from F. Foxwell on a/c . 

17. Sold Goods to D. Doggett .... 

19. Received from E. Eley (Discount, £4 17s. 8d.) 

21. Sold Goods to E. Eley .... 

23. Received from D. Doggett (Discount, £4 5s. 3d.) 

23. C. Cowan returned Goods .... 

24. Sold Goods to F. Foxwell .... 

25. Received from C. Cowan (Discount, £2 17s. 6d.) 

26. B. Beard accepted our Draft (Discount, £3 6s. lOd.) 

30. Sold Goods to G. Graves 

31. Received from B. Beard on 


a/c 


£ 

62 

23 

154 

90 

74 

50 

165 

92 

120 

80 

16 

88 

54 

63 

99 

40 


s. d. 
10 8 
19 11 
2 6 
19 5 
2 11 


17 

16 

13 

19 

12 


4 

2 

6 

3 

9 


18 8 
12 8 
9 10 
19 9 


12. From the following particulars write up G. Gardener’s Sales Ledger or 
the month of October. Make it self-balancing, and verify the accuracy ol your 
work by drawing up a Trial Balance as at the end of the month. > 

The Debtors’ balances on 1st October were: A. Andrews, £174 10s. •> 

S. Binnie, £178 15s. 5d.; C. Carter, £168 16s. 8d.; O. Orford, £207 13s. M., 
P. Peel, £126 15s. lid.; T. Turner, £185 10s. lOd. 


Gardener’s transactions for the month were as follow 


Oct. 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

n 

yy 

yy 

yy 

yy 

yy 

yy 

yy 


4. 

6 . 

7. 

8 . 
11 . 
13. 
18. 
20 . 
22 . 

23. 

24. 

25. 
27. 
29. 
31. 
31. 


Sold Goods to A. Andrews . 

Received from T. Turner on a/c . 

A. Andrews accepted our draft (Discount, £4 6s. 9d.) 

P. Peel returned Goods . 

Sold Goods to B. Binnie . 

Received from P. Peel (Discount, £5 11s. Id.) 

Sold Goods to C. Carter . 

Received from O. Orford (Discount, £10 7s. 8d.) . 
Sold Goods to O. Orford . 

B. Binnie returned Goods . 

Received from C. Carter (Discount, £8 8s. lOd.) 

Sold Goods to P. Peel . 

Received from B. Binnie (Discount, £8 2s. 3d.) • 

T. Turner accepted our draft (Discount, £3 15s. 8d.) 
Sold Goods to T. Turner . 

Received from A. Andrews on a/c 


£ d ‘ 
185 12 11 

70 - - 
82 8 5 

15 14 7 

196 10 10 
105 10 3 
156 11 3 

197 5 6 
163 12 7 

16 10 8 
160 7 10 
199 19 9 
154 2 6 

71 17 10 
187 17 8 
50 - - 
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13. On 1st January, Graham and Winder, who were equal partners in a 
business, possessed the following Assets and Liabilities :^Stock, £2,750, Cash, 
£1,725; Plant and Machinery, £2,550; Creditors, £1,720; Debtors, £2,64o. 
The Debtors and Creditors were as follows— 


Debtors 


Moore 

.£574 

Roberts 

. 206 

Harrison 

. 495 

Squires 

. 369 

Farrow 

. 573 

Lonsdale 

. 428 


Creditors 


Horsham 

. £236 

Piggott 

. 350 

Manton 

. 272 

Coles . 

. 314 

Day 

. 285 

Bullen . 

. 263 


The following were their transactions for the month of January- 






Cash 

Discount 




Sales 

Received 

Allowed 




£ 

£ 

£ 

Moore 

• 

• 

276 

546 

28 

Roberts 

• 

• 

365 

196 

10 

Harrison 

• 

• 

198 

466 

29 

Squires 

• 

• 

457 

351 

18 

Farrow 

• 

• 

584 

545 

28 

Lonsdale 

• 

• 

343 

407 

21 





Cash 

Discount 




Purchases 

Paid 

Received 

Horsham . 

• 

• 

274 

225 

11 

Piggott 

• 

• 

298 

333 

17 

Manton 

• 

• 

237 

259 

13 

Coles 

• 

• 

196 

299 

15 

Day . 

• 

• 

189 

271 

14 

Bullen 

• 

• 

285 

250 

13 

Sundry Exs. 

• 

• 

• 

263 


Graham 

• 

• 

• 

3o 


Winder 

t 

• 

• 

35 


Salaries 

• 

• 

• 

75 


Wages 

• 

• 

• 

125 



Record the above transactions in their proper Ledgers, make them self- 
balancing, and extract Trial Balances. Close the books as at 31st January. 
Provide £100 for Bad Debts, £125 for Outstanding Sundry Expenses, and pro¬ 
vide for Depreciation of Plant and Machinery at the rate of 12 per cent per 
annum. Charge also Interest on Capital at 5 per cent per annum. Stock in hand 
31st January was £3,150. 


14. H. Holland is in business, and on 1st January his assets and liabilities are: 
Cash, £50; Bank, £870; Stock, £1,000; Bills Receivable, £375; Furniture and 
Fixtures, £200; Plant and Machinery, £1,700; A. Arthur, Dr ., £275 16s. 4d.: 
B. Brown, Dr., £361 14s. 2d.; F. Flower, Dr., £250 12s. 2d.; C. Cook, Dr., 
£873 5s. lid.; Bills Payable, £420; D. Dunlop, Cr., £174 13s. 2d.; G. Garnet 
Cr., £127 16s. 10d.; E. Ernest, Cr., £86 15s. 9d.; F. Franklin, C ., £217 6s. lOd! 
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His transactions for the month are as follow: 


Jan. 


4. 

4. 

7. 

10 . 

11 . 

13. 

13. 

14. 

15. 
15. 
15. 

15. 

16. 
16. 
18. 
18. 
19. 
21 . 
22 . 

22 . 

23. 

23. 

24. 

24. 

24. 

25. 

26. 
27. 
27. 
31. 
31. 
31. 
31. 
31. 


Sold io A. Arthur, Goods 
Paid Wages 

Bought from D. Dunlop, Goods 
Received from B. Brown (Discount, £18 Is. 8d.) 
Paid Wages ..... 

Sold to B. Brown, Goods 
Paid D. Dunlop (Discount, £8 14s. 8d.) 

Bought from E. Ernest, Goods 
Received from A. Arthur (Discount, £13 15s. 

B. Brown returned Goods 
F. Flower accepted our Draft (Discount, £12 
No. 59, dated 13th Jan. at 2 m/d 
Paid Acceptance No. 86 
Bill Receivable No. 56 duly met at Bank 
Paid to E. Ernest (Discount, £4 6s. 9d.) 

Sold to F. Flower, Goods 
Paid Wages ..... 

,, Acceptance No. 85 
Bought from F. Franklin, Goods 
Accepted G. Garnet’s Draft (Discount, £6 7s. 

Acceptance No. 87, dated 21st Jan., at 2 m/d 
Received from G. Cook (Discount, £43 13s. 4d.) 
Paid F. Franklin (Discount, £10 17s. 4d.) 

Received payment of Bill No. 57 
Bill No. 54, accepted by A. Arthur, return 
dishonoured, noting charges, 7s. 6d. 

Bought from G. Garnet, Goods 
Returned to F. Franklin, Goods 
Paid Wages 

Bill Receivable No. 58 duly met 
Sold to C. Cook, Goods 
Drew for Self 
Ready Money Purchases 
Paid Salaries 

Rent, Rates, and Taxes 
Trade Expenses 
Ready Money Sales for month 


9d.) 


10s. 7d.) Bill 


> 5 




ed by 


lOd.) 


Bank 


£ r. d. 
359 8 7 
27 13 6 
612 1 7 

343 12 6 
31 14 8 
246 10 2 
165 18 6 
459 3 8 
262 - 7 
17 16 2 

238 1 7 
270 - - 
120 - - 
82 9 - 
209 12 4 
42 16 9 
150 - - 
275 10 6 

121 9 - 
829 12 7 
206 9 6 
155 - - 


155 

216 

10 

30 

100 

316 

50 

24 

42 

27 

17 

27 


7 6 
12 2 
12 8 
6 10 

15 8 

15 2 
10 8 
19 6 
4 11 
13 5 


You are required to record the above transactions in the proper subsidiary 
books, post to separate Ledgers and make them self-balancing, and to verify t e 
accuracy of your work by extracting Trial Balances as at the end of the month. 

15. Rework the model exercise on pages 283—5, but halving all the figures 
given. Ignore fractions of a penny. 

16. Rework the model exercise mentioned above, but doubling all the figures 
given. 

17. Adams and Bell were art dealers who agreed to purchase certain P‘ ctl1 ^ 
on joint account, the arrangement being that the party effecting the sale was °r. 
allowed a commission of 5 per cent on the amount realized, the remaining p 

being divided equally. , „ „ 

On 25th June, Adams bought three pictures for £ 1 , 600 , and Be P“ 
two others for £1,350. Expenses of £35 were incurred, of which Adams paid 

^ On 17th Jufy Adams sold one of the pictures tor 600 ^ance (paid 

July forwarded another picture to Bell, the cost of carriage and m P 
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by Adams) being £7 16s. Bell sold this picture on 5th August for 720 guineas, 
and on the same day sent Adams a cheque for the amount realized, less 5 per 
cent. The pictures purchased by Bell were sold by him on 10th and 29th July 
for 850 and 780 guineas respectively. 

At 30th September the remaining picture was still unsold, and it was arranged 
that Adams should take this over for £400. On 5th October the amount due 
from one party to the other was settled by cheque. 

Prepare a general statement showing the result of the venture and write up 
the Joint Account as it would appear in the books of Adams. ( R.S.A .) 

18. On 1st April, 1948, a company purchased for £13,200 a lease of a property 
having eleven years to run. 1 he costs of acquisition amounted to £220. 1 he 

necessary alterations were carried out at a cost of £770, and during the year the 
sum of £88 was spent on repairs. 

On 30th June, 1948, the company purchased a motor car for £300, and the 
seller agreed to take in part exchange a car for which he allowed £1-0. The 
latter, which had been written down at the rate of 20 per cent per annum, stood 
in the books at £170. 

Show the Ledger Accounts relating to (a) the leasehold property and ( b ) the 

motor cars after the closing of the books for the year ended 31st March, 1949. 

(R.S.A.) 

19. The X Y Company, Limited, keep their Ledgers on the “self-balancing” 

system. On 31st December the Sales Ledger Account in the Private Ledger 
showed a debit balance, brought down 31st December of the previous year, of 
£4,031. During the year the total Sales were £35,422, and Returns Inwards 
were £625. The Cash received during the year and posted to the Sales Ledger 
was £31,125. The Discounts Allowed on accounts in the Sales Ledger amounted 
to £1,314. Transfers from the Bought Ledger to the Cr. of Sales Ledger Accounts, 
£720.’ Transfers from the Sales Ledger to the Dr. of Bought Ledger Accounts, 
£1,052. Bills Receivable posted to the Sales Ledger, £2,035. Write up the Sales 
Ledger Account and show the balance brought down at 31st December. What 
does this balance represent? ( Chartered Accountants.) 

20. Brown, Jones, and Robinson operate in a tripartite account in pig-iron, 
and purchase 10,000 tons at 48s. per ton, say, £24,000, and for which they 
contribute as follows— 

Brown finds cash for ........ £7,450 

Jones gives his acceptance at 3 months for . . £8,000 

The discount on which is ..... 100 

- 7,900 

And Robinson the balance in cash ...... 8,650 

Interest is credited to each adventurer at the rate of 5 per cent per annum from 
date the money is found until final settlement, the Net Profit or Loss (after payment 
of the above interest) being allocated among them pro rata , to the amount of 
capital each of them originally brings in. The pig-iron is held for six months, and 
then only realizes £21,500, the venture resulting in a loss of £2,500. Divide up 
this loss among the three, first crediting each adventurer with the interest due to 
him under the above arrangement, and carry out the above conditions. 

[Institute of Bankers.) 

21. What is the difference (if any) between “Fixed” and “Floating” assets? 
Designate to which class the undermentioned assets, the property of a boot 
manufacturer, belong— 

Book debts; stock-in-trade; Consols £200; plant and machinery; freehold 
land; bills receivable; goodwill; patents. [London Chamber of Commerce.) 
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22 What is the difference between a Trial Balance and a Balance Sheet? 

The Dr. balance of a Personal Account amounting to £250 has been carried 
to the Revenue Account in error. How will this affect— 

[a) The Trial Balance, and (b) the Balance Sheet? 

23. Richard Scott bought of the “Yorkshire Coal Company” 520 tons of 

Silkstone Coal, net in trucks at the Colliery, 12s. 6d. per ton, with 9d. per ton 
added for wagon hire. He paid one-half the amount in cash, and gave his accep¬ 
tance at three months, dated 1st July, for the balance plus 5 per cent Discount 
on the Bill, and 1 per cent Commission. Show the entries as they would appear 
in the books of the Colliery Company. {London Chamber of Commerce.) 

24. \\ hat is a Profit and Loss Account ? What is the nature of the various items 

of whuh it is composed, and on which side are such items recorded and how is 
the final balance disposed of ? {London Chamber of Commerce.) 

25. Make out the Trading Account of the Flyaway Bicycle Co. from— 

Jan. 1. Stock of Finished Machines ..... .£9,600 

>» *• >> of Raw Materials.2*500 

Dec. 31. Materials purchased during year ..... 12,500 
,, 31. Productive Wages paid . 16,500 

,, 31. Manufacturing Expenses ....... 4 600 


„ I- 

Dec. 31. 

„ 31. 

„ 31. 

,, 31. Sundry Branch Expenses ....... 

,, 31. Travellers’Salaries ....... 

,, 31. Agents’ Commissions ...... 

,, 31. Bad Debts ........ 

,, 31. Depreciation of Machinery and Plant 

During the year 10,000 Machines were sold, realizing in the aggregate 
On the 31st December, the cost price value of the Raw Material on hand 

. w , as , • • . 

And the Stock of 460 Finished Machines on hand 


£9,600 

2,500 

12.500 

16.500 
4,600 
8,000 
3,000 
1,800 
1,650 
1,250 

105,000 

2,200 

3,680 


After making out the Trading Account, prepare a Profit and Loss Account. 
Also state what the Gross Profit on the year’s working was. 

( West Riding of Yorkshire.) 

26. Record the following in the books of both parties: On 1st March, I. Iron 
accepts a three months’ bill for £126 10s. 6d. drawn on him by S. Steel for the 
latter s benefit. Steel discounts the bill at the rate of 34 per cent, and at maturity 
forwards Iron a cheque with which to meet the bill. 

27. from the following particulars draw up, in two forms, the Balance Sheet 
of A. Allott and J. Jones, who are equal partners, as at 31st December— 

Bills Payable.£247 

,, Receivable . . 844 


Stock-in-trade . 

Sundry Creditors 

Furniture and Fixtures (Deduct depreciation at 5 per cent per annum) 
Sundry Debtors 

A. Allott, Capital 1st January ....... 

J. Jones, Capital 1st January ....... 

Cash in hand ... 

„ at Bank •.'.!!!!!. 

,, on deposit ......... 

Loan from N. Notley ..’***.. 
Premises (Deduct depreciation £50) .* .’ . . .. 

Outstanding Expenses ........ 

Plant and Machinery (Deduct depreciation at 10 per cent per annum) 
Unexpired Insurance, Telephone, Rent and Trade Subscriptions . 


: Sheet 

£247 

844 

1,200 

1,140 

120 

2,800 

3,440 

3,440 

29 

820 

150 

750 

2,050 

32 

1,400 

27 
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Goodwill (write off £200) -•••••* 

Investments—£500 Consols bought at 87 
Consignment A/c 
Provision for Bad Debts 

„ „ Discount on Debtors ....... 

Reserve ,, ,, on Creditors ....... 

Partners’ Drawings £500 each. . . 

Net Profit for year, after charging the above reserves and depreciation 

and Interest on Capital at 5 per cent ...... 

28. N. Norton has the following transactions with G. Gregory— 


£730 

450 

140 

133 

57 


2,050 


19.. 

Jan. i. Sold Goods to Gregory .... 

Feb. 15. Received Cash from Gregory 
Mar. 2. Bought Goods from Gregory 
„ 3. Accepted Gregory’s draft at i m/d 

Apr. 11. Cash paid to Gregory .... 

„ 30. Goods sold to Gregory, due end ol May 

May 11. Bought Goods from Gregory 
„ 31. Sold Goods to Gregory . . 

June 15. Bought Goods from Gregory, due end of July 

Make out an Account Current to be rendered by N. Norton at 30 th June, 
bringing interest into account at the rate of 5 per cent pei annum. 

29. A merchant has bought goods due as under 

£440 due 18th April. 

£250 „ 36 days after 18th April. 

£400 ,, /3 ,, ,, ,, >> 

£700 ,, 91 ,, ,, ,, >> 

He wishes to pay for them on the average due date. What sum must he pay, 
and when must he pay it? 


£280 

100 

690 

200 

200 

232 

170 

250 

290 


30. J. Walters and B. Dove are in partnership as Joiners and Timber Merchants. 
The following balances were extracted from their books as on 30th June— 


£ 

Purchases— 

Timber .... 13,926 
Ironmongery and General 

Stores . . . . 421 

Painters’ and Polishers’ 

Materials . . . 197 

Fuel and Oil . . . 413 

Manufactured Goods . 159 

Land and Buildings . . 14,661 

Machinery and Plant . . 6,743 

Boiler and Heating Apparatus 498 
Repairs and General Charges 177 
Loose Tools as on 1st July . 1,524 

Freight .... 1,261 

Stationery & Office Expenses 350 
Electric Light ... 92 

Stable Expenses . . . 234 

Joinery Sales . . . 25,747 

Wages .... 12,975 
Catalogues and Price Lists at 

cost .... 122 

J. Walters, Drawings A/c . 1,500 


B. Dove, Drawings A/c . 

• 

£ 

1,000 

Discount {Dr. balance) . 

• 

91 

Mouldings Sales . 

• 

9,766 

Weather Bar Sales 

• 

1,248 

Bad Debt Provision 

• 

207 

Advertising . 

• 

189 

Office Salaries 

• 

851 

Interest and Commission 

• 

374 

Postage and Telegrams . 

• 

132 

Rent, Rates, and Taxes 

• 

513 

Legal Expenses & Audit Fee 

• 

127 

Travelling Expenses 

• 

409* 

Purchases Returns 

• 

72 V 

Sales Returns 

• 

1,62* 

Stock as on 1st July 

• 

8,742' 

Sundry Debtors . 

• 

12,448- 

,, Creditors . 

• 

9,693 

Bills Receivable . 

• 

271 

Cash at Bank 

• 

2,678 

,, in hand 

• 

128 

J. Walters, Capital A/c . 

• 

20,231 

B. Dove, Capital A/c 

• 

17,217 
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Before closing the books, the following adjustments are necessary— 

(1) Write off £500 from the Land and Buildings Account for depreciation 
on buildings. 

(2) Write off 10 per cent depreciation from the Machinery and Plant and 
Boiler and Heating Apparatus Accounts. 

(3) Make the Provision for Bad Debts up to £500. 

(4) Charge 5 per cent interest on Capital but not on Drawings. 

' (5) Write off the whole of the cost of the catalogues and price lists. 

The Stock on 30th June was valued by the partners at £11,247, and the Loose 
Tools at £1,312. The profits are shared as to three-fifths to Walters and as to 
two-fifths to Dove. 

Bills receivable, not due until after 30th June, amounting to £1,114, had 
been discounted prior to that date. 

You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 30th June, and a Balance Sheet as on that date. 

(.London Chamber of Commerce.) 



CHAPTER X 


CAPITAL AND REVENUE, REVENUE ACCOUNT, 
RECEIPTS AND PAYMENTS ACCOUNT, INCOME 

AND EXPENDITURE ACCOUNT 


Importance of Distinction between Capita! and Revenue. 

The proper distinction between Capital and Revenue, as regards 
both receipts and expenditure, is one of the fundamental principles 
of correct accounting. It is very essential in all cases that this 
distinction should be rigidly observed, and amounts rightly allo¬ 
cated between Capital and Revenue. Failure or neglect to dis¬ 
criminate between the two will falsify the whole of the results of 
the book-keeping. For instance, Plant may be purchased, and 
charged to the Purchases Account; additions may be made to the 
premises, and debited to Repairs Account; some of the fixed assets 
may be sold, and the proceeds treated as a profit. In each case, 
both the Profit and Loss Account and Balance Sheet would be 
inaccurate and misleading. These and similar mistakes are very 
easily made, and if undetected would soon render the book-keeping 
useless as a record of financial results. 

The same difficulty presents itself to students every time they 
are given a Trial Balance and requested to prepare therefrom a 
Trading and Profit and Loss Account and Balance Sheet. They 
must be able to discriminate between Capital items and Revenue 
items; that is, they must know which items go in the Trading or 
Profit and Loss Account, and which in the Balance Sheet. 

/ Capital Expenditure comprises all expenditure incurred in 
acquiring assets for the purpose of earning income, or increasing 
I the earning capacity of the business; for example, Land and 
Buildings or additions thereto, Patent or Mining Rights, Plant and 
Machinery or additions thereto. The actual installation cost, in 
addition to the invoice price, should also be capitalized. 

Revenue Expenditure consists of expenditure incurred in 

Replacements, Repairs, Renewals, Depreciation of the fixed assets, 

I and also the current expenses of carrying on the business, such as 

Rent, Rates and Taxes, Wages and Salaries, Carriage, Insurance, 
and other trade charges. 

In the following examples a distinction has been drawn between 
Capital and Revenue items in order further to illustrate the subject- 


installation of Electric Light and Telephone 
Annual Charges for maintenance thereof . 
Purchase of New Plant . 


Capital 

Revenue 

Capital 
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Annual Repairs ........ 

Annual Depreciation ....... 

Purchase of Leasehold Premises . . . . . 

Annual Ground Rent ....... 

Annual Amount written off ..... 

Annual Repairs ........ 

Purchase of Patent Rights ...... 

Annual Renewal Fees ....... 

Purchase of New Carts ....... 

New Wheels to Carts ....... 

Sale of old Plant (depreciated value in books, £135) for £70 
and purchase of New Plant £320 in place of it— 

Loss on Sale of Old Plant, £65 . 

Cost of New Plant, £320 ...... 


Revenue 

Capital 

Revenue 


Capital 

Revenue 

Capital 

Revenue 


Revenue 

Capital 


The above are only general rules, as it is quite impossible to draw 
a hard and fast line. Circumstances sometimes arise which make 
the question a very complicated one. Repairs are usually a revenue 
charge; but if we purchase second-hand plant, and pay for some 
immediate repairs necessary to make it efficient for our purpose, 
then such repairs become Capital expenditure, and must be added 
to the plant as part of its cost. Wages are a revenue item; but 
the wages paid to workmen to erect and fit some new machinery 
the firm has bought must be considered as an addition to the cost 
of the machinery. Legal expenses are a revenue charge; but the 
legal expenses for conveyancing when purchasing a works must be 
treated as part of the cost of the works. Carriage is usually a 
revenue item; but carriage paid on any plant and machinery we 
buy must be added on as part of its cost. Interest on Capital 
during the construction of works or buildings or plant is frequently 
authorized to be capitalized, i.e. treated as part of the cost thereof. 
Parliamentary Expenses incurred in the promotion of bills for 
the establishment of Gas Works, Electric Light Undertakings, etc. 
are also allowed to be capitalized. 

Apportionment between Capital and Revenue. With some 
•items of expenditure it may be necessary to make an apportionment, 
i.e. to charge so much to Capital, and to write off the balance. 
This is more particularly the case with alterations, improvements, 
and extensions of premises or plant. To capitalize the whole o 
the expenditure may not always be a prudent policy, as the va ue 
of the premises or plant may not be enhanced to anything like the 
amount of money spent thereon. Speaking generally, the safe policy 
to adopt seems to be not to capitalize permanently any expenditure 
which is not represented by assets, although legally it may be done. 
Take the case of a manufacturer who suddenly finds it necessary 
to"“scrap” his plant and machinery, and replace it with newer an 
better inventions. A considerable loss is incurred on the sale o 
obsolete plant. Is this part of the cost of the new equipmen . 
Undoubtedly not. The proper way is to capitalize the amou 
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temporarily , i.e. to write it off to Revenue over a period of years, 
three to five, as the case may be. 

Receipts. Owing to the sources of receipts being comparatively 
few in number as compared with the expenses, there will not be the 
same difficulty. There is still, however, the risk of error. In some 
cases old assets are disposed of and the proceeds treated as a profit , 
whereas the difference between the book value and the proceeds of 

sale should be written off as a loss. 

Capital Receipts comprise any additional capital paid in by 
partners, or, in the case of a joint-stock company, any sums received 
from shareholders or debenture holders, any loans, the proceeds of 
sale of any of the assets. 

, Revenue Receipts, or Income, are the profits arising from the 
sales, discounts received, commission earned, interest on any 
investment, transfer fees, etc. 


QUESTIONS 


1. Why is the distinction between Capital and Revenue of great importance 
in book-keeping? 

2. Define “Capital Expenditure.” Give examples. 

3. What is meant by “Revenue Expenditure”? Give examples. 

4. Discriminate, in the following cases, between “capital” and “revenue” 
expenditure respectively— 


(a) Purchase of Leasehold Premises. -C" 

Annual Depreciation of Lease. A 
Annual Repairs. ft 

Annual Ground Rent. ft 

( b ) Installation of Heating and Ventilating Apparatus. C- 
Annual Charge for maintenance. £. 

( c) Purchase of Additional Furniture. £ 

Annual Depreciation. ft 

Annual Repairs. ft. 

(d) Purchase of Patent Rights. £ 

Annual Depreciation. ft 
Annual Renewal Fees, ft 



( e ) Sale of old Machinery (depreciated value in books, £275) for £80, and 
purchase of new Machinery /!L05 0 in place of it.^ /r 
(/) Purchase of Second-hand Pumps (additional). —c. 

Wages paid to own workmen to fix. —-C- 
Immediate Repairs to make efficient. —-C 
Cost of immediate painting. — C- 


5. Give some examples of “revenue” expenditure becoming, under certain 
circumstances, “capital” expenditure. 

6 . Is it ever necessary to apportion one and the same lot of expenditure between 
both capital and revenue? Illustrate your answer by examples. 

7. What is the safe rule to follow as regards “capital,” in difficult questions 
of apportionment ? 

8 . Is there any risk attaching to the non-discrimination between “capital” 
and “revenue” in the case of receipts? 

Define “Capital Receipts.” Give examples. 

10. Explain what is meant by the term “Revenue Receipts.” Give examples. 
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REVENUE ACCOUNT, RECEIPTS AND PAYMENTS 
ACCOUNT, INCOME AND EXPENDITURE ACCOUNT 

J Revenue Account. This is another name for Profit and Loss 
Account, usually met with in large industrial concerns such as Rail¬ 
ways, Shipping Companies, Gas, Water, and Electricity under¬ 
takings which keep their accounts on what is called the Double 
Account System. 

j Receipts and Payments Account. This is simply a summary 
of the Cash transactions, as in the Cash Book, analysed or classified 
j under suitable headings; including the opening and closing balances. 

Receipts and Expenditure on Capital Account. This is the 
statutory name for the Capital Account of companies which adopt 
the Double Account System of presenting their Balance Sheet. On 
one side are placed the Capital Receipts from shareholders, stock¬ 
holders and debenture holders, and on the other side the various 
items of Capital Expenditure. 

Income and Expenditure Account. This is merely another 
term for Profit and Loss Account. It is usually adopted by non- 
trading concerns such as clubs, societies, hospitals, and also by 
professional men and private individuals. 

Note re Hospital Accounts. The majority of hospitals now in 
the National Health Service are required to keep records to conform 
to the instructions and regulations issued by the Treasury and the 
Minister of Health. These records may be complete departmental 
accounts or simple cash records. They necessitate the preparation 
• of Annual Estimates of Capital and Maintenance Expenditure and 
Income, also the keeping of impersonal accounts and the preparation 
of annual accounts. The day-to-day work is usually of the simplest 
nature, viz. a ‘ Receipts and Payments” account (analysed if 
required), the expenditure being posted to the appropriate accounts. 
Grants from the Treasury are shown on the debit side of the 
“Receipts and Payments” account and posted to the ledger, and a 
Trial Balance prepared. 

W ith a view to keeping expenditure within the approved esti¬ 
mates without hindering efficiency, budgetary control is being 
more widely developed, with advantage to the country as a whole 
and to the individual organization. , 

In the case of voluntary hospitals or where voluntary gifts an 
funds operate, full details of the sources must be given on a separate 
schedule of Income and Expenditure, as formerly. 

An example of a hospital Balance Sheet is given on page 329. 

Difference between an Income and Expenditure Accoun 
and a Receipts and Payments Account. The following points 
of difference should be carefully noted by the student. An Income 
and Expenditure Account deals with the whole of the income an 
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expenditure for the year, whether actually received and paid, or 
not. All accruing income and all outstanding expenses that belong 
to the period covered by the account must be included before any 
balance is struck. A Receipts and Payments Account, on the other 
hand, deals with only part of the income and expenditure for the 
year, namely, that part actually received and actually paid. Again, 
an Income and Expenditure Account contains income and expendi¬ 
ture of the current year only. A Receipts and Payments Account 
may contain the balance of cash in hand at the commencement and 


EXCHEQUER FUND BALANCE SHEET 


THE RECOVERY HOSPITAL 

Balance Sheet as at 31st March, 19.. 


Liabilities 

Regional Hospital Board— 

Balance at 31st March, 

19.. . . £3,25G 6 6 

Add Advances during 

year . . . 402,000 - - 


£ 


s. 


d. 


405,256 6 6 

Add Superannuation 

Contributions . 20,164 - 2 

Central Supplies 482 - 


Less Superannuation 
Refunds 


425,902 6 8 
2,326 1 8 


Sundry Creditors 


1,430 3 
31,292 8 


423,576 5 - 
Less Net Expenditure for the Year 422,146 2 - 


£32,722 11 7 


Assets 

£ s- d- 

Stocks .... 

23,086 1 9 

Sundry Debtors 

8,191 10 4 

Bank and Cash Balances . 1 

1,444 19 6 


£32,722 11 7 


at the close of the year, and it will also contain all cash received and 
paid during the year. It may comprise, not only income and 
expenditure for the current year, but also for the previous year, and 
even for the succeeding year. Further, the balance (if any) of a 
Receipts and Payments Account denotes merely the cash in hand; 
the balance of an Income and Expenditure Account represents the 
surplus for the year, or the deficit as the case may be. 

Errors in Published Accounts. It is not unusual to find some 
published “Income and Expenditure Accounts” showing the 
income on the debtor side and the expenditure on the creditor 
side, and containing the balance from the previous year; in some 
cases they are even called “Balance Sheets.” The nomenclature 
of such accounts is, of course, quite wrong and very misleading. 
They are nothing more or less than Receipts and Payments 
Accounts, and should be so headed. A proper Income and 
Expenditure Account shows the expenditure on the debtor side, 
and the income on the creditor side, and does not include any 
balance from the previous year, which would simply make it impos¬ 
sible to arrive at the true income or expenditure for the current year. 
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QUESTIONS 

1. Define “Revenue Account.” 

2. What is a “Receipts and Payments Account”? 

3. Explain the term “ Receipts and Expenditure Account.” 

4. What do you understand by an “Income and Expenditure Account”? 

5. Is there any difference between an Income and Expenditure Account and 
a Revenue Account ? Give reasons for your answer. 

6 . How would you treat accruing income and expenditure in a Revenue 
Account? 

7. How does a Receipts and Payments Account differ from an ordinary Cash 
Account? 

8 . How does a Receipts and Expenditure Account differ from a Profit and 
Loss Account ? 

9. Can a balance from a previous year be, properly speaking, shown in an 
Income and Expenditure Account? Give reasons for your answer. 


Example i. From the following particulars prepare Income 
and Expenditure Account and Balance Sheet of the “Welcome” 
Club for the year ended 31st December, 19. .— 






Beer, Minerals 


Ciga 


rs 


and 


Capital A/c as per last Balance Sheet 
Library Books .... 

Furniture, Fixtures, and Fittings 
Glass, Cutlery, China, House and Table Linen 
Annual Subscriptions 
Printing, Stationery, and Stamps bought 
Hire of Hall ( Cr . balance) 

Cost of Entertainments . 

Billiard Room Receipts . 

Rent, Rates, and Taxes . 

Cash in hand 
at Bank 

on Deposit at 5 per cent 
Profit on Sale of Wines and Spirits 
Tobacco, during the year . 

Secretary’s Honorarium 
Sale of Tickets for Entertainments 
Salaries of Staff 
Entrance Fees 

Sale of Tickets for Annual Dinner 
Gas and Electric Light . 

Sundry Creditors . 

£600 2\ per cent Consols 
Dividend on Consols, less tax . 

Audit Fee .... 

Interest on Bank Deposit 
Repairs, Cleaning, and Washing 
Cost of Annual Dinner . 

Newspapers and Magazines . 

Stock of Wines and Spirits, Beer, Minerals, Cigars and Tobacco 
31st Dec., 19. 

Stock of Stationery, 31st Dec., 19.. 


£ 

1,875 

225 

476 

286 

675 

354 

185 

72 

216 

124 

27 

224 

500 

99 
160 
145 
246 
215 
79 
66 
163 
450 
11 
21 
23 
118 
67 
58 

210 
46 


s. 

17 

11 

12 

14 

15 
13 

15 

16 
2 
13 
2 
11 


d. 

3 
6 
10 
9 
6 
2 
6 
8 

10 

9 

4 
4 


18 8 


15 

15 

15 
10 

16 

9 

10 
5 

10 

3 
11 
5 

16 

4 


6 

6 

6 

6 

2 

8 


10 

4 

5 
9 

3 

4 


• - * 

Depreciate Library Books, Furniture, Glass, Cutlery, etc., 10 per 
cent. Of the Subscriptions £20 is paid in advance, and £12 is in 
arrear. £17 10s. lid. is owing for Salaries of Staff. 









THE WELCOME CLUB 

INCOME AND EXPENDITURE ACCOUNT— For the Year End ed 31st December, 19 
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THE WELCOME CLUB 

BALANCE SHEET as at 31st December 19. 
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Example 2. Porters and Marshman are equal partners in a 
business under the title of the Land and Buildings Rental Company. 
From the following particulars prepare an Income and Expenditure 
Account and Balance Sheet for the year ended 31st March. 


TRIAL BALANCE, 3lVr March 

Dr. Cr. 





£ 

s. 

d. 

£ 

s. 

d. 

Repairs, Painting and Decorating . 

Bank Interest ..... 



47 

11 

5 

30 

11 

4 

Capital A/c, Marshman (1st April) . 

,, ,, Porters (1st April) 






8,000 

— 

— 




8 


8,000 

— 

— 

Bank Charges ..... 



9 

7 




S. Smeethe (half-year’s Rent to 31st Jan.) 


t 

75 

— 

— 




Sundry Expenses ..... 



10 

11 

6 

3,673 

15 

8 

Rentals A/c ...... 

Cash at Bank ..... 



2,448 

3 

9 




Drawings A/c, Marshman 



500 

— 

— 




,, ,, Porters .... 



500 

— 

— 




Income Tax ..... 



46 

16 

3 




Insurance ...... 



20 

— 





Postages and Telegrams 

Settlet Co., Ltd. (half-year’s Rent to 31st 

Dec. v 

f 

14 

1 

5 




last) . . .... 



120 

— 

— 




Interest on Mortgage .... 



380 

— 

— 




Heating and Ventilating 

F. Foothe (half-year’s Rent to 28th Feb.) . 



55 

16 

6 





f 

120 

— 

— 




Mortgage on Property at 4% . 

Salaries of Secretary and Staff 



489 

10 


9,500 



Land and Buildings (1st April) 



24,5C0 

— 

— 




Advertising ...... 



65 

10 

4 




Printing and Stationery 

Sundry Creditors ..... 



27 

13 

8 

5S6 

18 

1 

R. Ruffe (half-year’s Rent due 31st Jan.) . 

« 

f 

200 

- 

— 




P. Platone (half-year’s Rent due 31st Dec. last) 

f 

115 

— 

— 




Audit Fee ...... 

• 


15 

15 

— 




Agent’s Commission .... 

• 


40 

6 

8 






£29,801 

5 

i 

£29,801 

5 

1 


Three other tenants have paid Rent to 28th February, namely, 
L. Leake, at £240j>er annum; M. Meantef at £180 per annum; 
N. Norre, at £220 per annum. 

Depreciate Land and Buildings 1 per cent; charge Interest on 
Capitals at 5 per cent; and reserve £20 for Repairs. 

Special Items in Income and Expenditure Accounts. 
Instructions are, as a rule, given in the exercises as to the treatment 
of special items. Extraordinary expenditure is generally spread 
over a period of years. Donations and Subscriptions are usually 
credited to Income, and Legacies to Capital. The rules of the 
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£ 27,615 13 
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association or institution may, however, provide that a certain 
portion of the Donations and Entrance Fees, or other sources of 
income, shall be capitalized. Legacies may, in certain cases, be for 
a definitely specified purpose, and will then require special accounts; 
while the income therefrom will also require to be separately treated. 
B\ way of illustration we append the answer to the second part of 
Exercise X (5), at the end of this chapter. 


“CREEGHTEEN” ENDOWMENT FUND 


RECEIPTS AND PAYMENTS ON CAPITAL ACCOUNT Cr. 


To Cash (Legacy from 
R . Bownirec, of 
“ Creeghtcen,” to be 
invested, in trust) 


£ s. d. 



£ d. 



By Investments— 




£3,000 G.W.R. 4% 




Debentures 

3,285 15 4 

8,000 - - 


£3,000 3% Funding 




Loan 

2,842 10 6 



£2,000 2$% Conversion 




Loan 

1,871 14 2 

£8,000 - - 


I 

£8,000 - - 


INCOME ACCOUNT 


For the Year Ending 


To Grants made to 

£ s. d. 

"Creeghtecn” Cases 

94 S - 

,, Transfer to Income and 


Expenditure A/c 

94 5 - 


£188 10 - 


31st December, 19.. Cr. 



£ /. d. 

By Cash— 


Dividends on— 


G. W.R. Debentures . 

87 - - 

Funding Loan . 

65 5 - 

Conversion Loan 

36 5 - 


£188 10 - 


Note. The first statement is the usual Cash Statement printed 
and forwarded to patrons of, and subscribers to, such institutions. 
It is often incorrectly called a “Capital Account,” whereas it is in 
reality only a Cash Account of the Capital moneys, showing what 
has been received and how it has been invested. If the books are 
properly kept, the first statement would be represented in the 
Ledger by the accounts below. 


Dr. 


CAPITAL ACCOUNT 


Cr. 


By Cash (Legacy from 
R. Bowntree, of “Creegh- 
teen,” to be invested in 
trust) 


d. 


8,000 - - 


Dr. 
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Cr. 


To Cash— 

£3,000 G.W.R. 4% De¬ 
bentures . 

£3,000 3% Funding 

Loan 

£2,000 2J% Conversion 
Loan 


£ 

s. 

d. 

3,285 

15 

4 

2,842 

10 

6 

1,871 

14 

2 

£8,000 

- 

— 


EXERCISE X 


1. What is the chief difference between a "Receipts and Payments Account” 
and an "Income and Expenditure Account”? In what undertakings are these 
forms of accounts respectively made use of? 


2. Is there any difference between a Receipts and Payments Account and an 
Income and Expenditure Account? 

The following particulars relate to the Chilworth Literary Society for the year 
ended 31st December: Subscriptions received, £110; Interest received on 
Investment, £38; net proceeds received from Lectures and Concerts, £232; 
Rent paid for use of Hall, £21; Petty Cash Payments, £10; Advertising paid. 
£21; Printing Expenses paid, £12 10s. 

The Society holds ten 4 per cent debentures of £100 each in the Universal 
Library, Ltd. As on 31st December, the Society owed £8 for Rent of Hall and 
£9 10s. for Printing. 

Prepare the Society’s Annual Statements of Account for the year ended 31st 
December. (London Chamber of Commerce.) 


^''''3. From the following, prepare in correct style the Income and Expenditure 
Account of the Carlton Club for the year ended 31st December, 19... 

Rent, Rates, and Taxes (not paid), £50. Fuel and Gas, £40. Caretakers’ 
Wages, £68. Printing and Stationery, £30. Repairs, £12. Salaries, £100. 
Subscriptions due or accrued, £200. Donations, £50. Billiard Room, £60. 
Refreshment Room, £100. Sunday Hiring, £20. Balance to be shown. 


4. From the following particulars, prepare Revenue Account and Balance 
Sheet of the "Green Lanes” Golf Club for the year ended 31st December. The 
Club’s Articles of Association provide that half of each original member’s sub¬ 
scription, and half the entrance fees of other members are to be credited to 
Capital, and half of any surplus of Revenue is to be placed to a Reserve Fund 
■Receibts for the Tear. Subscriptions from 14(Toriginal members @ £5 5s * 
220 Additional Members’ Entrance Fees@ £1 Is., and Subscriptions @ £5 5s* 
Interest on Deposit, less tax, £10 3s. 4d. Sales of Provisions and Liquors, £637 

l?** 2 d. Half-year s Grazing Rent to 30th June @ £45 per annum. Loan, 
£900 @ 4 per cent. * 

rfST^ C,Ub Ma ? ager ’ s friary, £250. Greenkeeper’s Wages, 

7 / 5 ? 8 t S : d - Taxe ’ a " d France, £72 13s. 8d. Slants’ 

Wages, £58 5s Fuel, Lighting, amd Cleaning, £53 10s. lid. Liquors and 
Provisions purchased £873 16s. 4d. Furniture purchased, £55 13s 4 6d. Fur¬ 
nishings purchased, £2o 10s. 2d. Repairs as per plumber’s accounts, £5 2s. 7d 
Repairs as per joiner s accounts, £7 3s. 4d. Printing and Stationery, £38 15s. 9d. 
J. Jones, builder (Club Premises Account), £275 15s. 4d. A. Brown, joiner 

P i. e ™. ses Account), £520 10s. R. Roe, architect (Club Premises Account), 
£120. T. Tims, painter (Club Premises Account), £52 10s. 6d. 

On 31st December the Cash in hand was £27 10s. 8d., the Cash at Bank 
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£95 5s. 8d.; the Cash on Deposit, £270; the Stock of Provisions and 
£286 14s. 9d. 


Liqnora, 


Charge Depreciation on the total cost of Club Premises at 3 per cent, on 
Furniture at 2$ per cent, and on Furnishings at 15 per cent. 


5 From the following particulars prepare Income and Expenditure Account 
of the “Bartimaeus” Home for the Blind, for the year ending 31st December. 
Show also the “ Crccghteen ” Endowment Fund Capital and Income Accounts. 

Trial Balance Debits. Servants’ Wages, £286 4s. 2d. School Expenses, £157 
13s. 8d. Coal, Gas, and Water, £274 8s. 9d. Clothing, £426 16s. 6d. Printing, 
Stationery, and Advertising, £106 12s. 4d. General Charges, £117 11s. lOd. 
Provisions, £1,046 5s. 7d. Repairs and Maintenance, £306 10s. 5d. Salaries of 
Head Officials, £1,072 4s. 6d. Legal and Accountancy Fees, £21 8s. 3d. Rates, 
Taxes, and Insurance, £156 3s. 9d. Grants to ex-pupils, £542 10s. 6d. Trading 
deficit on Workshops, £54 4s. 8d. New Drainage, £375 12s. 2d. “Creeghteen” 
Endowment Fund Investment Account, £8,000 (Nominal Value, £11,500). 
Cash in band, £44 16s. 3d. Cash at Bank, £2,075 12s. 8d. Investments Account 
(total as per Schedule), £85,068 10s. 6d. Accrued Interest on Investments. 
£896 14s. 2d. Stocks on hand, 31st December (Clothing, Provisions, Stationery f 
Baskets, Brushes, Mats, Upholstery, etc., as per separate Schedules), £753 5s. lid, 
Trading Loss on Upholstering Department, £10 15s. 6d. 

Trial Balance Credits. Sundry Creditors, £515 11s. 7d. “Creeghteen” Endow¬ 
ment Fund Account, £8,000. Legacies received during year, £5,200. Capital 
Account (1st January), £82,828 3s. 3d. Profits on Manufacturing and Trading 
Departments; Baskets, £58 15s. 3d.; Brushes, £29 10s. 2d.; Mats, £34 16s. 8d. 
Income from Investments, £3,050 10s. lOd. Education Dept. Grants, £356 
12s. 6d. General Donations, £100. Subscriptions, £340 10s. 6d. Inmates’ 
Payments, £752 14s. 4d. Proceeds of Concerts, £142 9s. 9d. Proceeds of Collec¬ 
tions, £207 16s. 3d. Bank Interest, £54 2s. 8d. “Creeghteen” Endowment 

Income (£188 10s., less Grants to “Creeghteen” cases), 7 94 5s. Income Tax 
outstanding £28 3s. 4d. 

The “Creeghteen” Endowment Fund consists of a legacy of £8,000 from 
R. Bowntree, Esa., to be invested in trust. Half the income is to be applied to 
the relief of blind persons resident in “Creeghteen,” and the other half to the 
general purposes ol the Home. The Fund is represented by the following Invest¬ 
ments: £3,000 Great Western Railway 4 per cent Debentures, cost £3,285 
15s. 4d.; £3,000 3 per cent Funding Loan, cost £2,842 10s. 6d.; £2,000 2^ 
per cent Conversion Loan, cost £1,871 14s. 2d. 

Income Tax is to be calculated at 5s. 6d. in the £, the net amount only being 
credited to the Income Account. 

The expenditure on New Drainage is to be spread over three years. 

6. Duckle & Drake are equal partners in a business under the style of The 
Land and Buildings Lettings Co. From the following particulars prepare Revenue 
Account, Net Revenue Account, and Balance Sheet for the year ended 31st 
March. 

Trial Balance, 31st March, 19.. 

Debits. Agents’ Commission, £80 13s. 4d. Repairs, Painting, and Decorating, 
£95 2s. lOd. Audit Fee, £31 10s. Bank Charges, £18 17s. 2d. P. Puckc (half- 

£ ir’s Rent to 31st December last), £230. S. Steavens (half-year’s Rent to 31st 
luary), £150. R. Reeke (half-year’s Rent due 31st January), £400. 
penses, £21 3s. Printing and Stationery, £55 7s. 4d. Cash at Bank, £4,896 
7s. 6d. Advertising, £131 0s. 8d. Drawings Account, Duckle, £1,000. Drawings 
Account, Drake, £1,000. Land and Buildings (1st April), £49,000. Income Tax, 
£93 12s. 6d. Salaries of Secretary and Staff, £979. Insurance, £40. F- ^ ccc ^\ c 
(half-year’s Rent to 28th February), £240. Postages and Telegrams, £28 2s. 10a. 
Heating and Ventilating, £111 13s. Steelton Co., Ltd. (half-year’s Rent to 31st 
December last), £240. Interest on Mortgage, £760. 9 T 

Credits. Sundry Creditors, £1,193 16s. 2d. Bank Interest, £61 2s. 8d. Doan 
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on Mortgage at 4 per cent, £19,000. Capital Account, Duckle (1st April), 
£16,000. Capital Account, Drake (1st April), £16,000. Rentals Account, 
£7,347 11s. 4d. 

Depreciate Land and Buildings 1 per cent. Charge Interest on Capitals at 
5 per cent. Provide £40 for Repairs. 

Three other tenants have paid Rent to 28th February, namely, L. Loomthc 
at £480 per annum, M. Moone at £360 per annum, and N. Nette at £440 per 
annum. 

7. From the following particulars, prepare Income and Expenditure Account 
and Balance Sheet of the “ Kreek Ffynche” Nursing Home for the year ended 
31st December. 

Cash on Current Account, £362 4s. 8d. Cash on Deposit Account, £350. 
Fees paid by Patients, £1,056 16s. lOd. Salaries of Nurses and Superintendents, 
£362 8s. 5d. Premises, £4,250 12s. 6d. Furniture and Fixtures, £827 13s. 4d. 
Creditors, £150. Wages, £124 14s. 3d. Provisions, £383 7s. lCd. Salaries of 
Secretary and Treasurer, £300. Donations and Subscriptions, £826 2s. 8d. 
Medicines and Surgical Appliances, £106 10s. 5d. Investments, £1,756 12s. 2d. 
Interest on Deposit less tax , £13 3s. 8d. Taxes and Insurance, £86 16s. 6d. 
L. Loop for endowment of “Loop'’ Bed, Cr. £850. Repairs, £238 3s. lOd. 
Collectors’ Commission, £36 11s. 9d. Printing and Stationery, £120 6s. 8d. 
Capital Account (1st January), £6,480 16s. 6d. Sundry Expenses, £18 15s. 5d. 
Dividends on Investments less tax, £62 Is. 9d. Fuel, Lighting, and Cleaning, 
£108 18s. 8d. Auditors’ Fees, £5 5s. 

Depreciate Premises 2§ per cent, and Furniture 5 per cent. The Stock of 
Provisions at 31st December was £37 13s. 4d. 

8. Record the following transactions in the Bad Debt Account of Messrs. 
Tudor and Mann, Ltd.— 

(1) Bad Debts written oil during year to 31st March, 1949— 

1948 £ j. d. 

Sept. 30. j. Smith ........ 165 10 - 

,, 30. K. Brown . . . • . • • .185- 

1949 

Mar. 31. O. Robinson . . . . . . . 43 3 10 

„ 31. N. White ........ 102 5 4 

These sums were the full amounts owing in each case. 

(2) Dividends received during the year pn amounts written off— 

1948 

Nov. 16. J. Smith, 6s. 8d. in the £. 

Dec. 9. K. Brown, Is. in the £. 

„ 30. H. Black, 2s. 6d. in the £ on a debt of £64 written off during the 

previous financial year. 

(3) A Provision is made at the end ol each financial year for all debts known 
to be doubtful, together with a provision of 2\ per cent on the remaining debts. 

The total debts were as follows— 

1948 

Mar. 31. £16,329 10s., of which debts amounting to £221 10s. were 

regarded as doubtful. 

1949 

Mar. 31. £10,196 10s., of which debts amounting to £492 10s. were regarded 
# as doubtful. 

Write up the Bad Debts Account and close it off on 31st March, 1949, showing 
the amount chargeable against the Company’s Profit and Loss Account for the 
year ended 31st March, 1949. [C.I.S. Adapted.) 
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9. From the following Trial Balance of “ Ye Olde Swelle ” Club, prepare Incoroe 
and Expenditure Account and Balance Sheet for the year ending 30th 
September. 

TRIAL BALANCE, 30th Sept. 

Dr. Cr. 



£ s. d. 

£ s. d. 

Annual Subscriptions ..... 


1,351 11 - 

Entrance Fees ...... 


431 10 - 

Sale of Tickets for Entertainments 


291 11 - 

Dividends on Consols less tax .... 


28 5 - 

Printing, Stationery, and Stamps 

709 6 4 


Honorarium to Secretary. .... 

320 - - 


Repairs, Cleaning, and Washing 

236 6 8 


Cost of Entertainments ..... 

145 13 4 


Sale of Tickets for Annual Dinner 


159 1 - 

Newspapers and Magazines .... 

116 11 6 


Hire of Hall ....... 


371 11 - 

Profit on Sale of Wines and Spirits, Beer, Minerals, 



Cigars and Tobacco ..... 


199 17 4 

Rent, Rates, and Taxes ..... 

249 7 6 


Salaries of Staff ...... 

493 11 - 


Interest on Bank Deposit less tax 


47 1 8 

Cost of Annual Dinner ..... 

135 2 10 


Gas and Electric Light ..... 

133 13 - 


Receipts from Billiard Rooms .... 


432 5 8 

Auditor’s Fee ...... 

42 - - 


Cash in hand ...... 

54 4 8 


,, at Bank ...... 

454 17 8 


,, on Deposit at 5% ..... 

1,000 - - 


Sundry Creditors ...... 


326 18 4 

£1,200 Consols ...... 

901 1 4 


Capital A/c, 1st October ..... 


3,751 14 0 

Library Books ...... 

451 3 - 


Furniture, Fixtures, and Fittings 

953 5 8 


Glass, Cutlery, China, House, and Table Linen . 

573 9 6 


Stock of Wines and Spirits, Beer, Minerals, Cigars, 



and Tobacco, 30th September 

421 12 6 


> 

% 

1 

£7,391 6 6 |ji 

f7,391 6 0 


Of the Subscriptions, £40 is paid in advance; there is also £24 in arrear. 
Depreciate Library Books, Furniture, Glass, Cutlery, etc., at 10 per cent. Stock 
of Stationery, 30th September, £92 8s. 8d.; £35 Is. lOd. has accrued for Salaries 
of staff. 

10. From the following particulars prepare Income and Expenditure Account 
and Balance Sheet of the “Sleethorpe” Progressive Club for the year ended 
31st December. 

Trial Balance Debits. Printing, Stationery and Newspapers, £127 13s. 8d. 
Repairs, £175 10s. 2d. Wines, Spirits, and Cigars, £356 4s. 7d. Alterations 
and Improvements to Premises, £950 15s. 3d. Cash in hand, £10 14s. 6d. Cash 
at Bank, £575 10s. 8d. Salary of Secretary, £120. Sundry Debtors, £46 2s. 5d. 
Stock of Wines and Cigars (1st January), £75 16s. 4d. Servants’ Wag<% £372 
13s. 6d. Rent, £250. Rates and Taxes, £78 10s. 6d. Fuel, Lighting, Cleaning, 
and Washing, £257 13s. 7d. Furniture and Fixtures, £475 15s. 8d. Legal 
Expenses, £6 6s. Expenses of Social, £20 10s. lOd. 
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Trial Balance Credits. Subscriptions, £987 15s. 6d. Creditors, £475 3s. 4d. 
Bar and Billiard and Card Room Receipts, £356 10s. 2d. Sale of Wines, Spirits, 
and Cigars, £572 13s. 3d. Capital Account (1st January), £1,257 15s. 5d. 
Special Levy on Members, £250. 

Depreciate Furniture and Fixtures 10 per cent, and write £120 off Altera¬ 
tions and Improvements to Premises. Stock of Wines, Spirits, and Cigars on 
31st December, £72 10s. 5d. 

11. The following is the published account of a provincial Charitable School—- 

BALANCE SHEET 


For the Year Ending 31st December, 19.. 





£ 

s. 

d. 


£ 

s. 

d. 

To Government Grants— 






By Alterations and Repairs 

76 

2 

3 

Ordinary £2,060 

10 

6 




,, Salaries and Wages 

754 

13 

5 

Special 120 

3 

6 




,, Washing and Cleaning . 

287 

9 

9 

— 



2,180 

14 

— 

,, Fuel, Lighting, and Heating . 

126 

16 

6 

Councils’ Grants— 






,, Furniture . 

296 

10 

2 

Ordinary £1,026 

10 

6 




,, Clothing . . 

317 

17 

7 

Outfits 55 

16 

8 




,, Printing and Stationery 

88 

18 

5 




1,082 

7 

2 

,, Outfits . . . . 

76 

16 

6 

,, Subscriptions 



126 

10 

6 

,, Rates, Taxes, and Insurance . 

85 

13 

3 

,, Interest 



19 

10 

8 

,, Boys’ Reward 

20 

10 

6 

,, Receipts from Band 



72 

10 

11 

,, Medical Expenses . . | 

43 

7 

5 

,, Sundry Profits 



126 

16 

9 

,, Band Expenses 

175 

11 

10 

,, Profits of Farm . 



98 

10 

2 

,, Ixjss on Workshops 

26 

9 

9 

,, ,, of Gardens 



29 

12 

5 

,, Travelling Expenses 

63 

17 

o 

„ Balance (Loss for year) 



260 

10 

3 

,, Cost of Entertainments 

36 

15 

9 

„ Rents of Land 



156 

10 

6 

,, Provisions .... 

1,027 

3 

3 







„ Postages .... 

36 

12 

8 








3,541 

6 

2 







Special Expenditure— 










New Drainage £475 15 8 










Improvements to 










Premises . 136 11 6 











612 

7 

2 




£4,153 

13 

4 


£4,153 

13 

4 

What criticism have you 

to ofTc 

■r on tl 

ie above? 



12. From the following particulars of the “Lumlcy” Aviation Club prepare 
Revenue Account for the year ended 31st December. 

Receipts for the Tear. Subscriptions, £1,272 10s. 6d. Interest on Investments, 
£44 2s. 3d. Proceeds of Sale of Journal, £175 15s. 4d. 

Expenditure for the Tear. Salaries, £327 10s. 6d. Deputation Expenses, £40, 
Annual Dinner and Entertainment, £72 13s. lid. Journal Expenses, £146 
8s. 5d. Postages, £15. General Expenses, £10 14s. 4d. Printing and Stationery, 
£37 2s. 9d. Year Book Expenses, £136 7s. 7d. Rent, Rates, and Taxes, £346 
Pis. 6d. Fuel, Lighting, and Cleaning, £56 6s. 2d. Lecture Expenses £75. 
Legal Expenses, £7 12s. 6d. Auditors’ Fees, £10 10s. 


13. From the following particulars make up a Receipts 
for the year ending 31st December— 

Cash in hand and at Bank 1st January 

Subscriptions for the year ...... 

Purchases of Furniture during the year 

Stationery and Printing during year .... 

Postages and Petty Expenses during year 
Receipts from sale of Tickets for Annual Dinner . 
Expenses of Annual Dinner and Entertainment 
Grants made for benevolent purposes .... 

Engraving Coat of Arms. 

Interest on Bank Deposits. 


and Payments Account 


£ •*. d. 

274 13 2 
45 10 6 
25 15 6 

14 13 2 
10 9 8 
66 10 6 
47 2 10 

15 15 - 
3 3- 


3 10 5 
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14. From the following prepare an Account Current, reckoning interest at 
3£ per cent per annum on the debit items and 4 per cent per annum on the credit 
items to 30th June— 


C. BARRAND IN ACCOUNT CURRENT WITH P. SMITH 


19. . 




£ 

19.. 



£ 

Jan. 

1 . 

To 

Balance 

1,240 

Jan. 

9. 

By Bill 2 m/d 

. 1,240 

Feb. 

2. 

yy 

Goods 

450 

Feb. 

24. 

„ Goods due 

24th 

>> 

29. 

yy 

„ due 29th 




Mar. 

. 1,000 




Mar. 

29 

Mar. 

29. 

„ Bill 1 m/d 

. 730 

Mar. 

24. 

yy 

Bill 4 m/d 

1,000 





May 

6. 

yy 

Goods 

35 






15. What is the average due date of the following instalments payable under a 
contract ? 

13th April . . . £3,500 

11th May . . . £5,200 

12th June . . . £2,300 

Draw a bill to meet the total amount plus interest thereon at 5 per cent at 3 
months from the average due date, marking stamp duty thereon. 

16. If, on comparing your Bank Cash Book Balance with your Bank Pass Book 
Balance, you found that the two did not agree, what steps would you take to 
check the correctness or otherwise of your Bank Cash Book, and what would be 
the principal differences you would expect to find? 


17. What is a “Suspense Account”? Give a few examples: (a) of legitimate 
purposes for which such an Account may be used; ( b) of errors which the abuse 
of a Suspense Account may cover. (London Chamber of Commerce.) 


18. State the advantages or 


disadvantages of Loose-leaf Ledgers. 


( U.L.C.I .) 


19. Jackson & Co., of Middlesbrough, sell to Williamson & Co., of Sheffield, 
25 tons Hematite Iron at 49s. 4d. cash in a month; Invoice was sent in due 
course, but at the end of the time allowed for payment, Williamson & Co. asked 
Jackson & Co. to draw on them at three months for the amount of Invoice, 
adding 1 per cent for commission, with 5 per cent for discount on the bill; this 
was agreed to—the bill was drawn and accepted, and duly met at maturity. 
Prepare the necessary Day Book, Journal, Cash Book, and Ledger entries as 

you would expect to find them in Jackson & Co.’s books. 

{London Chamber of Commerce.) 


20. Arthur Holt keeps his “Sales Ledger” on the “self-balancing” pnncipe. 
From the following particulars prepare the necessary “Adjustment Account 
as at 31st March— 


Mar. 1. Debtor’s balances at this date . . • 

,, 31. Acceptances dishonoured by customers during 

month .....*• 
,, 31. Cash received from customers for month 

,, 31. Goods returned by customers for month 

,, 31. ,, sold to customers for month 

,, 31. Customers’ acceptances during month 

31. Discount allowed to customers for month . 


£ d - 
6,271 - - 

271 - - 
7,810 10 - 
471 - - 
10,829 - - 
1,735 10 - 
484 - - 


21. How would you deal with Consignments (a) 
(b) In the books of the consignee? 


in the books of the consignor ? 

( U i) 
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22. A merchant has bought goods due as under— 

£660 due 91 days previous to 18th July. 

£3/5 ,, 55 ,, ,, >> 

£600 „ 18 „ 

£1,050 ,, on 18th July. 

He wishes to pay for them on the average due date. What sum must he pay, 
and when must he pay it? 

23. On 1st April, S. Sund accepts a three months’ bill for £150 drawn on 
him by M. Moon for their mutual convenience. The bill is then discounted 
by Moon at 3J per cent, and half the proceeds handed to Sund. At maturity 
Moon sends a cheque to Sund, who then pays the bill. Show the Ledger accounts 
in the books of both parties. 

24. On 1st January, A. Stevenson bought goods value £1,100 and consigned 
them to L. Lanng as a joint speculation, profits being divisible equally. On the 
same date he paid Carriage and Freight, £70; Insurance, etc., £25 4s.; and 
drew on Lanng at two months for £600 on account, discounting the bill on 4th 
January for £597 10s. On receipt of the goods on 1st February Lanng paid Dock 
Dues and Cartage, £30; and Government Duty, Insurance, etc., £40. On 31st 
May, Stevenson received an Account Sales showing that on 30th April the goods 
had realized gross £1,640, and that Lanng’s disbursements made on the same 
date were: Storage, £30; Sundries, Brokerage, and Expenses of Sale, £100. 
Lanng also enclosed a sight draft for amount due at 31st May. Prepare a general 
statement showing the result of the venture, and write up the accounts in 
Stevenson’s and Lanng’s Ledgers respectively. Interest is to be brought into 
account at the rate of 5 per cent per annum. 

25. J. Skinner and H. Fuller are in partnership as wholesale grocers. The 
balances of their Capital Accounts were equal as on 31st December. In addition 
to the balances of the Capital Accounts, the following balances appeared in the 
books— 



£ 

s. 

d. 



£ 

s. 

d. 

J. Skinner (Drawings 




Sundry Debtors . 

• 

7,982 

13 

4 

A/c) . . _ . 

971 

10 

— 

,, Creditors 

• 

3,641 

12 

2 

H. Fuller (Drawings 




Purchases . 

• 

10,724 

12 

5 

A/c) 

842 

12 

6 

Sales 

• 

28,990 

15 

_ 

Office Salaries 

979 

7 

6 

Rents received . 

• 

76 

_ 


General Expenses 

174 

19 

7 

Carriage Inwards 

• 

374 

3 

3 

Factory and Ware¬ 




,, Outwards 

• 

537 

4 

7 

house Wages . 

2,356 

17 

4 

Plant, Machinery, 

and 




Rates, Taxes, and In¬ 




Fixtures . 

• 

1.489 

6 

8 

surance . 

470 

4 

10 

Freehold Land 

and 

/ 



Repairs and Renewals 

142 

3 

— 

Buildings 

• 

6,237 

16 

_ 

Manufacturing Ex¬ 




Stock in hand 

(1st 




penses 

371 

12 

4 

Jan.) 

• 

7,047 

11 

4 

Legal Expenses and 




Postage and Stationery 

243 

14 

1 

Audit Fee 

67 

2 

— 

Bad Debts written off 

141 

9 

4 

Travellers’ Expenses 




Purchases Returns 

• 

351 

4 

6 

and Commission 

547 

— 

7 

Sales Returns 

• 

1,240 

5 


Advertising 

12,127 

4 

2 

Cash at Bank 


1,110 

19 


Discount A/c (Debit 




,, in hand 

• 

112 

12 

7 

Balance) 

124 

18 

1 







You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 31st December, and a Balance Sheet as on that date. 
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Before preparing these accounts, it is necessary to take the 
into consideration— 

(a) 10 per cent Depreciation is to be written off Plant 

fixtures. * 


following matter 
Machinery, and 


[b] J. Skinner withdrew Capital to the extent of £1,000 on 30th June. 

(c) rovision for Bad and Doubtful Debts, amounting to 2\ per cent on the 
Debtors, is to be created. 


{d) Interest on Capital (but not on Drawings) is to be charged at the rate of 
5 per cent per annum. 

(e) Carry forward Insurance unexpired and Rates paid in advance (£18 
8s. _d. and £24 7s. 6d. respectively). 

( f) The amount to be charged against the Profit and Loss Account for 
advertising is to be reckoned as 20 per cent on the net sales; the balance of the 
Advertising Account is to be carried forward. 

(s) I partnership agreement provides that losses are to be borne equally 
by the Partners, but that profits are to be divided as follows— 

j-ths to J. Skinner. 

#ths to H. Fuller. 

1th to be set aside for division amongst employees. 

(A) The Stock in hand on 31st December was valued and agreed at £6,954 
12s. 2d. (London Chamber of Commerce.) 


26. Bought Goods on Joint Account with R. Roberts (profits divisible equally) 
from Walker & Co. for £1,050. Paid Carriage and Expenses, £55. Received 
R. Robertses moiety of speculation, £525. Sold part of the goods to Marshman & 
f° r £650, part for Cash £450, and took remainder value £400 into stock for 
my own use. Charged, as manager’s commission, 5 per cent on the Sales. 

Make the necessary entries in the books and show the loint Account in the 
Ledger. 


27. Dobson & Co. are commission agents, and on 1st May, they receive a 
consignment of goods from Braim & Son to be sold on behalf and at the risk of the 
consignors. The transactions effected by Dobson & Co. in relation to these goods 
were as follows— 


May 1. 


99 



9 9 
99 


10 . 

12 . 


99 

99 


13. 

24. 


The goods were received, and a letter arrived from Braim 
& Son saying that they hoped the goods would realize 
not less than £560. 

Sold by auction, on credit, to Fred Hunting, part of the 

goods for.400 

Paid carriage inwards on the goods .... 9 

Sold the remainder of the goods by private treaty for cash 

for.215 

Paid freight and customs duly on the goods . . . 24 

Rendered an account sales, charging 5s. a ton on 20 tons 
for handling charges, and 5 per cent commission for 
selling the goods, and enclosing a remittance for the 
balance due. 


s. d. 

7 6 

8 9 


Record the foregoing in Journal and Cash Book form in the books of Dobson & 
Co., and post to appropriate ledger accounts. (Faculty of Teachers in Commerce.) 


28. What is the difference between— 

(a) Consignment, and ( b ) Joint Adventure? . ? 

How would you deal with Consignments not completed at the date of balancing. 


CAPITAL AND REVENUE, ETC. 
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29. From the following particulars draw up an Account Current to be rendered 
by B. Boot to L. Lacey at 30th June, reckoning interest at 5 per cent per annum— 

19.. 

Jan. 1. Balance owing by L. Lacey to B. Boot, £255 13s. 

Feb. 10. Cash received from Lacey, £120. 

,, 23. Goods bought of Lacey, £478 9s. lOd. 

,, 25. Boot accepted Lacey’s draft (S>, 1 m/d lor £200. 

Mar. 10. Cash paid to Lacey, £150. 

Apl. 12. Goods sold to Lacey, £391 Is., due 12th May. 

May 19. ,, bought of Lacey, £226 19s. 4d. 

June 8. ,, bought of Lacey, £113 9s. 2d. 

,, 15. Cash paid to Lacey, £100. 

,, 20. Goods sold to Lacey, £496 7s. 8d. 

„ 25. Cash received from Lacey, £200. 

30. Received Consignment of Goods from B. Bowman, valued at £750. Paid 
cartage and expenses, £20. Sent Bowman bill at one month for £200 as an 
Advance. Sold part of Consignment to R. Brown for £350, part for Cash £350, 
and the remainder £300 took into stock for our own use. Charged Bowman 
5 per cent Commission, and sent him sight draft for amount due. 

Make the necessary Journal and Cash Book entries to record the above, and 
show Bowman’s account in the Ledger. 



CHAPTER XI 

DEPARTMENTAL ACCOUNTS 


Definition. Departmental Accounts are accounts relating to the 
several departments, or divisions, of a business, it being desired 
to ascertain the trading results of each department, or class of 
goods, separately. 

Analytical Purchases and Sales Books. To attain the above- 

mentioned end it is necessary to keep analytical Purchases and 
Sales Books. The following are specimens— 


DEPARTMENTAL PURCHASES BOOK 


Date 

Name 

Led. 

Fol. 

Total 

Dept. 1 

Dept. 2 

Dept. 3 

Dept. 4 










DEPARTMENTAL SALES BOOK 


Date 

Name 

Led. 

Fol. 

Total 

Drapery 

i 

Hosiery 

Out¬ 

fitting 

Boots 








i 


The headings of the columns vary; sometimes the departments 
are lettered, e.g. “A,” “B,” “C,” etc., sometimes numbered, 
sometimes named, as in the two examples. Whenever analysis is 
resorted to, there must always be a “Total” column. The objec 
of this is to afford a check upon the arithmetical accuracy of t e 
tabular columns. By means of cross casting it is possible to see 
whether the total of the analysis columns is equal to the sum o 
the “total” column. This will also prove whether any itemi nas 
been omitted in the analysis. Similar rulings will be require o 
the Purchases Returns Book and the Sales Returns Book. 

Procedure in Ledger. Where a Departmental Trading Accoum 
is not desired, the Ledger Account of each department will be in 

simple form, thus— 
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“A” DEPARTMENT 


To Stock . 

,, Purchases . 

,, Carriage 
,, Returns Inwards . 
„ Wages 

„ P. & L. (gross 
profit) 




Bv Sales . 

,, Returns Outwards 
,, "Stock . 

c/d 









To Balance 

b/d 







Where a Departmental Trading Account is required, the Ledger 
Accounts will be more elaborate. It will be necessary to open 
separate Stock, Purchases, Sales, Returns, and Wages Accounts for 
each department or class of goods. Sometimes the departmental 
principle is adopted even in the Ledger Accounts themselves, thus— 


Or. STOCK Cr. 


Date 

Particulars 

Dept. 

A 

D< T*- Total 

Date 

Particulars 

Dept. 

A 

1 

Total 


1 

1 1 

| 






This form would not be applicable where many departments 
were kept separately, as it would necessitate a Ledger of a very 
inconvenient size. As a further development, and where the depart¬ 
ments are very numerous, it would be necessary to have a separate 
Ledger for each department. 

Advantages of Departmental Accounts. By means of depart¬ 
mental accounts it becomes possible, at balancing time, to ascertain 
the gross profit of each department or class of goods. Some businesses 
are content with this. Others go further and analyse all the expenses 
as well, in order to arrive at the net profit of each department or 
class of goods. The business, taken as a whole, might be yielding 
a satisfactory .net profit, and yet one particular department might 
be running at a loss. Only departmental Profit and Loss Accounts 
will reveal this fact. Further, the results of different years may be 
collected and compared, and much valuable information gained 
therefrom. Such decided advantages, therefore, fully compensate 
for the extra trouble involved in analysing the transactions, and in 
keeping additional Ledger Accounts. 

Inter-Departmental Transactions. Purchases from, and Sales 
to, other departments must be carefully recorded. They are some¬ 
times added to the respective Purchases and Sales Accounts, and 
sometimes dealt with in separate accounts. Much depends on the 
price at which such transfers are charged, whether at cost, or at 
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cost plus a small departmental profit. When such transfers of goods 
are made at cost, they should certainly not be credited as Sales by 
the issuing department. It is better to credit them to a separate 
account entitled Goods issued to Other Departments.” At balanc¬ 
ing time, these transfers must be debited to the Trading Account of 
the receiving department, and credited to the Trading Account of 
issuing department, that is, if they have not already been merged 
m the depai tmental Purchases and Sales Accounts. 

Allocation of Indirect Expenses. Indirect or selling expenses 
may be allocated between the departments in four different ways: 

(1 y by means of direct analysis; (2) according to the amount of 
flooi space occupied by each department; (3) in proportion to the 
turnover of each department; (4) according to the number of 
articles sold. It is seldom possible to arrive at the exact amount 
by means of direct analysis, and the turnover method is considered 
to yield the fairest results, bearing in mind the fact that the great 
majority of overhead expenses are fixed charges. 

Different Methods of Allocation for Items in the same 
Trading and Profit and Loss Account. Sometimes the alloca¬ 
tion of expenses is dealt with before the Trading Accounts are 
prepared. I his is generally the case where different methods of 
allocation are used for different items. Thus, Rent, Rates, and 
Taxes may be apportioned according to the floor space occupied by 
each department. Wages and Salaries are generally analysed. 
Insurance Premiums may be apportioned according to the ratio 
that each department’s stock bears to the total departmental stocks 
insured. Workmen’s Compensation Insurance may be divided in 
the ratio that each department’s wages and salaries bear to the 
total departmental wages and salaries. The apportionment of 
Printing and Stationery is generally the result of direct analysis, 
the amounts issued being charged to the departments by the store¬ 
keeper. Carriage, Postage, Repairs, Office Expenses are sometimes 
allocated according to the results of direct analysis, and sometimes 
in fixed or agreed proportions. The amount of Discounts Allowed, 
including Reserves for such discounts, is often allocated between the 
departments in the ratio that each department’s sales bear to the 
total departmental sales for the year. The amount of Discounts 
Received, including the Reserves for such discounts, is then, like¬ 
wise, allocated between the departments in the ratio that each 
department’s purchases bear to the total departmental purchases 
for the period. Depreciation can, sometimes, be charged direct to 
the departments according to the value of the assets held by them. 
Often, however, Depreciation, Interest on Capital, Legal Expenses, 
Bank Charges, and other items cannot be satisfactorily apportioned; 
and, in such cases, they are usually left intact, and finally carried 
to a General Profit and Loss Account. 


DEPARTMENTAL ACCOUNTS 


349 


Allocation of Expenses by means of Direct Analysis. 

Example. X, Y, and Z are equal partners in a business, and are 
entitled to interest at 5 per cent per annum on their respective 
Capitals before the division of profits. All other adjustments have 
been made, and from the following particulars you are requested to 
draw up Trading and Profit and Loss Accounts and Balance Sheet, 
showing the gross and net profits of each department, and the 
percentages of gross and net profit on turnovers respectively 


Cash at Bankers 
,, in hand 
,, Creditor 


Horses, Carts, etc. 
Fixtures, Fittings, etc 
A Dept. . 


B 




Capital A/cs— 

X (1st Jan.) 

Y ( „ ) 
Z ( „ ) 

Drawings A/cs— 


X . 
Y . 
Z . 


£ d - 
2,029 14 9 

620 15 5 

1.500 - - 
625 15 6 

4,726 10 5 
3,841 9 11 

25,971 5 8 
18,432 10 7 
15,617 3 10 

2.500 - - 
1,750 - - 
1,540 - - 


A Department B Department 


Stock (1st Jan.) 
Purchases . 

Sales 

Trade Expenses 
Discounts Allowed 
,, Received 
Housekeeping Expenses 
Sundry Creditors 
,, Debtors 
Stock, 31st December 


Allocation of Expenses 


£ d - 
37,418 10 5 

65,158 9 2 

89,527 16 6 

12,107 13 4 

2,517 6 2 

2,067 13 8 

1,975 10 10 

6,162 19 2 

16,703 12 5 

35,463 15 7 


£ >• d - 
7,672 14 5 

38,516 3 10 

47,732 17 6 

5,462 15 6 

1,743 2 8 

1,169 15 4 

1,268 8 9 

4,568 17 7 

4,572 6 4 

9,871 13 8 


according to Floor Space 


Occupied. 


Example. Messrs. Reed and Stevens commenced a retail cash 
business on 1st July with a stock of goods divided as follows: 
No. 1 Dept., £326 15s. lid.; No. 2 Dept., £458 9s. 3d. No. 3 
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BALANCE SHEET as at 31st December, 19.. 


Liabilities 

£ .. d. 

Sundry Creditors— 


“A” Dept. 

6,162 19 2 

“B" „ 

4,568 17 7 

Cash Creditor 


Capital A cs— 


X, 1st Jan. 

25,971 5 8 

Add Interest . 

1,298 11 3 

„ Share o r 


Profit 

2,997 5 5 

1 

30,267 2 4 

Less Draw :»-»s 1 

2,500 - - 

Y, 1st Jan. 

18,432 10 7 

Add Interest . 

921 12 6 

„ Share of 


Profit 

2,997 5 5 


22,351 8 6 

Less Drawings 

1,750 - - 

Z, 1st Jan. 

15,617 3 10 

Add Interest . 

780 17 2 

„ Share of 


Profit 

2,997 5 5 


19,395 6 5 

Less Drawings 

1,540 - - 


-L| Assets 

Cash al Bank 
Cash in hand 

10,731 16 9| Sundry Debtor 


1,500 - - 


£ 78,455 14 


“A” Dept 
“B” 


Stock— 

“A” Dept. 
“B 


»* 


• » 


Fixtures and Fit- 


27,767 2 4 


tings— 
“A” Dept. 
“B*‘ 


• 1 


Horses and Carts 


20,601 8 6 


17,855 6 5 


£ 

). 

d. 

2,029 

14 

9 

620 

15 

5 

16,703 

12 

5 

4,572 

6 

4 

35,463 

15 

7 

9,871 

13 

8 

4,726 

10 

5 

3,841 

9 

11 


.. d. 


2,650 10 2 


21,275 18 y 


45,335 9 3 


8,568 - 4 

625 15 6 


78,455 14 - 


Dept., £426 17s. lid.; No. 4 Dept., £501 10s. 5d.; No. 5 Dept , 
£673 4s. 8d. They also had Cash, £552 9s. 4d.; Fixtures and 
Fittings, £560 12s. 6d.; and equal amounts of Capital. 

On 31st December, the summary of the Cash Book for the half- 
year was as follows— 



£ 


d. 


£ 

>• 

d. 

To Sales— 




By Purchases— 




No. 1 Dept. 

. 1,256 

3 

11 

No. 1 Dept. 

. 896 

4 

3 

No. 2 ,, 

. 1,578 

7 

2 

No. 2 „ 

. 792 

10 

6 

No. 3 ,, 

. 1,156 

16 

5 

No. 3 „ 

. 814 

3 

7 

No. 4 „ 

. 1,237 

10 

6 

No. 4 „ 

. 516 

16 

6 

No. 5 „ 

. 2,178 

15 

7 

No. 5 ,, 

. 1,703 

2 

8 





By General Expenses 
,, Drawings— 

. 720 

15 






Reed . 

. 250 

— 

— 





Stevens 

. 250 

— 

— 


The following purchases are unpaid on 31st December: No. 1 
Dept., £320 19s. 2d., No. 2 Dept., £625 7s. 8d.; No. 3 Dept., £159 
Is. lid.; No. 4 Dept., £246 14s. 10d.; No. 5 Dept., £226 Is. 2d. 
Six months’ Rent, £120, is also outstanding. The Stocks on hand 
at the same date are: No. 1 Dept., £516 10s. 2d.; No. 2 Dept., 
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£617 3s. 4d.; No 3 Dept., £598 16s. 8d.; No. 4 Dept., £373 
11s. 7d.; No. 5 Dept., £816 17s. 2d. 

Draw up Departmental Trading and Profit and Loss Accounts, 
adding to the Expenses 20 per cent per annum for Depreciation of 
Fixtures. Divide the Expenses thus: No. 1 Dept., -fcths; No. 2 
Dept., i^ths; No. 3 Dept., ^ths; No. 4 Dept., j|ths; No. 5 
Dept., -J-Jths Draw up also a Balance Sheet, allowing Interest on 
Capital at 5 per cent per annum, and dividing profits equally. 


DEPARTMENTAL 
For the Half-year 



No. 1 
Dept. 

No. 2 
Dept. 

No. 3 
Dept. 

No. 4 
Dept. 

No. 5 
Dept. 

• 

Total 

To Stock, 1st 

£ s. d. 

£ s. d. 

£ s. d. 

£ s. d. 

£ s. d. 

£ A d. 

July 

326 15 11 

458 9 3 

426 17 11 

501 10 5 

673 4 8 

2,386 18 2 

„ Purchases 
„ Balance (be¬ 
ing Gross 

1,217 3 5 

1.417 18 2 

973 5 6 

763 11 4 

1,929 3 10 

6,301 2 3 

Profit c/d). 

228 14 9 

319 3 1 

355 9 8 

346 - 4 

393 4 3 

1,642 12 1 

£ 

1,772 14 1 

2,195 10 6 

1,755 13 1 

1,611 2 1 

2,995 12 9 

10,330 12 6 


_ DEPARTMENTAL PROFIT 

_ For the Half-year 



I No.l 
Dept. 

No. 2 
Dept. 

No. 3 
Dept. 

No. 4 
Dept. 

No. 5 
Dept. 

Total 



<■ 

£ 

s. 

d. 

£ 

s. 

d. 

£ 

x. 

d. 

£ 

x. 

d. 

£ 

x. 

d. 

£ 

X. 

d. 

To Sundry Expenses 

• 

80 

1 

8 

112 

2 

4 

144 

3 

— 

176 

3 

8 

208 

4 

4 

720 

15 

- 

„ Rent 

• 

13 

6 

8 

18 

13 

4 

24 

— 


29 

6 

8 

34 

13 

4 

120 

- 

- 

,, Depreciation . 

• 

6 

4 

7 

8 

14 

5 

11 

4 

3 

13 

14 

1 

16 

13 

11 

56 

1 

3 

„ Departmental Pro¬ 



















fits to General Pro- 



















fit and Loss A/c 

• 

129 

1 

10 

179 

13 

- 

176 

2 

5 

126 

15 

11 

134 

2 

8 

745 

15 

10 


£ 

228 

14 

9 

319 

3 

1 

355 

9 

8 

346 

- 

4 

393 

4 

3 

1,642 

12 

1 



Note 1. The Original Capital is arrived at as follows: Stock, £2,386 18s. 2d. 
+ Cash £552 9s. 4d. + Fixtures £560 12s. 6d. = £3,500 = £1,750 each 
partner. 

Note 2. The final Cash balance is obtained as follows: Balance I s ! J u ^ 
£552 9s. 4d. -f Receipts ,£7,407 13s. 7d. - Payments £5,943 12s. 6d. = £2,0lo 
10s. 5d. 

Note 3. The Creditors are composed of the amounts owing for the unpaid 
Purchases of the different departments at 31st December, which when total 
amount to £1,578 4s. 9d. 
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GENERAL PROFIT AND LOSS ACCOUNT 
For the Half-year Ended 31st December, 19. 


To Interest on Capital— 

Reed, 2*% £1,750 


i. d. £ i. d. 


43 15 - 


Stevens 2i% £1,750 43 15 - 


87 10 - 


Balance (net profit) — 

Reed, Capital A/c J 329 2 

Stevens, Capital A/c $ 329 - 11 


By Departmental 
Profits— 
No. 1 Dept. 
No. 2 ,, 

No. 3 „ 

No. 4 „ 

No. 5 


_ 658 5 10 
l 745 15 10 


__ C>, 

£ r. d. I £ r. d. 


129 1 10 

179 13 - 

176 2 5 

126 15 11 
134 2 8 


- 745 15 10 
i 745 15 10 


TRADING ACCOUNTS 
En ded 31st December, 19.. 

No. 1 
Dept. 


No. 2 
Dept. 


No. 3 
Dept. 


No. 4 
Dept. 


No. 5 
Dept. 


Total 


r A fid f s. d. £ s. d. £ s. d. £ i. d. 

UySa.cs . . 1.4 3 U .4 7 2 .6 5 .4 .0 6 2, .78 .5 7 7,487 .3 7 

” St °3 C l k si Dec. . 516 10 2 617 3 4 598 16 8 373 11 7 816 17 2 2.922 18 11 


l 1,772 14 1 2,195 10 6 1,755 13 1 1,611 2 1 2,995 12 9 10,330 12 6 


AND LOSS ACCOUNTS 
Ended 31st December, 19 


No. 1 
Dept. 


No. 2 
Dept. 


Gross Profit b/d . 228 14 9 319 


No. 3 
Dept. 

No. 4 
Dept. 

w 

£ d. 

346 - 4 

1 355 9 8 

346 - 4 


No. 5 
Dept. 


Total 


BALANCE SHEET as at 31st December, 19 


Liabilities 
Creditors 
Outstanding Rent 
Capital A/'cs— 
Reed, 1st July 
Add Interest . 


s. d. £ s. d. 

1,578 4 91 Cash 

120 - - 


Assets 


1,750 - - 

43 15 - 


Share of Profit 329 2 11 


Less Drawings 

Stevens, 1st July 
Add Interest . 


2,122 17 11 
250 - - 

1,750 - - 1 
43 15 - 


1,872 17 11 


Stock— 

No. 1 Dept. 

No. 2 „ 

No. 3 „ 

No. 4 „ 

No. 5 „ 

Fixtures and Fittings 
Less Depreciation 


Share of Profit 329 2 11 


Less Drawings 


2,122 17 11 
250 - - 


_ 1,872 17 11 
f 5.444 - 7 


£ s. d. £ s. d. 

2,016 10 5 

516 10 2 

617 3 4 

598 16 8 

373 11 7 

816 17 2 


560 12 
56 1 


2,922 18 11 


504 11 3 
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3. Allocation of Expenses according to Turnover. 

Example. From the following particulars prepare Departmental 
Trading and Profit and Loss Accounts for the year ended 31st 
December, 19. (see next page), apportioning the expenses between 
the departments in proportion to their respective turnovers— 


Stock (Raw Materials and Finished Goods) 
A Dept., 1st January 

^ >> • 

Purchases (Raw Materials), A Dept. 

>) >> ® >> 

Sales A Dept. 

> > P >) • 

Exhibition Expenses 
Wages A Dept. 

Travellers’ Commission and Expenses 
Rent, Rates, and Taxes 
Furniture and Fixtures 
Salaries ..... 
Working Plant and Utensils . 

Insurance (£35 of this is prepaid) . 

Bad Debts Reserve, 1st January 
Horses, Harness, Motor Vans and Vehicl 
Directors’ Fees .... 

Sundry Debtors .... 

Postage, Telegrams, and Bill Stamps 
Difference in Exchange {Dr. balance) 
Sundry Expenses 

Bad Debts ..... 
Stationery, Sample Books, and Catalog 
still in stock) 

Debenture Interest 
Discounts on Purchases 

,, ,, Sales . . 

Stable and Motor Expenses . 


cs 


ues (£345 


of these arc 


£ i. d. 

7,954 18 11 

6.987 12 10 
19,846 15 3 
14,895 17 11 
48,994 2 7 
32,662 14 11 

1,915 16 8 

3.987 14 10 
1,989 19 9 

5.376 17 6 
987 12 6 

1,275 - - 
3,579 11 8 
55,595 - - 
808 10 5 
748 10 7 

7.987 1 8 
2,025 - - 

22,953 10 - 
917 8 9 
38 18 4 
2,796 4 7 
828 14 7 

3.376 12 6 
630 - - 

1,748 13 9 
3,268 15 5 
637 3 9 


Depreciate Working Plant, etc., 10 per cent; Horses, Harness, 
Motor Vans, etc., 20 per cent; Furniture, 2\ per cent. Make a 
Reserve of 5 per cent on Sundry Debtors, for Bad Debts. Stock of 
Raw Materials and Finished Goods on 31st December, 19. ., was 

A Dept., £9,895 18s. lid.; B Dept., £7,958 12s. lOd. 

Decimalization of Money. Formidable as the above task of 
apportioning the expenses according to the turnovers appears, it is 
not nearly so when the proper way of setting about it is known. 
The proper way, in this case, is to decimalize at sight approximately. 
Numbers of senior students have not touched arithmetic for many 
years, and are, therefore, unacquainted with this modern process. 
So it is proposed to give a short explanation of it. The explanation 
will be strictly limited to what is necessary in order to understand 
the following worked solutions, as it is not the province of this work 










TRADING AND PROFIT AND LOSS ACCOUNT 
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to teach arithmetic proper. To familiarize themselves with modern 
processes and up-to-date methods in commercial arithmetic,students 
cannot do better than procure a copy of Pitman's Complete Mer¬ 
cantile Arithmetic. 

One shilling = ^ of a £, or £0-05. One farthing = rrkiT °f a £> 
but for convenience of calculation, it is taken as of a £> as *601 
or £0-001. This latter decimal gives rise to a slight inaccuracy in 
calculations. For example, 3d. = 12 farthings = -012 (-001 X 12); 
but jjjj = w \ f = -0125, or -013 approximately to three places of 
decimals. Again, 9d. = 36 farthings = *036 (-001 X 36 ); but 
v-fry = = -0375, or -038 approximately to three places of decimals. 

An adjustment has consequently to be made in order to obviate 
these errors. 

Rule for Decimalizing Fractions of a £. (1) Multiply the 
pence by 4 to bring them to farthings, and add on any farthings 
in the sum; if the result is 12 or over, add on 1; if 36 or over, add 
on 2. Put down the unit figure of the result as the third place 
decimal, and carry the ten’s figure. 

(2) Multiply the shillings by 5, and add on the figure carried 
from the pence operation, and the result will be the first and second 
place decimals. 

Remember, there must be three places of decimals whenever 
there are any pence in the sum to be decimalized, and, therefore, 
if the shillings and pence yield only two place decimals, a nought 
must be put in front of them. 

Example i. What decimal of a £ is 17s. 3fd. ? 3x4 + 3 — 15; 
15 + 1 = 16, 6 and carry 1. 17x5 + 1= 86. Ans. £-866. 

Example 2. What decimal of a £ is Is. 2Jd. ? 2 x 4 + 2—10, 
0 and carry 1. 1 X 5 + 1 = 6. Ans. £0-060, not £0-60. 

Application to Worked Example. The turnovers of the de¬ 
partments must be decimalized. “A” Dept. = £48,994-129, “B 
Dept. = £32,662-746, Total turnover = £81,656-875. 

81656-875) 48994-129 (-6; and 81656-875)32662-746(-4 
•6 = ^ths == Jths; and -4 = + fi ths = fths. 


4. Allocation of Expenses according to Number of Articles 

Sold. 

Example. The Toilet Requisites Co. manufacture two speci¬ 
alities, namely, “Venus” Soap and “Hebe” Scent. Frorn * ® 
following particulars draw up the Company’s Trading and Pro t 
and Loss Accounts for the year ending 30th June— £ s d 

Stocks of Raw Materials, Soap (1st July) • S *4 in 

(30th June) . - - • & 10 

Scent (1st July) . - • * 2 7 S 6 9 

„ . (30th June) .... 275 b ^ 


99 

99 


99 


99 


99 

99 
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9 9 
99 
99 


9 9 

9 9 

^ * 


>> 

> y 


19 

99 

99 


99 


99 


Stocks of Manufactured Soap (1st July) . 

,, (30th June) 

Scent (1st July) . 

„ (30th June) 

Labels, Boxes, Bottles, etc., Soap (1st July) 

„ (30th June) 

Scent (1st July) 

„ (30th June) 

Purchases of Raw Materials, Soap . 

,, „ Scent . 

Labels, Boxes, Bottles, etc., Soap 
„ „ „ Scent 

Wages, Soap Dept. 

,, Scent ,, ... 

Manufacturing Expenses, Soap Dept. 

Scent „ 

Salaries 
Advertising . 

'Printing and Stationery 
Postage 

Rent, Rates, and Taxes 
Sundry Expenses . 

Sales of Soap, 354,741 cakes (a) 4£d. 


per cake. 


99 


Scent, 61,638 bottles @ Is. 3d. per bottle 


£ s - d - 

537 3 1 1 

872 3 5 
216 17 5 
266 10 8 
135 9 4 
207 8 9 
172 6 9 
135 4 6 
516 12 8 
407 10 2 
323 14 5 
243 15 6 
523 8 7 
602 13 4 
56 13 8 
198 7 8 
326 3 10 
3,619 14 0 
447 6 5 
326 17 8 
665 16 6 
279 4 3 


The undivided expenses are to be apportioned between the two 
departments according to the number of cakes of soap or bottles 
of scent sold. (See following page.) 

Apportionment of Expenses according to Number of 
Articles Sold. This appears to be a formidable task, and to a 
certain extent it is. Resort to decimals is necessary; other methods 
of calculation arc quite out of the question, owing to the huge 
multiplication and division sums involved: 

354,741 + 61,638 = 416,379. 


HgJ-.85HW7i.nd 


61,638 
416,379 


= -148033 


In order to obtain absolute accuracy it is necessary to take at 
least six decimal places. In approximating at the sixth decimal 
place, the student must be careful to see that the two decimal 
parts when added together equal unity; that they are neither 
greater nor less. Thus, -148033 -j- -851967 = 1. We could not 
take -148034 and -851967, or -148033 and -851966. Each of the 
amounts to be apportioned must be decimalized, and then multi¬ 
plied by its appropriate decimal part of the total number of articles 
sold. For example, Salaries £326 3s. lOd. will be apportioned 
thus: £326-192 x -851967 = £277 18s. Id. for Soap Dept.; 
£326-192 x -148033 = £48 5s. 9d. for Scent Dept. 
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Modern Methods of Calculation. In working this and similar 
examples the student should employ modern methods, which are 
easily acquired, and which undoubtedly effect a great saving of 
time! The striking contrast between the old and the modern 
method can be seen from the following, which exemplifies the 
working of the first multiplication sum 


Old Method 

(a) 326-192 

•148033 


978576 

978576 

26095360 

1304768 

326192 


48-287180336 


(b) 326-192 

•851967 


2283344 

1957152 

2935728 

326192 

1630960 

2609536 


277-904819664 


Modern Method 

(a) 32-61920 

1 -48033 


32-61920 
13-04768 
2-609 54 
978 
98 

_I_ 

48-287118 


(b) 32-61920 

8-51967 


260-953 60 
16-309 60 
•326! 19 
•29357 
19,57 
2 28 


277-90481 

i 


The multiplier has first of all to be put into “standard form,” 
and a corresponding adjustment made in the multiplicand. Then 
two extra places of decimals must be allowed for beyond the num¬ 
ber required, which, in this case, is three, as this number will give 
us the £ s. d. result to the nearest farthing. A fuller explanation 
of this method will be found in the arithmetic textbook we have 
previously mentioned. 

Conversion of Decimals of a £ into Money. When multi¬ 
plying as explained above, the result obtained will be pounds and 
decimal fractions of a pound. The latter must be converted into 
shillings and pence at sight. 

Rule. 1. Take answer to only four places of decimals. Approx¬ 
imate the third figure, that is, if the fourth figure is 5 or over, then 
make the third decimal figure 1 more. 
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2. Divide the first two figures by 5, and the .result will be 
shillings. 

3. Take the remainder (if any) and place the third decimal figure 
by the side of it; if the number is 13 or more, subtract 1; if 38 
or more, subtract 2. Call the amount farthings, divide by 4, and 
the result will be pence and fractions of a penny. 

Example i. The result of the first multiplication, £326-192 X 
•851967 = £277-9048 to four places of decimals. This equals 
£277-905 to three places approximately. 90 4- 5 = 18s.; 5-4-4 
= ljd. Ans. = £277 18s. 1 Jd. 

Example 2. The result of the second multiplication, £326-192 
X -148033 = £48-2871 to four places of decimals. This equals 
£48-287 to three places approximately. 28 -4- 5 = 5s., and 3 over. 
Three together with 7 = 37; 37- 1 = 36; 36 -4- 4 = 9d. Ans. = 
£48 5s. 9d. 

Separate Trading Accounts for each Department. Where 

the same item of expenditure or charge is common to each depart¬ 
ment, a tabular Trading and Profit and Loss Account is advan¬ 
tageous. But where different expenses and charges are incurred in 
the various departments, separate Trading Accounts must be 
prepared for each. 

Example. From the following particulars of the Motor Car 
Engineering Works, Ltd., prepare departmental Trading Accounts 
and a general Profit and Loss Account for the year ended 31st 


December, 19. .— 

Fixtures and Fittings . .... 

Loose Plant and Tools .... 

Sundry Debtors ..... 

Cars bought for re-sale 
Carriage on Cars sold .... 

Management Expenses 
Profit and Loss A/c (undistributed balances, 1st Jan 
Bad Debts ...... 

Petrol, Oil, etc., used .... 

Charged to Customers for Hire of Cars . 

Sales of Motor Cars .... 

Charged to Customers for Repairs to Cars 
Accessories (Tyres, Tubes, etc.) used 
Stock of Cars for Hiring Out 

,, Accessories (Tyres, Tubes, Petrol, Oil, etc 
current year ..... 

Expenses of Hire Cars .... 

Sales of Petrol, Oil, etc. 

Garage Rents received 
Debenture Interest .... 

Repairs to Plant, etc. .... 

Sales of Accessories (Tyres, Tubes, etc.) . 

Wages in Yard ..... 

Cost of Repairs to Cars (Wages, Materials, etc.) 

Bad Debts Reserve, 1st Jan. . 

Sundry Receipts (Washing Cars, Charging Batteries, 


) 


) at 


end of 


etc.) 


£ 

s. 

d. 

75 

13 

9 

225 

12 

7 

2,925 

4 

5 

12,500 

— 

— 

115 

4 

6 

510 

13 

8 

650 

5 

10 

50 

3 

7 

625 

16 

5 

405 

12 

6 

14,750 

— 

— 

950 

13 

8 

2,350 

4 

10 

650 

15 

11 

375 

13 

8 

225 

6 

3 

975 

14 

10 

90 

9 

8 

125 

— 

— 

27 

6 

6 

2,735 

15 

3 

156 

10 

8 

875 

8 

10 

120 

- 

— 

166 10 

5 
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The following adjustments are necessary: Bad Debts Reserve, 
5 per cent Debtors; Depreciation: Loose Plant and Tools 20 per 
cent; Fixtures and Fittings, 5 per cent; Cars for hire, 20 per cent; 
the manager is entitled to a Commission of 5 per cent of the net 
profit after charging this Commission. 


MOTOR CARS TRADING ACCOUNT 
Dr. For the Year Ended 31st Dec., 19.. Cr. 


To Purchases 
,, Balance(Gross Profit) 

£ 5. d. 

12.500 - - 
2,250 - - 

By Sales 

£ s. d. 
14,750 - - 

£\ 

14,750 - - 

£ 

14,750 - - 

w - — « 

ACCESSORIES TRADING ACCOUNT 

Dr. For the Year Ended 31st Dec., 19.. 

Cr. 

To Accessories used 

£ i. d. 

2,350 4 10 

By Sales of Accessories . 

£ s. d. 

2,735 15 3 

,, Petrol, Oil, etc., used 
,, Balance (Gross Profit) 

625 16 5 
735 8 10 

,, Sales of Petrol, Oil, 
etc. 

975 14 10 


£3,711 10 1 


£3,711 10 1 


REPAIRS TRADING ACCOUNT 

Dr. For the Year Ended 31st Dec., 19.. Cr. 


To Cost of Repairing 
Cars . . .! 

,, Balance (Gross Profit) 

£ j. d. 

875 8 10 
75 4 10 

By Amounts Charged to 
Customers for Repairs 
to Cars . . . 

£ s. d. 

950 13 8 


£950 13 8 


£950 13 8 


Dr. 


HIRE CARS TRADING ACCOUNT 
For the Year Ended 31st Dec., 19.. 


Cr 


To Expense of Hire Cars 
,, Depreciation of Hire 
Cars, 20%, £650 
15s. lid. 

,, Bulance(Gross Profit) 


£ 

s. 

d. 

225 

6 

3 

130 

3 

2 

50 

3 

1 

£405 

12 

6 


By Charges to Customers 
for Hire of Cars 


£ J. d. 
405 12 6 


£405 12 6 
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PROFIT AND LOSS ACCOUNT 



To Carriage on Cars sold 
,, Management Expenses 
„ Bad Debts 
,, Repairs to Plant, etc 
,, Debenture Interest . 

,, Wages in Yard 
,, Bad Debts Reserve— 

5% £2,925 

4s. 5d. £146 5 3 

Less Old 

Reserve 120 — - 


„ Depreciation— 

Loose Tools and Plant, 
20% £225 12s. 7d. . 

Fixtures, etc., 5% £75 
13s. 9d. . . . 

,, Manager’s Commission, 
T ;% of £2,307 14s. 6d. . 
M Balance (Net Profit) to 
Appropriation A/c 


£ 

s. 

d. 




£ 

/. 

d. 

115 

4 

6 

By Trading A/cs (gross profits)— 





510 

13 

8 

Motor Cars 



2,250 

_ 


50 

3 

7 

Accessories . 



735 

8 

10 

27 

6 

6 

Repairs 



75 

4 

10 

125 

— 

— 

Hire Cars . 



50 

3 

1 

156 

H) 

8 

,, Garage Rents 



90 

9 

8 




,, Sundry Receipts . 



166 

10 

5 

26 

5 

3 







45 

2 

6 







3 

15 

8 







109 

17 

10 







2,197 

16 

8 







£3,367 

16 

10 




£3,367 

16 

10 


Note re Manager’s Commission. This is an item over which 
students constantly stumble. As the net profit is not yet known, 
the calculation must be made on the gross amount distributable, 
namely, of £2,307 14s. 6d.; which, as can be seen, is equal to 
y!*- of £2,197 16s. 8d. 

Percentages in Accounts. The usual form of Trading and 
Profit and Loss Account supplies the executives of a business with 
■ important periodical data, particularly the Gross and Net Profit or 
Loss, and the monetary value of each component, but the most 
important factor of all, i.e. trend , cannot be indicated without some 
further operation. This can be, and is widely, done by the inser¬ 
tion of the figures for the corresponding period of the previous 
year, but this is still far from satisfactory as it will present only 
half the picture. For the chief executive of a business to know 
whether any one of the items has increased or decreased in amount 
is really only of secondary importance as two simple examples will 
show. - 

Example i. 

1932 1933 

Sales .... £145,962 £157,928 
Manufacturing Wages . 49,874 52,864 

An increase in wages would appear to be a natural movement 
and in keeping with the rise in turnover, but these figures do not 
show that in actual fact the higher figure is the better of the two 
as it represents 33-35 per cent of the sales, whilst the 1932 figure is 
34-17 per cent of the sales. 
















Example 2. 
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1939 1940 

Gross Profit . . . £37,748 £57,491 

Travellers’ Commission and 

Expenses . . .£2,635 = 6-98 £4,090 = 7-12 

per cent per cent 

This again will show that the figures themselves, as such, may 
give a wrong impression, but by indicating the true relationship in 
the form of a percentage, trend is shown. It is quite the general 
practice for each figure in the Trading Account to be expressed 
as a percentage on the turnover. 


Dr. 

TRADING 

ACCOUNT 


Cr. 


Per cent 

£ 


Per cent 

£ 

To Stock 

18-45 

3,438 

By Sales 

. 100-00 

18,645 

,, Purchases 

52-26 

9,742 

,, Stock 

22-48 

4,192 

,, Manufacturing 






Wages . 

26-20 

4,890 




,, Gross Profit 

25-57 

4/767 





122-48 £22,831 


122.48 £22,837 

Dr. 

PROFIT AND L 

OSS ACCOUNT 


Cr. 



£ 


Per cent 

£ 

To Salaries 

• • 

. 657 

By Gross Profit 

. 25-57 

4,767 

,, Rent and Rates 

• • 

. 275 




,, Advertising 

• • 

. 759 




,, Travellers’ Expenses and 




Commission 

• • 

. 533 




,, Net Profit . 

• • 

. 2,543 






£4,767 



£4,767 



«— r.T-nna 





QUESTIONS 

1. Explain what is meant by “Departmental” Accounts. 

2. Submit rulings of a Purchases Book suitable for a business having four 
departments. 

3. Submit rulings of a Sales Book suitable for a business dealing in Tea, Coffee, 
Cocoa, and Sugar, each of which is a separate department. 

4. Explain how the Ledger is affected by the keeping of “departmental" 
accounts. Give examples. 

5. State briefly the advantages to be derived from a system of “depart¬ 
mental” accounts. 

6. Are “departmental” accounts adopted with a view to ascertaining the 
gross or the net profit of each department? 

7. What difficulties are there in the way of arriving at the “net” profit of 
each department? 
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8. W hat is meant by the phrase “allocation of indirect expenses”? 

9. What methods are in vogue with reference to the allocation of indirect 

expenses as between different departments? Which is considered to yield the 
fairest result? 

10. W hen it is not possible to make a tabular Trading Account of several 
departments owing to the items being different in each, what procedure must 
be resorted to? 


EXERCISE XI 

1. A manufacturer, whose business is divided into the three departments of 
knitted mufflers, sailors’ jerseys, and woollen gloves, adopts the following method 
of recording his sale transactions. When goods arc dispatched, an Invoice is 
made out in an Invoice Carbon Copy Book, and sent to the purchaser. The 
Carbon Copy Book is then handed to the Ledger Clerk, who writes the Ledger 
folio of the customer’s account under the total of the Copy Invoice, and posts 
the item to the debit of the customer’s account in the Ledger thus— 

Invoice No. 

April 1,19.. To Goods, N.B. 0001 . . £59 12 10 

Does this method appear to you to provide an adequate record for book-keeping 
purposes? If not, what would you suggest, and with what object? (R.S.A.) 

2. Explain briefly and comment upon some system of Departmental Accounts 
with which you are familiar. 


3. The Needlebore Trading Co. manufactures and sells Linoleum and Car¬ 
pets. From the following particulars prepare Trading and Profit and Loss 
Accounts, apportioning the undivided expenses in proportion to the turnovers 
of the departments— 


Linoleum 

Dept. 

£ s. d. 

Stocks (1st Jan.). 1,956 12 3 

Purchases (net). 8,385 3 4 

Wages . . . . . 3,958 14 5 

Manufacturing Expenses (including Dc- 
preciation of Plant) .... 2,075 5 6 

Sales (net). 21,446 8 4 

Stocks (31st Dec.) .... 1,754 9 6 


Carpet 

Dept. 

£ s • d. 
2,285 7 8 
3,649 18 9 
2,017 5 2 

1,474 3 6 
. 10,723 4 2 
2,071 17 6 


Salaries, £3,068 10s. 7d.; Rent, Rates, and Taxes, £1,789 14s. 8d.; General 
Expenses, £916 18s. 9d. 


4. Jeffrey, Slater and Gibbs are equal partners in a business, and are entitled 
to interest at 5 per cent per annum on their respective capitals before division 
of profits. All other adjustments have been made. From the following particu¬ 
lars for the year ended 31st December, draw up Trading and Profit and Loss 
Account, showing the gross and net profit of each department, and the 
percentage of gross and net profit on turnovers respectively— 


Cash at Bank 
,, in hand 
,, Creditor 
Horses, Carts, etc. 
Fixtures, Fittings, etc. 
“A” Dept. . 


£ s. d. 

1,987 14 3 
520 13 2 
2,000 - - 
752 10 8 

3,985 14 7 
4,106 12 9 



Capital A/cs. (1st Jan.) 
Jeffrey . 

Slater 


Gibbs . 


23,516 10 
16,379 4 
13,176 16 


Drawings A/cs— 
Jeffrey . 
Slater 


2,750 - 

2,000 - 


d. 

2 

8 , 

7 


Gibbs 
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1,650 - - 


it 


A” Dept. 


Stock, 1st Jan. 

Purchases . 

Sales 

Trade Expenses . 
Discounts Allowed 
,, Received 
Housekeeping Expenses 
Sundry Creditors 
,, Debtors 


32,516 11 8 
61,987 16 7 
81,082 13 11 
9,027 14 3 
2,016 17 4 

1,856 4 4 
1,632 5 7 
4,438 15 10 
14.891 13 6 
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* 

s. d- 


a 


B” Dept. 


7,497 
36,518 
46,916 
1,628 
1,534 
4,159 
1,079 
4,178 
3,987 

Stock, 31st Dec., £8,918 16s. 8d. 


Stock, 1st Jan. 
Purchases . 

Sales 

Discounts Allowed 
,, Received 
Trade Expenses . 
Housekeeping Expenses 
Sundry Debtors . 

,, Creditors 


12 6 
14 9 
19 8 


10 

5 


o 

6 


10 11 
14 2 
18 5 
14 10 


Stock, 31st Dec., £31,678 10s. 5d. 

5. Messrs. Davis & Smith commenced a retail cash business on 1st July with 
a Stock of goods divided as follows: No. 1 Dept., £373 l()s. 2d.; No. 2 Dept., 
£478 11s. 9d.; No. 3 Dept., £402 19s. 6d.; No. 4 Dept., £537 15s. 6d.; No. 5 
Dept., £667 13s. 3d. They also had Cash, £773 6s.; Fixtures and Fittings, 
£616 3s. lOd.; and equal amounts of Capital. On 31st December, the summary 
of their Cash Book for the half-year was as follows— 



£ 

s. 

d. 


£ 

s. 

d. 

Sales— 




By Purchases— 




No. 1 Dept. 

. 1,309 

14 

5 

No. 1 Dept. 

773 

10 

6 

No. 2 „ 

. 1,572 

3 

10 

No. 2 „ 

770 

9 

5 

No. 3 ,, 

. 1,638 

15 

6 

No. 3 „ 

852 

12 

4 

No. 4 ,, 

. 1,719 

18 

3 

No. 4 „ 

917 

13 

8 

No. 5 „ 

. 2,082 

11 

5 

No. 5 ,, 

1,262 

11 

10 





,, General Expenses . 

816 

15 

11 





,, Drawings— 








Davis 

300 

— 

— 





Smith 

300 

— 

— 


On 31st December the following purchases were unpaid: No. 1 Dept., £353 
14s. 5d.; No. 2 Dept., £539 10s. 8d.; No. 3 Dept., £446 13s. 9d.; No. 4 Dept., 
£355 9s. 7d.; No. 5 Dept., £340 16s. 5d. One quarter’s Rent, £115, is also 
outstanding. Stocks on hand at this date are: No. 1 Dept., £427 15s. 4d.; No. 2 
Dept., £531 9s. 5d.; No. 3 Dept., £457 8s. 4d.; No. 4 Dept., £567 17s. lid.; 
No. 5 Dept., £757 14s. 4d. Draw up Departmental Trading Accounts, adding 
to the Expenses 20 per cent per annum for depreciation of Fixtures. Divide 
the Expenses in the following proportions: No. 1 Dept., 3; No. 2 Dept., 5; No. 3 
Dept., 7; No. 4 Dept., 9; No. 5 Dept., 11. Draw up also a Profit and Loss Account 
and Balance Sheet as at 31st December, allowing interest on Capital at 5 per 
cent per annum, and dividing profits equally. 

6. From the following particulars prepare Departmental Trading and Profit 
and Loss Accounts for the year ended 31st December, apportioning the expenses 
between the departments in proportion to their respective turnovers— 


Purchases (Raw Materials) A Dept.. 

>> ( >> ) ® >> 

Wages, A Dept. ..... 
,, B ,, . . • . . 

Rent Rates, and Taxes .... 
Insurance (£26 of this is prepaid) . 
Horses, Harness, Motor Vans and Vehicles 
Sundry Expenses ..... 
Discounts on Purchases .... 


£ s. d. 
19,573 12 8 
14,846 3 6 
3,846 5 10 
1,945 16 4 
1,150 - - 
367 10 6 
7,500 - - 
2,750 10 5 
<16 11 3 
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Stock (Raw Materials and Finished Goods)— 

A Dept. (1st Jan.) . 


• 

£ 

7,261 

s. 

4 

d. 

2 

B „ ( „ ) . 

• • 


• 

6,946 

12 

8 

Stable and Motor Expenses 

• • 


• 

560 

5 

5 

Sundry Debtors .... 

• • 


• 

22,630 

10 

— 

Sales, A Dept. .... 

• • 


• 

47,328 

14 

1 

,, B ,, . . . . 

• • 


• 

31,552 

9 

5 

Bad Debts ..... 

• • 


• 

720 

5 

5 

Postage, Telegrams, and Bill Stamps 
Directors’ Fees .... 

• • 


• 

746 

3 

4 

• • 


• 

1,500 

— 

— 

Furniture and Fixtures . 

• • 


• 

1,055 

— 

— 

Working Plant and Utensils . 

• • 


• 

43,703 

3 

4 

Exhibition Expenses 

• • 


• 

1,843 

1 

3 

Bad Debts Provision (1st Jan.). 

• • 


• 

720 

10 

6 

Debenture Interest 

• • 


• 

500 

— 

— 

Salaries ..... 

• • 


• 

2,990 

5 

10 

A 

Discounts on Sales 

• • 


• 

945 

8 

4 

mm 

Travellers’ Commission and Expenses 

• • 


• 

4,500 

10 

5 

Stationery, Sample Books, and Catalogues (£46 
still in stock) ...... 

of these 

are 

• 

1,572 

4 

3 

o 

Difference in Exchange {Dr. balance) 

• • 


■ 

32 

9 

2 


Depreciate Working Plant, etc., 10 per cent; Horses, Harness, Motor Vans, 
etc., 10 per cent; Furniture, 2£ per cent. Make a Provision of 5 per cent on 
Sundry Debtors. Stock of Raw Materials and Finished Goods on 31st December 


was— 


A Dept., £9,432 12s. 6d.; B Dept., £7,846 15s. 3d. • 

7. The Toilet Specialities Co. manufacture and sell two popular articles, 
“Excelsior” Hair Cream and “DeLuxc” Tooth Powder respectively. * rom tne 
following particulars draw up the Company’s Trading and Pro t an os 
Accounts for the year ending 30th June— 

Stock of Raw Materials, Hair Cream (1st July) 

„ „ (30th June) . 

Tooth Powder (1st July) . 

.. ... „ (30th June) 

Stock of Manufactured Hair Cream (1st July) 

„ „ (30th June) . 

Tooth Powder (1st July) 

„ ,. .. (30th June) 

Bottles, Boxes, Labels, etc., Hair Cream (1st July) 

„ ., (30th June) 

Tooth Powder (1st July) 


yy 

yy 

yy 


yy 


yy 


yy 


yy 

yy 

yy 


yy 


yy 


yy 


yy 


y y 


yy 

yy 

yy 


yy 


y y 


yy 


yy 


yy 


yy 


yy 


y y 
yy 
yy 


* * r r ~ r w w 

Purchases of Raw Materials, Hair Cream 

,, ,, Tooth Powder . 

Bottles, Boxes, Labels, etc., Hair Cream 

„ „ Tooth Powder 

Manufacturing Expenses, Hair Cream . 

,, ,, Tooth Powder 

Wages, Hair Cream Dept. 

,, Tooth Powder Dept 
Salaries 
Advertising 
Postage 

Rent, Rates, and Taxes 

Sundry Expenses . „ ,, , , . 

Sales of Hair Cream, 75,896 bottles @ Is. lid. bottle. 
Tooth Powder, 498,878 boxes @ 5£d. box. 


£ 

s. 

d. 

. 807 

13 

8 

. 616 

10 

8 

. 316 

4 

5 

. 361 

14 

4 

. 713 

9 

10 

. 543 

17 

6 

. 307 

18 

9 

. 378 

5 

6 

. 307 

10 

8 

. 238 

12 

2 

. 246 

15 

3 

1 247 

15 

7 

. 727 

4 

9 

. 517 

6 

5 

. 518 

5 

5 

. 323 

14 

6 

. 268 

10 

7 

. 243 

16 

7 

. 707 

14 

3 

. 734 

7 

8 

. 427 

15 

5 

. 5,896 
. 506 

3 

7 

10 

8 

. 722 

16 

9 

. 317 

18 

6 


yy 
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The undivided expenses are to be apportioned between the two departments 
according to the number of bottles of Hair Cream or boxes of 1 ooth Powder 

sold. 


8. From the following particulars of the Luxworth Motor Car Works, Ltd., 
draw up departmental Trading Accounts, and a Profit and Loss Account, for 
the year ending 31st December, 19... 


Fixtures and Fittings • •••••• 

Loose Plant and Tools ..••••• 

Sundry Debtors 
Cars bought for re-sale 

Carriage on Cars sold ..••••• 

Management Expenses 

Profit and Loss Account— Cr. bal. 1st Jan. 

Bad Debts ....••••• 
Petrol, Oil, etc., used . 

Charged to Customers for Hire of Cars .... 
Sales of Motor Cars . . • 

Charged to Customers for Repairs to Cars 

Accessories (Tyres, Tubes, etc.) used .... 

Hire Cars . . • • ■ • • • 

Stock of Accessories (Tyres, Petrol, Oil, etc.) as at 31st 

December, 19.. 

Expenses of Hire Cars 

Sales of Petrol, Oil, etc. ...•••• 

Garage Rents Received ....... 

Debenture Interest ....... 

Repairs to Plant, etc. 

Sales of Accessories (Tyres, Tubes, etc.) .... 

Wages in Yard ........ 

Cost of Repairs to Cars (Wages, Materials, etc.) . 

Bad Debts Provision, 1st January . . 

Sundry Receipts (Washing Cars, Charging Batteries, etc.) . 


110 15 6 
378 10 9 
3,026 15 8 
15,725 - - 
129 16 6 
487 14 3 
706 4 8 
110 9 6 
657 511 
467 13 9 
18,950 - - 
906 12 7 
2,418 15 6 
574 - - 

356 8 7 
208 14 5 
1,026 13 4 
110 15 6 
125 - - 
29 13 2 
2,907 14 8 
148 10 3 
816 16 5 
150 - - 
175 19 2 


The following adjustments are necessary: Bad Debts Provision, 5 per cent on 
Debtors; Depreciation: Loose Tools, 20 per cent; Fixtures and Fittings, 5 per 
cent; Hire Cars, 20 per cent; the manager is entitled to a Commission of 5 per 
cent of the net profit after charging this commission. 


9. Smith, Brown & Johnson are equal partners in a business, and are entitled 
to interest at 5 per cent on their respective Capitals before the division of profits. 
All other adjustments have been made, and from the following particulars you 
are requested to draw up Trading and Profit and Loss Accounts and Balance 
Sheet, showing the gross and net profits of each department, and also the per¬ 
centages of gross and net profit on turnovers respectively— 


Capital A/cs— £ s - d- 

Smith (1st Jan.) . 51,942 11 4 

Brown ( ,, ) 36,865 1 2 

Johnson ( ,, ) . 31,234 7 8 

Drawings A/cs— 

Smith . . . 5,000 - - 

Brown - - - 3,500 - - 

Johnson . . . 3,080 - 

Cash at Bank . . 4,059 9 6 

„ in hand . . 1,241 10 10 


Fixtures, Fittings, etc.— £ s. d. 

No. 1 Dept. . . 9,453 - 10 

No. 2 „ . . 7,682 19 10 

Horses, Carts, etc. . 1,251 11 - 

Cash Creditor . . 3,000 - - 

No. 1 Dept. 

Sundry Debtors . . 33,407 4 10 

,, Creditors . 12,325 18 4 

Sales . . . 179,055 13 - 
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£ *• 

Stock (1st Jan.) . . 74,837 - 

Purchases . . . 130,316 18 

Housekeeping Expenses 3,951 1 

Discounts Allowed . 5,034 12 

,, Received . 4,135 7 

Trade Expenses . . 24,215 6 

Stock, 31st Dec., £70,927 1 Is. 2d. 

No. 2 Dept. 

Sundry Debtors . . 9,144 12 


d. 

10 

4 

8 

4 

4 

8 


8 


Sundry Creditors 

Sales 

Stock (1st Jan.) . 
Purchases . 

Housekeeping Expenses 
Discounts Allowed 
,, Received 
Trade Expenses 


£ s. 
9,137 15 
95,465 15 
15,345 8 
77,032 7 
2,536 17 
3,486 5 
2,339 10 
10,925 11 


d. 

2 

10 

8 

6 

4 

8 


Stock, 31st Dec., £19,743 7s. 4d. 


10. Messrs. Hammond & Nelson commenced a retail cash business on 1st 
July with a Stock of Goods divided as follows: A Dept., £653 Us. lOd.; B 
Dept., £916 18s. 6d.; C Dept., £853 15s. 10d.; D Dept., £1,003 0s. lOd., E 
Dept., £1,346 9s. 4d. They also had Fixtures and Fittings, £1,121 os., equal 

amounts of Capital; and Cash, £1,104 18s. 8d. , , ir 

The following was the summary of their Cash Book for the half-year en 

31st December— 


To Sales— 

A Dept. 
B 
C 
D 
E 


} 5 




y y 


y> 


£ 

s. 

d. 

2,512 

7 

10 

3,156 

14 

4 

2,313 

12 

10 

2,475 

1 

— 

4,357 

11 

2 


By Purchases— 

A Dept. 

B 
C 
D 
E 

General Expenses 
Drawings— 
Hammond 
Nelson 


y y 


yy 


yy 


yy 


yy 


yy 


S. 

8 

1 

7 


d. 


1,792 
1,585 
1,628 
1,033 13 - 
3,406 5 4 
1,441 10 - 


500 - - 
500 - - 

A Dept., £641 
D Dept., £493 


The following purchases are unpaid on 31stDecember: 

18s. 4d.; B Dept., £1,250 15s. 4d.; C Dept., £318 3s. 10d., - • . ^ 

9s. 8d.; E Dept., £452 2s. 4d. One quarter s Rent, £240 is alsomut: sU t g 

The Stocks on hand at 31st December are: A Dept., £*^*3 0s . 4 7 | g L 
£1,234 6s. 8d.; C Dept., £1,197 13s. 4d.; D Dept., £747 3s. 2d., E Dept., 

^ Draw'ip departmental Trading Accounts, adding to jhe £ xpenses 20 P«r 
cent per annum for Depreciation of Fixtures. Divide Expenses hu^. A 

Depths parts; B Dept., 7; C. Dept., 9; D Dept 11; E. Capital 

up also a Profit and Loss Account, and Balance Sheet, allowi g 
at 5 per cent per annum, and dividing profits equally. 

11. From the following particulars prepare Departmental Trading ai^p^nses 

and Loss Accounts for the year ended 31st December, appor 1 ® _ 

between the two departments in proportion to their respec iv 

£ s. d. 

15,909 17 10 
13,975 5 8 
39,693 10 6 
29,791 15 10 
97,988 5 2 
65,325 9 10 
3,831 13 

7.975 9 
3,979 19 

10,753 15 

1.975 5 
2,550 - 


Stock (Raw Materials and Finished Goods) 

X Dept. (1st Jan.) 

Y „ ( „ ) • • • 
Purchases (Raw Materials), X Dept. 

>> ( >» )» Y ,, 

Sales, X Dept. .... 

>> Y ,, . . • « 

Exhibiton Expenses 
Wages, X Dept. . 

>> Y >» * . • • 

Travellers’ Commission and Expenses 
Rent, Rates, and Taxes . 

Fixtures and Fittings 


4 

8 

6 
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Salaries ......... 

Working Plant and Utensils ...... 

Insurance (£70 of this is prepaid) ..... 

Bad Debts Reserve, 1st Jan. ...... 

Horses, Harness, Motor Vans and Vehicles 

Directors’ Fees ........ 

Sundry Debtors ........ 

Postage, Telegrams, and Bill Stamps .... 

Difference in Exchange ( Dr . balance) .... 

Sundry Expenses ........ 

Bad Debts ......... 

Stationery, Sample Books, and Catalogues (£690 of these 
are still in stock) ....... 

Debenture Interest ....... 

Discounts on Purchases ....... 

,, on Sales ....... 

Stable and Motor Expenses ...... 


£ 

s. 

d. 

7,159 

3 

4 

111,190 

— 

— 

1,617 

— 

10 

1,497 

1 

2 

15,974 

3 

4 

4,050 

— 

— 

45,907 

— 

— 

1,834 

17 

6 

77 

16 

8 

5,592 

9 

2 

1,657 

9 

2 

6,753 

5 

_ 

1,260 

— 

— 

3,497 

7 

6 

6,537 

10 

10 

1,274 

7 

6 


Depreciate Working Plant 10 per cent; Horses, Harness, etc., 20 per cent; 
Furniture, per cent. Make a Provision of 5 per cent on Sundry Debtors. 
Stock of Raw Materials and Finished Goods on 31st December was— 


X Dept., £19,791 17s. 10d.; Y Dept., £15,917 5s. 8d. 

12. The Table Delicacies Co. manufacture and sell two specialities, namely, 
“Tip Top” Fish Paste and “A 1 ” Sauce. From the following particulars draw 
up the Company’s Trading and Profit and Loss Accounts for the year ended 
30 th June— 


3 > 

yy 

yy 

yy 

yy 

yy 


yy 

yy 

yy 


Stocks of Raw Materials— 

Fish Paste (1st July) ..... 

„ ,, (30th June) .... 

Sauce (1st July) ..... 

,, (30th June) ..... 

Stocks of Manufactured Fish Paste (1st July) 

„ „ (30th June) 

Sauce (1st July) . 

,, (30th June) 

Bottles, Pots, Labels, etc., Paste (1st July) 

„ (30th June) 
Sauce (1st July) 

(30 th June) 

Purchases of Raw Materials, Fish Paste . 

,, ,, Sauce . 

Bottles, Pots, Labels, etc., Paste 
,, ,, ,, Sauce 

Wages, Fish Paste Dept. 

,, Sauce Dept. 

Manufacturing Expenses, Paste Dept. 

.. ,, Sauce 


yy 

yy 

yy 


yy 

yy 

yy 


yy 

yy 

yy 


yy 

yy 

yy 


Salaries ....... 

Advertising ....... 

Printing and Stationery ..... 

Carriage on Sales ...... 

Rent, Rates, and Taxes ..... 

Sundry Expenses ...... 

Sales of Fish Paste, 709,482 pots @ 4£d. per pot. 

„ Sauce, 123,276 bottles (ai Is. 3d. per bottle. 


£ 

s. 

d. 

1,251 

11 

— 

1,652 

9 

8 

469 

7 

8 

550 

13 

6 

1,074 

7 

10 

1,744 

6 

10 

433 

14 

10 

533 

1 

4 

270 

18 

8 

414 

17 

6 

344 

13 

6 

270 

9 

— 

1,033 

5 

4 

815 

— 

4 

647 

8 

10 

487 

11 

— 

1,046 

17 

2 

1,205 

6 

8 

113 

7 

4 

396 

15 

4 

652 

7 

8 

7,239 

9 

— 

894 

12 

10 

653 

15 

4 

1,331 

13 

• 

558 

8 

6 


The undivided expenses are to be apportioned between the two departments 
according to the number of pots of Fish Paste or bottles of Sauce sold. 
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bal. 1st Jan.) 


s. 

7 
5 

8 

9 

7 

11 

7 

12 

5 

7 

9 

11 


d. 

6 

2 

10 


4 

8 

2 

10 


13. From the following particulars of the “Stablemere” Motor Car Works, 
Ltd., prepare departmental Trading Accounts and a General Profit and Loss 
Account for the year ended 31st December 

Fixtures and Fittings 
Loose Plant and Tools 
Sundry Debtors 
Cars bought for re-sale 
Carriage on Cars sold 
Management Expenses 
Profit and Loss A/c (Cr. 

Bad Debts 

Petrol, Oil, etc., used 
Charged to Customers for Hire of Cars 
Sales of Motor Cars 

Charged to Customers for Repairs to Cars 
Accessories (Tyres, Tubes, etc.) used 
Hire Cars ..... 

Stock of Accessories (Tyres, Tubes, Petrol, Oil, etc.) at end 
of current year .... 

Expenses of Hire Cars . 

Sales of Petrol, Oil, etc. 

Garage Rents Received . 

Debenture Interest 
Repairs to Plant, etc. 

Sales of Accessories (Tyres, Tubes, etc.) 


£ 

151 

451 

5,850 

25,000 

230 

1,021 

1.300 
100 

1,251 

811 

29,500 

1,901 

4,700 

1.301 


5 

12 

9 

19 


751 
450 
1,951 
180 
250 
54 
5,471 
313 
1,750 17 
240 - 

333 - 


4 

8 

10 

4 

6 

8 

4 


13 

10 

1 


6 

4 

8 


10 


Wages in Yard .... 

Cost of Repairs to Cars (Wages, Materials, etc.) 

Bad Debts Provision (1st Jail.; .... 

Sundry Receipts (Washing Cars, Charging Batteries, etc.) 

The following adjustments are necessary: Bad Debts Provision, 5 per cent on 
Debtors; Depreciation: Loose Plant and Tools, 20 per cent; Fixtures, etc., 
5 per cent; Hire Cars, 20 per cent; the manager is entitled to a Commission o 
5 per cent of the net profit after charging this commission. 

14. From the following Trial Balance of T. Thompson, Pawnbroker, P re Pf^j 
Departmental Trading Account and Profit and Loss Account for the year en 
31st December, and Balance Sheet as at that date— 


Trial Balance 

Fixtures and Fittings . 

Stocks (1st Jan.)— 

Pledged Goods (at amount of Advances 
thereon) 

Goods for Re-sale (at cost) . 

Capital A/c (1st Jan.) 

Drawings A/c 

Pledged Goods Advances A/c 
,, ,, Redeemed A/c 

,, ,, Interest A/c 

Sale of Tickets 
Sales . 

Wages and Salaries 
Sundry Creditors . 

Rent, Rates, and Taxes 
Purchases (for re-sale) 

Sundry Expenses . 

Cash in hand 
„ at Bank 


Dr. 

£ 

627 14 


5,127 2 
2,C65 10 

350 - 
13,720 14 


Cr. 


d. 

2 


s. 


d. 


11 

5 


7,000 15 5 


4C5 10 3 


13,015 12 
1,050 6 
157 10 
2,369 15 


9 

10 

3 

7 


339 13 6 


216 

657 

238 

158 

365 


9 

16 

12 

5 

17 


10 

8 

6 

4 

9 


£23,933 14 4 £23,933 14 4 
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During the year, Unredeemed Pledges to the amount of £1,756 13s. 4d. (sum 
advanced thereon) have been transferred from the Pledged Goods Account to 
the Goods for Re-sale Account. The Stock at 31st December was: Pledged 
Goods (at amount of Advances thereon), £4,215 15s. 9d.; Goods for Re-sale 
(at cost), £2,630 14s. 8d. Depreciate Fixtures at 5 per cent, and allow Interest 
on Capital at 5 per cent. 


15. G. Greasley is in business as an Engine Dealer 
following particulars prepare Departmental 1 rading 
Loss Account for the year ended 31st December— 


Capital A/c (1st Jan.) .... 
Stock, Engine-Dept. (1st Jan.) 

„ Repairs „ „ • 

Purchases, Engine Dept. 

,, Repairs ,, ... 

Wages, Engine Dept. .... 

,, Repairs ,, .... 

Working Expenses, Engine Dept. 

„ ,, Repairs ,, . . 

Amounts charged to Customers, Repairs Dept. 
Sales, Engine Dept. 

Bad Debts . 

Salaries 

Rent, Rates, and Taxes . 

Gas and Electric Light . 

Insurance (Fire and Workmen 
Office Furniture . 

,, Expenses 
Discounts— Credit balance 
Bad Debts Provision (1st Jan.i 


and Repairer. From the 
Accounts and Profit and 


s Compensation) 


The Stocks on hand at 31st December were: Engine Dept 
Repairs Dept., £1,265 19s. 5d. Provide £75 for Bad Debts. 
Capital at 5 per cent. Depreciate Office Furniture 5 per cent. 


£ _ 

5,165 

3,316 

1,164 

8,507 

5,275 

2,657 

3,608 

1,056 

1,516 

12,408 

14,616 

47 

617 

426 

57 

158 

227 

146 

41 

60 


s. d. 

14 9 


11 

13 


13 

15 

5 


15 

2 

13 

14 
5 


2 

7 


10 6 

11 8 


4 

5 
8 


4 10 
11 10 

16 9 


4 

3 

4 

5 

6 


13 10 
8 9 
17 8 


£3,450 16s. 4d.; 
Allow Interest on 


16. P. Philcree is in business, trading as the Engineering 
the manufacture and sale of engineering sundries. From the 
lars prepare Trading and Profit and Loss Accounts showing 
trading profits of each department, and also a General Profit 
showing the net profit— 

Stock, Works Dept. (1st Jan.) 

,, Retail „ ( »> ) 

Purchases, Works Dept. 

„ Retail „ 

Carriage, Works Dept. 

„ Retail „ 

Wages, Works Dept. 

„ Retail „ 

Sales, Works Dept. 

,, Retail ,, 

Machinery, Plant, and Tools (1st Jan.) 

Office Salaries, Works Dept. 

„ Retail „ 

Expenses, Works Dept. 

„ Retail „ 


Supplies Co., for 
following particu- 
the gross and net 
and Loss Account 


)) 

99 

99 


£ 

1,056 

6,573 

8,743 

32,656 

620 

1,456 

7,426 

914 

21,486 

40,915 

10,897 

526 

507 

206 

572 


s. d. 
10 6 
14 8 
5 10 
18 9 


13 
7 
19 
10 
15 

14 

14 

15 

6 


4 

8 

5 
3 
2 
7 
3 

6 
6 


4 11 

15 10 


13—(B. 1405) 
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Rent, Rates, and Taxes, Works Dept. 

Rent, Rates, and Taxes, Retail Dept. 

Bad Debts Provision, Works Dept. (1st Jan.) 
„ „ ,, Retail „ ( ) 

„ „ Works Dept, .... 

„ „ Retail „ ... 

Salary (P. Philcree) .... 
Bank Interest Received .... 

,, Charges ..... 
Income Tax Paid ..... 
Interest on Investments, less tax 


£ J. d. 

463 17 8 
325 10 6 
225 10 - 
225 10 - 
112 15 6 
116 16 11 
1,000 - - 
76 13 4 
29 5 8 
416 14 2 
162 13 6 


The Stocks on hand at 31st December were: Works Dept., £975 13s. 4d.; Retail 
Dept., £7,520 18s. 10d. The Machinery, Plant, and Tools were valued at 
£10,946 12s. 8d. Make a Bad Debt Provision of £230 for each department, and 
apportion Philcree’s salary equally between the two departments. 


17. Explain briefly the meaning of Book-keeping by Double Entiy, and why 
preference should be given to that system over others. Explain also the ditterencc 
between Personal and Impersonal Accounts. ( London Chamber oj Commerce.) 


18. Is there any difference between a Trading Account and a Profit and Loss 

Account, and from what accounts in the Ledger are they prepared. 

(London Chamber of Commerce.) 


19. Prepare a form of Cash Book suitable for a large public institution, such 
as a County Asylum or Hydropathic Institution, where the rule is P * 
to pay everything by cheque, and pay into the Bank all receip s , 

briefly state your reasons for suggesting the adopt.o VfZchamZT'of Commerce.) ' 


20. In closing the books of Robert Sawyer you find the undermentioned item 
How would you deal with these transactions when preparing the annual acco 
for the year ended 31st December? 

(1) Fire insurance premium (£50) paid on 30th June this year, cove 

the twelve months to 30th June next year. drawn by 

(2) Salaries (£125) accrued due to A, B, and C, but not yet drawn Dy 

tH (3) R. Robinson paid £100 in advance in full settlement f or work^which 

was being executed for him under a contract. The cost o e \ 

up to 31st December amounted to £39, when it was estimated that hall tn 


up 

contract had been completed. . Xhk amount 

(4) Patents accounts showed a debit balance of £o * j renewal 
consisted of Patent rights (six years to run) purchased or £ > 


— - - ^ * * 

fees for the current year, £7 7s. . • c nr /' 200 , 

(5) Three years ago Robert Sawyer bought a mll ’ in S balance, 

and depreciation, at the rate of 10 per cent upon the iml w be 

has been written off each year; the same machine, however, ca 

bought for £120 owing to improvements in chamber of Comment.) 

21. The following is an abbreviated Statement, presented ^o Subscnbers, 

riends by the Management of an important public Cha 
earing an Auditor’s certificate. 
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Financial Statement, 1st January to 3\st December 


£ £ 

To Bankers’ Balance ...... 370 

,, Receipts, Donations, etc. ..... 4,629 

,, “ M” Building Fund ...... 793 

,, £470 Consols sold ...... 460 

,, Trust Funds— 

Receipts ....... 8,828 

Dividends ....... 2,559 

£2,449 Consols sold ..... 2,418 

,, Dividend on Consols and Turkish 4° 0 . . . 741 

By Grants ........ 4,740 

,, Salaries and General Charges .... 1,677 

,, £459 Consols bought ...... 450 

,, Trust Funds— 

Grants ........ 2,715 

£11,323 Consols bought ..... 11,109 

,, Bankers’ Balance ...... 107 


£20,798 £20,798 


There is no other Account published, but at the foot of the Statement, and 
independent thereof, and without the signature of the Auditor, there is a Note 
stating that there are Investments amounting respectively to £100,588 10s. 7d. 
and £20,254 6s. 2d., and that there are unpaid Grants amounting to £12,595. 

Give your opinion as to this form of Account, and having regard to the attacks 
occasionally made in the “Press” upon the Accounts as published from time to 
time by certain charitable societies, state very briefly in what way you would 
have presented the Accounts had you been acting as the Official Accountant 
to the Institution. (London Chamber of Commerce.) 

22. Consigned Goods value £750 to A. Archer, of Sydney. Paid Freight £54, 
and Insurance £30. Received an Advance of £250 from A. Archer. Received 
Account Sales from A. Archer showing that part of the goods had realized gross 
£800, and that his expenses and commission amounted to £85. The Stock unsold 
was valued at £250. Received bill at 1 month from A. Archer for amount due. 

Make the necessary Journal and Cash Book entries for the above transactions, 
and show the Consignment Account in the Ledger. 

23. J. C. Mildred and W. F. Mcrryweather are partners, and divide profits and 
losses equally after being credited with interest on Capital at 5 per cent per 
annum. 

R. A. Mcrryweather is the Factory Manager, and is entitled to a bonus of 
15 per cent of the profit after allowing for all Interest. He is also entitled to 
Interest at 5 per cent per annum on the amount of his Bonus left in the business. 

Interest on all drawings is ignored. 

Land and Buildings Account, Depreciation, 1 per cent per annum. 

Machinery, Plant, and Utensils Account includes additions this half-year, 
£179 8s. 2d.; write off for Depreciation 10 per cent per annum on balance at 
1st July. 

Office Furniture Account has been regularly depreciated each half-year at 
10 per cent per annum. This half-year it has also been reduced on 30th 
September by the sale of a Typewriter for £5, which was purchased on 30th 
June last year for £25; include the loss on this transaction with this half-year’s 
depreciation. 

Interest on Mortgage owing from 1st October (ignore Income Tax). 
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Mildred & Merryweather, Trial Balance, 31 st December , 19.. 


J. C. Mildred, Capital, as at 1st July 
W. F. Merryweather, Capital as ai 
July ..... 
Land and Buildings as at 1st July . 
Machinery, Plant, and Utensils 
Office Furniture .... 
Executors of Henry Watson, Loan 
Mortgage 4% . 

R. A. Merryweather, Bonus A/c as a 
July ..... 

J. C. Mildred, Drawings A/c. 

W. F. Merryweather, Drawings A/c 
R. A. Merryweather, Drawings A/c 
Materials Purchased 
Wages ..... 

Office Salaries .... 
Travellers’ Salaries 
Rates and Insurance 
Discount Allowed 

Repairs and Renewals o. Machinery 
Sales ...... 

Royalty (on manufacturing process) 
Gas and Water A/c 
Rent of Stabling let off 
Travellers’ Commission 
Bad Debts A/c 
Travelling Expenses 
Bank Charges 
Discount Received 
Returns Inwards 
Creditors . 

Trade Expenses . 


July 

Debtors 
Bank . 

Petty Cash Balance 
Bills Payable 
Interest A/c 



£ 

s. 

d. 

£ 

s. 

d. 

• 




8,653 

14 

8 

1st 

6,300 



5,610 

3 

7 


6,250 

8 

2 





130 

— 

— 




on 






• 





4,000 

— 

- 

1st 

378 

4 

10 

329 

10 

— 


229 

3 

1 





141 

6 

7 





14,187 

14 

9 





4,544 

6 

8 





189 

11 

3 





432 

9 

6 





121 

15 

10 





1,064 

14 

2 





248 

3 

1 

20,465 

7 

11 


149 

1 

2 





35 

13 

7 

41 

2 

9 


123 

4 

2 

138 

9 

1 


269 

13 

1 





68 

9 

3 

387 

6 

8 


143 

5 

7 

1,250 

10 



179 

10 

5 




1st 

3,611 

17 

6 





2,700 

2 

11 

328 

16 

3 


5 

— 

1 

338 

14 

9 


40 

— 

— 





£41,543 

15 

8 

£41,543 

15 

8 


Stock of Materials, 31st December, £7,032 11s. 9d. 

W. F. Merryweather requires £100 transferring from his Account to the credit 

of R. A. Merryweather as a present at Christmas. , . 

Wages include £12 13s. 6d. paid to an injured workman, and recoveraD e 

from the Insurance Company. 

Rates owing, £75. Insurance prepaid, £30. . f 

Discount allowed should be shown in Trading Account as a deduction ro 

Sales. Provide 6] per cent of the Debtors. . 

Gas and Water. The note from the Corporation received 2nd February s 

the gas for the previous half-year ending 31st December is £ s * '* 
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water for half-year ending 30th June next (payable in advance) is £33 Os. 8d. 
The Corporation allows 5 per cent discount on this note. 

J. C. Mildred should be charged 10s. per week for the half-year for use of 
Stabling belonging to the business. 

Bad Debts Account, Provide £200. 

Discount received should be shown in Trading Account as a deduction from 
Materials purchased; Reserve per cent of Creditors. 

Prepare a Trading Account showing the Gross Profit; the profit before charging 
Partners’ Interest on Capital, and the net Profit. 

Show the Balance Sheet, 31st December, and prepare copies of the Partners’ 
Capital Accounts for the half-year. ( West Riding of Yorkshire.) 

24. Referring to the previous question, state what percentage the following 
items in the Trading Account bear to the net Sales— 

Materials consumed (including Royalty). 

Wages. 

Gross Profit. 

Net Expenses before charging Partners’ Interest. 

Net Profit (after Bonus). ( West Riding of Yorkshire.) 

25. Journalize the following transactions— 

W. Smith commenced trading on 1st January, paying to his Bank (the London 
and National Bank) on that day the sum of £1,000 as his Capital. 

Jan. 2. He bought goods from X & Co., for which he received invoice 
amounting to £362 Is. 8d., and gave a bill for that amount. 

Jan. 3. Having received an invoice from the H.B.C. Furnishing Co. for 
£i31 10s. for office furniture, he paid by cheque, deducting 5 per cent discount. 

Jan. 3. He bought goods from the London Trading Company amounting 
to £271 6s. 3d.; on receiving the goods he found that they were not up to 
sample and arranged that he should return part amounting to £51 6s. He 
paid for the balance by cheque on his bank. 

Jan. 4. To oblige his friend, H. Jones, he advanced him £50 by cheque, 
receiving a bill for £55 payable in three months’ time. 

Jan. 5. He gave his clerk cheque for £10 for petty cash. 

Jan. 6. He sold to George & Co. goods for £220, for which they paid in 
cash, deducting 2£ per cent discount. 

Jan. 7. He bought goods on credit from W. and H. Johnson amounting 
to £862 11s. Id. 

Jan. 8. He drew cheque on his bank for £20, being £3 one week’s salary 
to his clerk and £17 for his private use. 

Jan. 9. He sold goods to A. Murray & Co., for £71 6s. 2d., receiving their 
cheque in payment, which he paid in to his bank. 

an. 10. His clerk paid the sum of 15s. out of petty cash for stationery, 
an. 11. Messrs. A. Murray & Co.’s cheque was returned unpaid by the 
bank. (Civil Service.) 

26. I lent Mr. James Price on 18th January the sum of £100, he giving me as 
security his bill for that amount plus 5 per cent interest for three months. Make 
out the bill and state on what date Mr. James Price must pay it. Show the entries 
necessary to be made in Mr. Price’s journal to record the transaction. 

(Civil Service.) 

27. On 31st December, 1947, the Balance Sheet of a trader showed an item 
“Insurance paid in advance £21 6s. 2d.” During the ensuing year the following 
payments for various insurances became due on the dates shown and were paid. 

Mar. 31. Fire Premium on Buildings . . £3,000 at 2s. per cent 

June 30. Fire Premium on Stock . . £5,000 at 5s. per cent 

Dec. 1. Staff Fidelity Premium . . £12 10s. 
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Write up the Insurance Account as it would appear after the accounts of the 
business for the year ended 31st December, 1948, had been closed. Calculations 
may be made in months. ( R.S.A .) 

28. Z. Ltd. have their packing cases made by their own workmen, buying 
the materials. 

During 1947 cash paid for wood and nails for this purpose amounted to 
£319 15s., and during 1948, £351 7s. 6d. Materials in hand were valued as 
follows: 31st December, 1946, £21 10s.; 1947, £12 7s. 6d.; and 1948, £18 5s. 

At the end of 1946, £3 5s. 6d. was due and unpaid for wood purchased and then 
in hand, at the end of 1947 nil, and at the end of 1948 £4 12s. 

The apportioned wages representing workmen's time while employed on 
making cases were £73 during 1947, and £68 during 1948. 

Set out the Ledger Account dealing with the cases for the two years in question. 

(R.S.A.) 

29. The Sales Ledgers ol a trading concern are divided alphabetically and 
kept on a “self-balancing” basis. The following were the data from which the 
A-D Sales Ledger Adjustment Account in the Nominal Ledger was written up 
for March. 

Balances in A-D Ledger on 28th February (agreeing with Adjustment Account): 


Debtors, £2,459 Is. 7d.; Creditors, £47 5s. 

£ s. d. 

Sales during Month ....... 3,589 10 - 

Sales Returns during Month . . . . . 108 7 3 

Cash Received during Month ..... 2,891 3 2 

Discount allowed during Month . . . . . 93 5 8 

Bills Receivable Received during Month . . . 250 - - 

Bad Debts written off . . . . . . 15 8 6 


Miss D. Peters’s Account, having a debit balance of £9 5s., was transferred to 
the A-D Ledger, she having married a Mr. Cunningham. 

A credit balance of £21 15s. appearing on M. Brown’s Account in the Bought 
Ledger was set off against his Account in the Sales Ledger. 

The list of balances extracted from the A-D Sales Ledger at the end of March 
showed total debtors £2,664 9s. 6d., and creditors £43 17s. 6d. 

Write up the Adjustment Account from the particulars given, ascertain the 
“difference,” and state the most important of the figures you would first check 
in order to find it. (It may be assumed that a Trial Balance of the Nomina 
Ledger agrees and all the other Ledgers balance.) (R.S.A.) 

30. What do you consider to be the best method of dealing with the value of 
Loose Plant and Tools, from the point of view of depreciation, in the books ol an 
engineering concern that makes nearly the whole of its requirements in these 
assets on its own premises? (Institute of Book-keepers.) 





CHAPTER XII 

PARTNERSHIP ACCOUNTS 

Law of Partnership 

Definition. By the Partnership Act, 1890, partnership is defined 
as “the relation which subsists between persons carrying on a 
business in common with a \uew of profit.” 

Relationships which are not Partnerships. The relation 

between members of any company or association which is— 

(a) Registered as a company under the Companies Act, 1862, or any other 
Act of Parliament for the time being in force and relating to the registration 
of joint stock companies (now Companies Act, 1948); or 

(b) Formed or incorporated by or in pursuance of any other Act of Par¬ 
liament or letters patent, or Royal Charter; or 

(c) A company engaged in working mines within and subject to the juris¬ 
diction of the Stannaries; 

is not a partnership within the meaning of the Act. 

Prohibition of Large Partnerships. No partnership con¬ 
sisting of more than twenty persons can be formed to carry on any 
business for gain without being registered as a company under 
Section 434 of the Companies Act, 1948. In the case of a banking 
business the number must not exceed ten (Section 429). 

Firm and Firm-Name. Persons who have entered into part¬ 
nership with one another are, for the purposes of the Partnership 
Act, 1890, called collectively a firm, and the name under which 
their business is carried on is called the firm-name. 

Bv the Registration of Business Names Act, 1916, every firm 
having a place of business in the United Kingdom, and carrying on 
business under a name which does not consist oj the true surnames oj 
all the partners , must be registered. Particulars must be furnished 
of the business name, general nature of the business, principal 
place of business; the present Christian name and surname, any 
former Christian name and surname, nationality, and if that 
nationality is not the nationality of origin, the nationality of origin, 
usual residence, and the other business occupation (if any) of each 
partner. The names of the partners must also appear on the note- 
paper, catalogues, showcards, etc., issued by the firm. 

Difference between an Ordinary Partnership and a 
Company. The following points should specially be noted— 

(1) The individuality of the members who form a company is entirely lost in 
the personality of the company itself, which is regarded in law as a separate and 
dictincl entity. Thus, a member of a company may enter into contracts with the 
company itself in the same manner as any other individual. 
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(2) In a company, the creditors can only proceed against the property of the 
company in case of necessity, and, ordinarily, there is no remedy beyond the 
amount of the fixed capital, which is, in fact, the total amount of the property 
of the legal person. In a partnership, the creditors may not only proceed against 
the property of the partnership, but also against the private property of each 
individual partner. 

(3) In a public company, shares may be transferred without the consent of 
the other members of the company, and without affecting its existence; this is 
not possible in a partnership. 

(4) In the case of a limited company, the liability of each shareholder is limited 

to the amount unpaid on the shares which he holds and, to a limited extent, for 
12 months after sale. In a partnership each member is liable jointly for the whole 
of the debts of the firm, although the Limited Partnership Act, 1907, provides 
for partners with limited liability. m 

(5) In a partnership the number of members must not exceed twenty, or, in 
the case of a banking company, ten. In a limited company there is no such limit, 
except that there must not be less than seven persons in a public company, nor 

less than two or more than fifty in a private one. 

(6) In a partnership, each general partner can take part in the management, 
and his actions are legally binding on the firm; but in a company, the rights of 
management are restricted to a special body of shareholders called directors. 

(7) In a partnership, the rights of the members are regulated by the Deed 
of Partnership, or the Partnership Act, and may be altered by mutual agreement. 
In a limited company, the objects of the company arc governed by the Memoran¬ 
dum of Association, which cannot be altered except by consent of the Court ; and 
the powers of the directors arc regulated by the Articles, which can only be 

altered by special resolution of the shareholders. 

(8) The law prescribes an annual audit for a limited company, but not lor a 

partnership. , , 

(9) The capital of a private firm may be increased by additions and by pront * 

or decreased by withdrawals and losses, or altered by mutual agreement. c 
capital of a company is fixed by the Memorandum, is unaffected by trading pro s 
or losses, and can only be increased or decreased in a special statutory manner. 

Kinds of Partners. There are different kinds of partners, viz 

Acting or Active Partner, one who actually takes part in the 
business; Dormant or Sleeping Partner, one who has capita in 
the business, but is not actually engaged in it; Limited Partner, 
one who is a partner under the Limited Partnership Act; Quasi 
Partner, one who has retired from active participation in t e 
business, but has left his capital in it as a loan, receiving interest on 
it varying with the profits, or who (although not a partner) incurs 
liabilities as if he were a partner by reason of the fact that he o s 

himself out or allows himself to be represented as such. 

Power of a Partner to Bind the Firm. Every partner is an 
agent of the firm and his other partners for the purpose o t e 
business of the partnership; and the acts of every partner who oes 
any act for carrying on in the usual way business of the kind ca !" r V“. 
on by the firm of which he is a member bind the firm an 1 
partners, unless the partner so acting has in fact no authority o 
act for the firm in the particular matter, and the person with w om 
he is dealing either knows that he has no authority, oi oes no 
know or believe him to be a partner. 
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Partner using Credit of Firm for Private Purposes. Where 
one partner pledges the credit of the firm for a purpose apparently not 
connected with the firm's ordinary course of business, the firm is not 
bound, unless he is in fact specially authorized by the other partners. 

Liability of Partners. Every general partner in a firm is liable 
jointly with the other partners for all debts and obligations of the 
firm incurred while he is a partner; and after his death his estate 
is also severally liable in a due course of administration for such 
debts and obligations, so far as they remain unsatisfied, but subject 
to the prior payment of his separate debts. 

Liability of Firm, (a) Where one partner acting within the 
scope of his apparent authority receives the money or property of 
a third person and misapplies it; and (b) where a firm in the course 
of its business receives money or property of a third person, and 
the money or property so received is misapplied by one or more 
of the partners while it is in the custody of the firm; the firm is 
liable to make good the loss. 

Liabilities of Incoming and Outgoing Partners. By Section 
17 of the Partnership Act— 

(1) A person who is admitted as a partner into an existing firm does not 
thereby become liable to the creditors of the firm for anything done before he 
became a partner, unless it is quite clear from the agreement that he intended 
to make himself liable. 

(2) A partner who retires from a firm does not thereby cease to be liable to out¬ 
side parties for partnership debts or obligations incurred before his retirement. 

(3) A retiring partner may be discharged from any existing liabilities, by an 
agreement to that effect between himself and the members of the firm as newly 
constituted and the creditors, and this agreement may be either express or 
inferred as a fact from the course of dealing between the creditors and the firm 
as newly constituted. 

Variation of Terms of Partnership. The mutual rights and 
duties of partners, whether ascertained by agreement or defined by 
the Partnership Act, may be varied by the consent of all the part¬ 
ners, and such consent may be either express or inferred from a 
course of dealing. 

Partnership Property. By Section 20 of the Partnership Act- 

All property and rights and interests in property originally brought into the 
partnership stock or acquired, whether by purchase or otherwise, on account of 
the firm, or for the purposes and in the course of the partnership business, are 
called in this Act partnership property, and must be held and applied by the 
partners exclusively for the purposes of the partnership and in accordance with 
the partnership agreement. 

Unless the contrary intention appears, property bought with 
money belonging to the firm is deemed to have been bought on 
account of the firm. 

Rights and Duties of Partners. By Section 24 of the Partner¬ 
ship Act, the interests of partners in the partnership property, and 
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their rights and duties in relation to the partnership shall be 
determined, subject to any agreement express or implied between 
the partners, by the following rules— 

(1) All the partners are entitled to share equally in the capital and profits 
of the business, and must contribute equally towards the losses whether of capital 
or otherwise sustained by the firm. 

(2.) 1 he firm must indemnify every partner in respect of payments made and 
personal liabilities incurred by him— 

(a i in the ordinary and proper conduct of the business of the firm; or, 

(b) in or about anything necessarily done for the preservation of the business 

or property of the firm. 

(d i A partner making, for the purpose of the partnership, any actual payment 
or advance beyond the amount of capital which he has agreed to subscribe, is 
entitled to interest at the rate of 5 per cent per annum from the date of the 
payment or advance. 

(4 ' A partner is not entitled, before the ascertainment of profits, to interest on 
the capital subscribed by him. 

(5) Every general partner may take part in the management of the partnership 
business. 

(6) No partner shall be entitled to remuneration for acting in the partnership 
business. 

(7) No person may be introduced as a partner without the consent of all 
existing partners. 

(S) Any difference arising as to ordinary matters connected with the partnership 
business may be decided by a majority of the partners, but no change may be 
made in the nature of the partnership business without the consent of all existing 
partners. 

(9) I he partnership books are to be kept at the place of business of the partner¬ 
ship (or the principal place, if there is more than one), and every partner may, 
when he thinks fit, have access to and inspect and copy any of them. 

Notes. ( a ) It is essential to realize that the Partnership Act 
does not apply where there is a Deed in existence dealing with 
any point in question. 

{b) Notice particularly that in view of Section 24 (3), it is more 
advantageous to bring in further money as a loan than as additional 
capital. 

Expulsion of Partner. No majority of the partners can expel 
any partner unless a power to do so has been conferred by express 
agreement between the partners. 

Duration of Partnership at Will. Where no fixed term has 
been agreed upon for the duration of the partnership, any partner 
may determine the partnership at any time on giving notice of his 
intention so to do to all the other partners. Where the partnership 
has originally been constituted by deed, a notice in writing, signed 
by the partner giving it, is sufficient. 

W here a partnership entered into for a fixed term is continued 
after the term has expired, and without any express new agreement, 
the rights and duties of the partners remain the same as they were 
at the expiration of the term, so far as is consistent with the incidents 
of a partnership at will. A continuance of the business by the 
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partners or such of them as habitually acted therein during the 
term, without any settlement or liquidation of the partnership 
affairs, is presumed to be a continuance of the partnership. 

Duties of Partners towards the Firm. Partners are bound 
to render true accounts and full information of all things affecting 
the partnership to any partner or his legal representatives. 

Every partner must account to the firm for any benefit derived 
by him without the consent of the other partners from any trans¬ 
action concerning the partnership, or from any use by him of the 
partnership property, name, or business connexion. 

If a partner, without the consent of the other partners, carries 
on any business of the same nature as, and competing with, that of 
the firm, he must account for and pay over to the firm all profits 
made by him in that business. 

Partnership Deed. There may be, and often are, “ partner¬ 
ships at will” without the existence of any deed or written agree¬ 
ment. Owing to the conflicting legal interpretations of the Partner¬ 
ship Act, however, a deed should be drawn up and the following 
matters dealt with specifically— 

(1) The amount of capital each partner is to contribute, and whether the 

amount is to be fixed or not. 

• 

(2) How profits and losses, including capital profits and losses, are to be shared. 

(3) The amount each partner is to be allowed to draw. 

(4) Whether interest is to be allowed on capital and charged on drawings, 
and at what rate. 

(5) Whether drawings, profits and losses, and interest are to be dealt with in 
separate Current Accounts, or merged finally into the Capital Accounts. 

(6) Whether the balances of the partners’ Current Accounts arc to be charged 
or credited with interest, and at what rate. 

(7) That a Profit and Loss Account and Balance Sheet be drawn up each year, 
and audited by a professional accountant; and that such Balance Sheets be signed 
by all the partners and be binding on them, unless a manifest error is discovered 
within six months afterwards. 

(8) In the case of Policies of Survivorship Insurance being taken out, how the 
premiums are to be dealt with, and how the Policy Money is to be divided when 
received. 

(9) 'The method of arriving at the amount of Goodwill in the case of the death 
or retirement of any of the partners. 

(10) The method of arriving at the amount payable on the death or retirement 
of a partner—whether he is to be entitled to his capital, as in the last Balance 
Sheet, plus a higher rate of interest to date of death or retirement in lieu of profits 
or whether fresh accounts are to be prepared up to date of death or retirement, 
and whether the partnership assets are to be re-valued for this purpose. 

4 (11) That in the event of the death of a partner, his capital should remain in 

the business as a loan bearing interest, and be repayable by instalments, so as 
to prevent the business being crippled by a large withdrawal of funds. 

QUESTIONS 

1. What is the legal definition of “ partnership” ? 

2. What is meant by partnership property? 

3. What partnerships are prohibited by law? 
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4. Explain the meaning of the terms “firm” and “firm-name.” 

5. State briefly some of the differences between an ordinary partnership and 
a joint stock company. 

6. Explain what is meant by the following: “Active Partner,” “Dormant 
Partner,” “Limited Partner,” “Quasi Partner.” 

7. What power has a partner, as such, to bind his firm? 


The Accounts 


Fixed Capital Accounts. In practice, it is usual for the amounts 
of the partners’ capitals to be fixed by the partnership deed. The 
Capital Accounts, therefore, remain at the same figure during the 
partnership. Partners’ salaries, profits, and interest on capital are 
not shown in the Capital Accounts but in separate Current or 
Drawings Accounts, the balances of which are carried to the Balance 
Sheet, and in some cases bear interest. A distinction is thus made 
and maintained between original capital and undrawn profits. The 
difference between the two methods can easily be seen from the 
example on the next page, which represents the liabilities side of a 
Balance Sheet drawn up both ways. 

Partner’s Advances. Any further sums of money advanced by 
a partner to the firm will be by way of loan rather than capital , 
inasmuch as partners’ loans have priority of repayment over 
partners’ capital in the event of a dissolution. The interest on such 
loans, unless paid in cash, should, therefore, be credited to the 
Partners’ Loan Account or Current Account, and not to his Capital 
Account. 

Partner’s Salaries. Where some of the partners devote the 
whole of their time to the business while others do not, it is usual to 
allow the former a salary before ascertaining the net profit. The 
practice also obtains where there are junior partners who, having 
little or no capital in the firm and taking only a small share of the 
profits, would otherwise derive insufficient remuneration from the 
business for their services to it. The salary is sometimes drawn out 
in cash, and sometimes credited to the Partner’s Capital Account, 
according to the agreement. 

Interest on Capital. In order to adjust the rights of partners, 
as between themselves, it is usual to allow interest on partners 
capitals. Where partners share equally in the profits, but have 
unequal capitals, the partner with the smaller capital would other¬ 
wise get an advantage over the other; and where the partners 
have equal capitals but share profits unequally, the partner w o 
takes the larger share of profits would otherwise gain at the expense 
of the other. The interest is debited to Profit and Loss Accoun 
and credited to the Capital Accounts or Current Accounts as 

case may be. . , ._ rHnt 

Two simple illustrations can best emphasize that imp 
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Example I. Unequal Capitals but Equal Shares of Profits. 

Capital—A. £3,000 

B. £2,000 

Net Profits before charging interest £1,100. Division of profits— 

Before charging Interest Interest at 5% being charged 

A. £550 A. Interest . . £150 B. Interest . . £100 

B. £550 Half net Profits £425 Half Net Profits £425 

£1,100 £575 £525 

Example 2. Equal Capitals but Unequal Shares of Profits. 

Capital—A. £3,000 with i? profits. 

B. £3,000 with £ profits. 

Net Profits before charging interest at 5% £1,100. Division of 
profits— 

Before charging Interest Interest at 5% being charged 

A. £660 A. Interest . . £150 B. Interest . . £150 

B. £440 Share of profits £480 Share of profits . £320, 

£1,100 £630 £470 

( 

Another important aspect of this question of the charging of 
interest on capital, especially for the examinee, is that of making 
such a charge in the accounts of a sole trader. It is surely an ac¬ 
cepted fact that a person risks his money in a business, and accepts 
the financial responsibilities of such a position, because of the 
increased reward possible over and above that to be obtained in 
comparative safety by investment in gilt-edged securities. That 
being so, it is an advantage if his Profit and Loss Account can tell 
him, not the profits obtained by the use of his money, but, the 
additional reward or what are sometimes termed “super profits” 
which he would not otherwise have obtained. The total amount 
passing to the credit of his Capital or Current Account must obviously 
be the same, but when interest is charged the net profit has an 
entirely different meaning and one which is of far greater 
significance. 

Interest on Drawings. In many cases, interest is not chargeable 
on drawings, the reason being that the drawings are not out of 
capital but on account of profits that are accruing. Where, how¬ 
ever, partners withdraw capital sums, interest is charged. In order 
to adjust the rights of the partners inter se , that is, to prevent one 
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partner getting any advantage over the others, it is also necessary 
to charge interest on drawings where partners, who are equal as 
regards capital and share of profits, draw out unequal sums. The 
interest is debited, by means of' a journal entry, to the Drawings 
Account and credited to an Interest on Capital Account. 

Drawings Account. The following is an example without 
interest — 

Dr. R. RUMLEY.—DRAWINGS Cr. 


19.. 


£ s. d. 

19. . 


£ /. 4. 

Mar. 1 

To Cash . 

60 - - 

Dec. 31 

By Transfer to Capital 


June 1 

M M • • * 

50 - - 


A,'c 

'240 - - 

Sept. 1 

M II • * * 

75 - - 




Dec. 1 

i» ft • • 

55 - - 






£240 - - 

u 



£240 - - 


The following is an example with interest — 

Dr. R. RUMLEY.—DRAWINGS Cr. 




Interest 





19. . 


£ *• d. 

£ *■ d. 

19.. 


£ i- d. 

Mar. 1 

To Cash 

2 10 - 

60 - - 

Dec. 31 

By Transfer to Capital 


June 1 

If ft • 

1 9 2 

50 - - 


A/c 

245 8 9 

Sept. 1 

ft I# 

1 5 - 

75 - - 




Dec. 1 

lift • 

4 7 

55 - - 




31 

,, Interest 


5 8 9 







£245 8 9 



£245 8 9 


Interest on capital, and share of profits, are sometimes shown in 
the Drawings Account instead of in the Capital Account. The 
balance of the Drawings Account is transferred to the Capital 
Account, unless the latter is a fixed amount; in such cases it appears 
separately on the Balance Sheet, and the Account is more commonly 
called a Current Account. Below is an example with interest on 
capital and share of profit. 


Dr. R. RUMLEY.—DRAWINGS Cr. 


19. 

• 



£ 

i. 

d. 

19. . 


£ 

s. 

i. 

Mar. 

31 

To Cash . 


120 

- 

- 

Dec. 31 

By Interest on Capital . 

250 



June 

30 

ft ft * • 


80 

— 

- 

31 

,, Share of Profit 

365 

10 

9 

Sept. 

30 

If II * • 


65 

— 

- 






Dec. 

31 

If »» • • 


130 

— 

— 






| • 

31 

,, Balance 

trans- 











ferred to 

Cap- 











ital A/c . 

• 

220 

16 

6 










£615 

16 

6 



£615 

16 

6 


Goodwill. This term has received various legal definitions, e.g. 
“Nothing more than the probability that the old customers will 
resort to the old place”; “The benefit arising from connexion 
and reputation.” Looked at from another point of view, it should 
represent the value of the ability of a business to make surplus 
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profit alter charging interest on the capital employed, and allowing 
lor a management salary in case the proprietor did not wish to 
manage it himself. The goodwill may arise from the reputation 
ol the article sold, the personality of the proprietor, monopoly, 
patents, trade-marks, favourable locality, etc. Goodwill may have 
to be taken into consideration on the death of an existing partner 
or the admission ol a new one, and also on the sale of the business. 
For the purpose of sale, the value of the goodwill is usually taken 
to be from one to five years’ purchase of the average net profits 
for a period ol years, though in retail business it is often based 
on the turnover. I he value ol goodwill is governed by so many 
circumstances that no general rule can be laid down. 

It is, however, important to remember that goodwill should 
(never appear in the books of a business unless— 
j (a) It has been purchased. 

( b) It is necessary to raise it in connexion with the introduction 
of a new partner. 

(c) The death or retirement of an existing partner makes it 
necessary to arrive at the true value of such partner’s shares. 

Goodwill and Incoming Partners. It is usual to charge an 
incoming partner a premium for goodwill. The method of treating 
this item in the books of account varies considerably. There are five 
main ways ol dealing with this matter, and they are as follows— 
t 1. A Goodwill Account is raised, the amount being credited to the 
/old partners in the proportion in which they share profits and losses. 

/ 2. The premium paid for a share of the goodwill by the incoming 

/ partner is drawn out again, in cash, by the old partners. 

/ 3. The premium paid for a share of the goodwill by the incoming 

1 partner is retained in the business; the sum so paid being credited 
in the proper proportions to the old partners’ Capital Accounts. 

4. I he premium paid for a share of the goodwill by the incoming 
partner is paid to the old partners direct, no record being made in 
\ the firm's books. 

I 5. An agreed amount of cash is withdrawn by the old partners 
and charged to a Goodwill Account. 

It is to the advantage of the incoming partner that the payment 
of a premium for goodwill should be shown in the partnership books, 
and thus ensure there being a permanent record of it, in order to 
facilitate matters if he should retire and require payment to him 
of a similar sum. It is also, usually, to the advantage of the new 
partner that the premium he pays on admission should not be drawn 
out again, but should be left in the business, so that the latter shall 
derive some benefit from it. 

Example i. J. Rowell and M. Collado are in partnership, 
sharing profits and losses in the proportions of two-thirds and one- 
third respectively. They agree to admit G. Constant as a partner 
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with a fifth share on condition that he brings in £2,000 capital, 
and that the old partners are credited with their respective shares 
of the goodwill estimated at £1,200. Rowell and Collado, as 
between themselves, are to share profits and losses in the same ratio 
as before. Make the necessary entries in the books, and state the 
partners’ future proportions ol profit respectively. 

TOT TRNAT . Dr. Cr. 


— 


£ 

£ 


Goodwill 

ToJ. Rowell | 

M. Collado ^ . • • 

For their respective shares of goodwill 

- --- -- 

1,200 

800 

400 


Dr. 


CASH BOOK 


Cr. 


To C. Constant (Capital A/c) . 2,000 


As Constant takes one-fifth of the profits, four-fifths will remain, 
and the partners’ shares will be as follows— 

Rowell will receive § of $ or -j^ths; 

Collado „ ,, i of | or ^ths; 

Constant ,, ,, * or y^ths. 

Example 2. J. Judge and K. King are in partnership, sharing 
profits and losses in the proportions of three-fourths and one-fourth 
respectively. They agree to admit K. Kerry as a partner on 
condition that he brings into the business £1,500 capital and pays 
them a premium of £300 for a fifth share in the profits. Make the 
necessary entries in the books. 

Dr. CASH BOOK Cr. 


To K. Kerry (Capital A/c) 


£ 

1,500 



As only £1,500 was brought into the business, a separate cheque 
would be handed to Judge and King for the premium. 

Alternatively, the premium would appear on both sides of the 
Cash Book— 

Dr. _ CASH BOOK Cr. 


To K. Kerry (Capital A/c) 
„ Premium— 

J. Judge (Capital A/c) 

K. King ( „ „ ) 


. 1,500 I By J. Judge 
I „ K. King 
225 I 
75 


£ 

225 

75 
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Example 3 . O. Oldham and B. Barlass are in partnership, 
sharing profits and losses three-fifths and two-fifths respectively. 
They agree to admit W. Wheater as a partner on condition that he 
brings into the business £2,500, £500 of which is to be regarded 
as premium for admission. Make the necessary entries in the books. 


Dr. CASH BOOK Cr. 


To W. Wheater (Capital A/c) . 

£ 

2,000 


£ 

,, O. Oldham. Capital A/c 




($ of Wheater’s Premium) 

300 



,, B. Barlass, Capital A/C, (§ of 




Wheater’s Premium) 

200 




In this case the money brought in by Wheater must be split up, 
the capital being separated from the premium, which belongs to 
the old partners, and must be credited to their Capital Accounts in 
the same proportion in which they are entitled to share profits. 

Example 4. C. Coward agrees to admit F. Glen into partner¬ 
ship on the following terms— (a) That Glen brings £2,650 Capital 
in Cash into the business; ( b ) that £650 is to be paid out to C. 
Coward and is to appear in the books of the partnership as Good¬ 
will. Make the necessary entries in the books. 


Dr. CASH BOOK Cr. 



£ 

By Goodwill A/c (amount paid 

£ 

To F. Glenn (Capital A/c) 

2,650 




out to C. Coward by way 
of premium) 

650 


QUESTIONS 

1. How far is each partner liable for the obligations of the firm? Does this 
liability continue after his decease? 

2. What is the liability of the firm with reference to money or property 

(a) received by a partner who misapplies it ? 

(b) received by the firm, and a partner misapplies it? 

3. Explain what is meant by “holding out,” and the liabilities attaching to 1 - 
Does the penalty apply to the continued use of the firm-name after the decease 

of any of the partners? . . ? 

4. What are the liabilities of incoming and outgoing partners respective y • 
Can they be discharged from these liabilities by an agreement between a 1 
partners? 
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5. Can partners vary their mutual rights and duties by means of a written 
agreement? 

6. What are the mutual rights and duties of partners, as laid down by the 
Partnership Act, in regard to the following— 

(a) Sharing of Profits or Losses? ( b) Payments made by a partner on 
account of the firm? ( c ) Advances to the firm by a partner? ( d) Interest 
on Capital? (e) Management of the business? (/) Remuneration of partners? 
(g) Introduction of new partners? ( h) Disputes re partnership affairs? 
(t) Partnership books? 

7. Can a partner be expelled by the other partners? 

8. When docs a partnership terminate? Under what circumstances is a 
“continuance” of a partnership presumed ? 

Adjustment of Assets on Admission of Partner, Amalga¬ 
mation of Businesses. It often happens, when a new partner is 
admitted, that the assets of the business are re-valued, any apprecia¬ 
tion or depreciation being adjusted in the Capital Accounts ol the 
old partners. A new partner may also bring into the partnership 
other assets besides Cash, namely, Book Debts, Plant, etc., and the 
Goodwill of his own connexion. 


Example. V. Evans and T. Taylor are partners in a coal 
business, sharing profits and losses equally. On 31st December, 
their Capitals stood at £3,500 and £3,000 respectively. The firms’ 
assets and liabilities on the same date were as follows: Coal Trucks, 
£756; Furniture and Fittings, £260; Sundry Creditors, £1,140; 
Cash at Bank, £1,325; Carts, Plant, and Horses, £840; Bills Pay¬ 
able, £1,068; Sundry Debtors, £4,740; Cash in hand, £52; and 
Stock of Coal, £735. They agree to take into partnership P. 
Primrose, a colliery agent, as and from 1st January, on the following 
terms: Profits and losses to be shared, Evans two-fifths, Taylor 
two-fifths, and Primrose one-fifth. Primrose is to bring into the 
business Sundry Debtors amounting to £720 (less a Reserve of 5 
per cent for Bad Debts), and the Goodwill of his connexion esti¬ 
mated at £400. His Capital in the new business is to be £1,800, 
the balance of which he is to pay in Cash on 1st January, 19. .. It 
was also agreed between them that the following adjustments 
should be made as regards the business of Evans and Taylor: Coal 
Trucks to be taken at £955, and Carts, Plant, and Horses at £950, 
the values placed on them by a public valuer; a Bad Debts Reserve 
of 5 per cent of the Sundry Debtors to be created; the Goodwill to 
be valued at £1,250; and Evans to be paid out from the Bank bal¬ 
ance such a sum as will reduce his Capital to the same amount as 
Taylor’s. Make the necessary entries in the subsidiary books to 
carry out the above agreement, and show the Balance Sheet of the 
new firm prior to commencing business. 
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In Evans and Taylor’s Books 


JOURNAL Dr Cr. 


19.. 
Jan. 1 

Sundry Debtors. 

Goodwill . 

To Bad Debts Reserve ..... 

„ P. Primrose (Capital A/c) .... 
For assets brought in by P. Primrose . 

£ 

720 

400 

£ 

36 

1,084 

„ 1 

Coal Trucks . . . 

199 



Carts, Plant, and Horses ..... 

110 



Goodwill 

1,250 



To Bad Debts Reserve ..... 


237 


„ V. Evans Capital A/c) .... 


661 


„ T. Taylor ( „ „ ) 


661 


ror net gain to Evans and Taylor on the revaluation 




of their assets. 




Note particularly that the Sundry Debtors must not be entered at the net 

figure of £684, as individual debts of a total value of £720 are actually in 
existence. 


Dr. 

CASH 

BOOK 

Cr. 

To Balance 

• • • 
„ P. Primrose (Capital A/c) 
(amount paid in by him 
to raise his Capital from 
£1,084 to £1,800) 

£ 

1,325 

716 

By V. Evans (Capital A/c) 
(amount withdrawn by 
him to reduce his Capital, 
£4,161 to the same 
amount as T. Taylor, 
£3,661) 

£ 

500 


BALANCE SHEET as at 1st January, 19.. 


Liabilities 

£ 

Assets 

£ 

Bills Payable 

m * “ • 

1,068 

Cash in hand 

52 

Sundry Creditors . 

Capital A/cs— 

1,140 

,, at Bank 

Debtors . . £5,460 

1,541 

V. Evans . , 

T. Taylor 

3,661 

3,661 

Less Reserve . . 273 

5,187 

P. Primrose . , 

1,800 

Stock of Coal 

Coal Trucks 

Carts, Horses, and Plant 
Furniture and Fittings 
Goodwill . 

735 

955 

950 

260 

1,650 


£11,330 

. 

£11,330 
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Guarantee of Assets and Liabilities—Preferential Claim 
on First Year’s Profits. It often happens that an incoming 
partner requires the assets and liabilities, as shown by the firm’s 
Balance Sheet, to be guaranteed, in order to protect himself against 
errors that may subsequently be discovered. Should a liability have 
been omitted or under-estimated, the loss arising from it will not 
then be borne by the new partnership, but solely by the old partners. 
Should discounts and bad debts arise in connexion with the debtors 
in excess of what has been provided, the new partnership will not 
share in such losses, which will be debited to the old partners’ 
Capital Accounts, and not to the firm’s Profit and Loss Account. 

On the other hand, there are sometimes profits accruing on work 
in progress, or orders in hand, which the old partners justly require 
to be reserved entirely for themselves. Such profits will be credited, 
in their proper proportions, to the Capital Accounts of the old 
partners, and not to the Profit and Loss Account of the firm. In 
some cases, however, an arrangement is made whereby the old 
partners become, in respect of such accruing gains, entitled to a 
preferential claim of a fixed amount of the first year’s profits. 

Goodwill and Outgoing Partners. On the death or retirement 
of a partner, his share of the goodwill has to be valued, and the 
amount arrived at according to the terms of the partnership deed; 
or if no arrangement has been made, then the goodwill of the 
firm is valued, and of this amount a proportion, the same as that 
in which he shares profits, is then credited to the said partner’s 
Capital Account. Instead of the partner’s share of the goodwill, 
an annuity, or a percentage of the profits for a certain number of 
years, is sometimes paid to the deceased partner’s representatives. 

Policies of Survivorship Assurance. Partners often assure 
themselves either jointly or severally as a means of obtaining the 
necessary cash to pay out a deceased partner’s share of the capital 
and goodwill. This prevents any financial difficulties when such a 
necessity arises. The premiums paid are debited to Profit and Loss 
as a business expense, and on the death of a partner, the cash received 
for the policy is debited in the Cash Book and credited to the partners' 
Capital Accounts (including the account oj the deceased partner ), in the 
same proportion as they share profits. The cash is then in hand with 
which to make the required payment. If desired, a Policy Account 
may be opened, and dealt with in a similar way to the Insurance 
Policy Method of depreciation. 

Example. A. Ashton and B. Beeching are in partnership, sharing 
profits and losses three-fifths and two-fifths respectively. In order 
to provide money for repayment of their share of the capital and 
goodwill in the event of death, they assure their lives jointly for 
£8,000, paying an annual premium of £300, which is debited to 
the firm’s Profit and Loss Account each December. Beeching dies 
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on the last day of June, 19... The partnership deed provides 
that his representatives are to receive his capital, as per the last 
Balance Sheet, plus interest at 5 per cent per annum to date of 
death, and his share of the profits to date of death, estimated 
according to the profits of the preceding year. They are also to 
receive as his share of the goodwill an amount estimated at two 
yeais pui chase of his average net profits of the last three years, 
before charging the insurance premiums. The net profits for the 
last three years after charging the insurance premiums were £2,420, 
£2,800, and £2,310 respectively. Beeching’s Capital shown in the 
Balance Sheet was £2,620, and his Drawings to date of death 
amount to £725. Make the necessary adjustments and draw up 
Beeching’s Account, showing the amount payable to his legal 
representatives. 

The goodwill is calculated thus— 

Average profit for the last three years before charging insurance 
premiums = (£2,720 + £3,100 + £2,610 T- 3) = (£8,430 -=- 3) = 
£2,810. 

Total goodwill on basis of two years’ purchase of the average net 
profits = (£2,810 X 2) = £5,620. 

Beeching’s share of goodwill = 4 of £5,620 = £2,248. 


Dr. CASH BOOK Cr. 



£ 


£ 

To Assurance Policy— 



A. Ashton (Capital 




A/c) . . £4,800 

B. Beeching (Capital 




A/c) . . 3,200 

8,000 




B. BEECHING (DECEASED) Cr. 


19. . 


£ d. 

19. . 


£ >■ & 

June 30 

To Drawings . 

725 - - 

Jan. 1 

By Balance 

2,620 - - 

99 30 

„ Balance c/d 

7,870 10 - 

June 30 

„ Interest on above 






6 mos. @ 5% 






p.a. 

65 10 - 




„ 30 

„ Profits for 6 mos. 






*of(g of £2,310) 

462 - - 




„ 30 

„ Share of Good¬ 





1 * 9 

will . 

2,248 - 




,. 30 

, Cash (Share of 






Assurance 






Policy) 

3,200 - - 



£8,595 10 - 



£8,595 10 - 


To Cash . 

7,870 10 - 

June 30 

By Balance b/d . 

7,870 10 - 


Goodwill on Sale of a Partnership Business. When a part¬ 
nership business is sold as a going concern, the amount obtained 
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for the goodwill will be a profit, to be divided among the partners 
in the same proportion as they share profits on trading. 

Repayment of Outgoing Partner’s Share by Instalments. 

On the death or retirement of a partner, his share of the capital 
and goodwill may, instead of being paid out immediately to his 
representatives, be treated as a loan, bearing interest, and repayable 
by fixed annual instalments. 

Example. Assume in the example shown at the foot of p. 392, 
that B. Beeching’s share of Capital, Profits, and Goodwill, viz. 
£7,870 10s., is payable by annual instalments of £1,500, interest 
at 5 per cent per annum being allowed on the outstanding balance. 
Show the Ledger Account in the firm’s books. 


Dr, 


B. BEECHING (DECEASED) LOAN 


Cr. 


Year 

1 


To Cash (6 mos.j 
,, Balance c/d . 


To Cash . 

„ Balance c/d . 


3 1 To Cash . 

„ Balance c/d 


4 1 To Cash . 

,, Balance c/d 


5 | To Cash . 

,, Balance c/d 


6 1 To Cash . 

,, Balance c/d . 


To Cash . 


£ *. d. 

750 - - 
7,317 5 3 


£8,007 

5 

3 

1,500 



6,183 

'> 

6 

£7,683 

2 

6 

1,500 



4,992 

5 

7 

£6.492 

5 

7 

1,500 



3,741 

17 

10 

£5,241 

17 

10 

1,500 



2,428 

19 

9 

£3,928 

19 

9 

1,500 



1,050 

8 

9 

£2,550 

8 

9 

1,102 

19 

2 

£1,102 

19 

o 


Year 

1 


3 


6 



£ i• d. 

By Balance 

7,870 10 - 

„ Interest, 6 mos. . 

196 15 3 


£8,067 5 3 

By Balance b d 

7,317 5 3 

,, Interest, 1 year . 

365 17 3 


£7,683 2 6 

By Balance b,'d 

6,183 2 6 

„ Interest, 1 year . 

309 3 1 


£6,492 5 7 

By Balance b/d 

4,992 5 7 

,, Interest, 1 year . 

249 12 3 


£5,241 17 10 

By Balance b/d 

3,741 17 10 

,, Interest, 1 year . 

187 1 11 


£3,928 19 9 

By Balance b/d 

2,428 19 9 

Interest, 1 year . 

121 9 - 


£2,550 8 9 

By Balance b/d 

1,050 8 9 

,, Interest. 1 year . 

52 10 5 

1 

£1,102 19 2 

aer’s Share with 

Interest 


from Date of Realization of Assets. Although, by law, interest 
ceases at the date of dissolution, yet it frequently happens that the 
continuing partner agrees to pay the outgoing partner his share by 
instalments with interest as and from the date of realization of the 
assets. In some cases the average date is ascertained, and interest 
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calculated from this date. The account then takes the form of an 
Account Current. 

Example. M. Lowther and A. Borchard are in partnership, 
sharing profits and losses equally. Lowther agrees to buy out 
Borchard, and the position of affairs on this date is as follows— 


BALANCE SHEET as at 1st January, 19.. 


Liabilities 

£ 

Assets 

£ 

Sundry Creditors . 

1,270 

Cash 

1,340 

Capital A/cs— j 


Sundry Debtors 

4,850 

M. Lowther 

3,090 

Office Furniture 

260 

A. Borchard . . 

2,090 




£6,450 


£6,450 


Lowther is to take over the Office Furniture at £200, to allow 
Borchard £*540 for his share ol the Goodwill, and to pay him his 
proportion as and when realized, interest to be taken into account 
at 5 per cent per annum. A loss of £150 is sustained on the Sundry 
Debtors, and a discount of £30 obtained from the Creditors. The 
latter were paid at an average date of four months, and the Debtors 
were realized at an average date of eight months from the date 
of dissolution. Lowther paid Borchard £550 on 1st March, £550 
on 1st June, £550 on 1st September, and the balance on 31st 
December. Draw up the Account Current between Lowther and 
Borchard, and show the final payment made to Borchard on 31st 
December. 


Dr. PROFIT AND LOSS ADJUSTMENT ACCOUNT Cr. 


19.. 
Dec. 31 

To Bad Debts (loss) . 

£ | 
150 

19. . 
Dec. 31 

By Discount on 

£ 

,, 31 

,, Furniture (loss) . 

60 

„ 31 

Creditors (gain) . 

30 



£210 


,, Capital A/cs 
(net loss)— 
Lowther, £ £90 

Borchard, £ £90 

180 

£2hT 


ADJUSTED BALANCE SHEET.— 31st December, 19.. 


Liabilities 

£ 

Assets 

£ 

Creditors . 

1,240 

OesIi ..." 

1,340 

Capital A/cs . . 

Debtors . 

4,700 

M. Lowther 

3,000 

Office Furniture 

200 

A. Borchard . . 

2,000 

£6,240 


£6,240 



. BORCHARD IN ACCOUNT CURRENT WITH M. LOWTHER 

31st December, 19.. 
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Although Lowther and Borchard share profits and losses, includ¬ 
ing profits and losses on realization of the assets, equally , yet the 
actual assets themselves, as in the Balance Sheet, belong to the 
partners in the proportion that their capitals bear to the total 
capital, three-fifths and two-fifths respectively. 

Repayment of Outgoing Partner’s Share by Means of an 
Annuity. On the death or retirement of a partner, his share of 
the capital and goodwill is sometimes paid out by means of an 
annuity lor a limited number of years, or for his lifetime, or for the 
joint lives of himself and wife. 

In such cases, the total amount due will be credited to a separate 

account in the name of the annuitant and debited to a Goodwill 

Account. I his separate account will be credited each year with 

interest at an agreed rate on the diminishing balance, and debited 

each year with the payment of the annuity. The amount of the 

latter will be ascertained from Annuity Tables. If before the 

expiration of the annuity, this account is extinguished, all future 

payments of the annuity will be debited to Profit and Loss as a 

sustained loss; on the other hand, if the annuity terminates before 

this credit sum is exhausted, the balance will be transferred to the 

Goodwill Account in reduction thereof. Until the Annuity Account 

is finally closed, the balance of it will appear each year on the 

liabilities side of the Balance Sheet. An alternative method would 

be simply to debit a Goodwill Account each time the annuity is 
paid. 


QUESTIONS 

1. W hat are the respective duties of partners towards the firm? 

Can a partnership exist without a deed or written agreement? What are 
such partnerships then called? 

3. Outline the principal points which should be specifically dealt with in a 

partnership deed, in view of the conflicting legal interpretations of the Partnership 
Act. 

\ Explain what is meant by “fixed” Capital Accounts. What is the object of 
such? Draw up a Balance Sheet both ways in order to illustrate your answer. 

5. Explain the nature and treatment of “Partners’ Advances.” Why are 
such sums not put in as additions to Capital? 

6. Explain the object and treatment of “Partners’ Salaries.” Is the salary 
always drawn out? 

7. Why is it at times necessary to charge interest on Capital in a partnership. 
How is such interest dealt with in the books ? 

8. When is it necessary in a partnership to charge interest on Drawings, and 

when not ? Give reasons in each case for your answer. . 

9. Submit pro forma Drawing Accounts of three kinds to illustrate actual 
business practice. 

10. What is meant by partners’ Current Accounts? How do they differ from 
partners' Drawing Accounts? 
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Limited Partnerships 


Definition. A Limited Partnership is a partnership formed under 
the Limited Partnerships Act, 1907, which came into operation on 
the 1st January, 1908. 

Meanings of Terms. By Section 3— 


“Firm,” “Firm name,” and “business” have ihe same meanings as in the- 
Partnership Act, 1890. 

“General Partner” shall mean any partner who is not a limited partner as- 
defined by this Act. 


Constitution of a Limited Partnership. By Section 4— 

(2) A limited partnership shall not consist, in the case of a partnership carrying 
on the business of banking, of more than ten persons, and, in the case of any 
other partnership, of more than twenty persons, and must consist of one or more 
persons called General Partners, who shall be liable for all debts and obliga¬ 
tions of the firm, and of one or more persons to be called Limited Partners, who 
shall at the time of entering into such partnership contribute thereto a sum or 
sums as capital or property valued at a stated amount, and who shall not be liable 
for the debts or obligations of the firm beyond the amount so contributed. 

(4) A body corporate may be a Limited Partner. 

Limited Partner’s Capital a Fixed Contribution. Section 

4 (3) enacts— 

A Limited Partner shall not during the continuance of the partnership, cither 
directly or indirectly, draw out or receive back any part of his contribution, and 
if he does so draw out or receive back any such part shall be liable for the debts 
and obligations of the firm up to the amount so drawn out or received back. 

Registration Required. By Section 5 of the Act it is enacted 
that— 

Every limited partnership must be registered as such in accordance with the 
provisions of this Act, or in default thereof it shall be deemed to be a general 
partnership, and every Limited Partner shall be deemed to be a General Partner. 

The partnership must be registered by sending to the Registrar 
of Companies a statement, signed by all the partners, giving, 
(Section 8), the following particulars— 

1. The firm name. 

2. The general nature of the business. 

3. The principal place of business. 

4. The full name of each of the partners. 

5. The term, if any, for which the partnership is entered into,, 
and the date of its commencement. 

6 . A statement that the partnership is limited, and the description 
of every limited partner as such. 

7. The sum contributed by each limited partner, and whether 
paid in cash, or how otherwise. 

Notice of any change of the above must be sent to the Registrar 
within seven days. A registration fee of £2 is payable, and an ad 
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valorem stamp duty of £\ per cent on the amount introduced by 
the limited partner or partners, or any subsequent increase. Any 
person may inspect the Register of Limited Partnerships on payment 
of Is., and may also obtain copies of any documents on payment of 
the prescribed fees. 

Modifications of Partnership Law in the Case of Limited 
Partnerships. Section 6 enacts as follows— 

(1) A Limited Partner shall not take part in the management of the partnership 
business, and shall not have power to bind the firm: 

Provided that a Limited Partner may by himself or his agent at any time 
inspect the books of the firm and examine into the state and prospects of the 
partnership business, and may advise with the partners thereon. 

If a Limited Partner takes part in the management of the partnership business 
he shall be liable for all debts and obligations of the firm incurred while he so 
takes part in the management as though he were a General Partner. 

(2) A limited partnership shall not be dissolved by the death or bankruptcy 
of a Limited Partner, and the lunacy of a Limited Partner shall not be a ground 
for dissolution of the partnership by the Court unless the lunatic’s share cannot 
be otherwise ascertained and realized. 

(3) In the event of the dissolution of a limited partnership its affairs shall be 
wound up by the General Partners unless the Court otherwise orders. 

Rights and Duties of Limited and General Partners. These 

are determined by Section 8 (5), which says— 

Subject to any agreement express or implied between the partners— 

(a) Any difference arising as to ordinary matters connected with the partner¬ 
ship business may be decided by a majority of the General Partners. 

( b ) A Limited Partner may, with the consent of the General Partners, assign 
his share in the partnership, and, upon such assignment, the assignee shall 
become a Limited Partner with all the rights of the assignor. 

(c) The other Partners shall not be entitled to dissolve the partnership by 

reason of any Limited Partner suffering his share to be charged for his separate 
debt. 

(d) A person may be introduced as a Partner without the consent of the 
existing Limited Partners. 

(f) A Limited Partner shall not be entitled to dissolve the partnership by 
notice. 

Application of General Partnership Law. Section 7 of the 
Act enacts as follows— 

Subject to the provisions of this Act, the Partnership Act, 1890, and the rules 
of equity and of common law applicable to partnerships, except so far as they are 
inconsistent with the express provisions of the last-mentioned Act, shall apply 
to limited partnerships. 

Advantages and Disadvantages of Limited Partnerships. 

In the case of the Limited Partner the advantages are (i) that his 
liability is limited to the amount he has agreed to contribute, and 
( 2 ) that he can share in the profits of the partnership without 
increasing this fixed liability. This enables a capitalist to provide 
funds for inventors to carry out their ideas, also friends to finance 
a young man setting up in business, and to share in any benefits 
accruing, without incurring any further risk beyond the fixe 
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liability. The disadvantages are (1) the Limited Partner cannot 
withdraw any part of his capital, (2) he cannot take part in the 
management, (3) he cannot dissolve the partnership by giving 
notice, (4) other partners can be introduced without his consent, 
(5) there is publicity consequent upon registration and open 
inspection of the Register. 

As regards the General Partner the advantages are (1) fresh 
capital can be obtained without the expense and formalities of 
converting the business into a limited company, or without mort¬ 
gaging his property, (2) the Limited Partner cannot interfere with 
the management of the business, (3) a new partner can be intro¬ 
duced without the consent of the Limited Partner, (4) there is no 
fear of capital being suddenly withdrawn, as the death or bank¬ 
ruptcy of the Limited Partner does not of itself dissolve the partner¬ 
ship, neither can the Limited Partner dissolve it by giving notice. 
The disadvantages to him are, chiefly, compulsory registration, and 
the consequent publicity through anyone being able to inspect the 
Register and obtain copies of any document. 

Winding up of Limited Partnerships. The provisions of 
the Bankruptcy Act, 1914, apply to Limited Partnerships in like 
manner as if they were ordinary partnerships, and on all the 
General Partners being adjudged bankrupt, the assets of the Limited 
Partnership vest in the trustee. 

QUESTIONS 

1. What is meant by “goodwill” in a partnership? How does goodwill arise? 
When is goodwill brought into the books, and when not? 

2. How is the value of the goodwill of a business arrived at? 

3. In what different ways is goodwill treated in the case of an incoming partner 
who pays a premium for a share therein? 

4. When assets are re-valued on admission of a new partner, how should any 
appreciation or depreciation thereof be treated in the books? 

5. Explain the phrases “Guarantee of Assets and Liabilities,” and “Prefer¬ 
ential Claim on Profits.” Under what circumstances do such things arise, and how 
are they dealt with in the books? 

6. How is goodwill valued and treated in the case of an outgoing partner? 

7. What is meant by “Policies of Survivorship Assurance”? Explain their 
treatment in the books. 

8. How is goodwill treated on the sale of a partnership business? 

9. What various methods are there of repaying an outgoing partner his share 
in the partnership? 

10. Explain the method of treatment in the books where an outgoing partner’s 
share is being repaid by means of an annuity. 

11. What are the advantages and disadvantages of limited partnerships? 

EXERCISE XII 

1. What constitutes a partnership, and can a partnership exist without each 
partner becoming personally liable for the firm’s responsibilities to creditors? 

John Leach and William Nash had carried on business as linen drapers for 
some years, but without any partnership deed, or without any arrangement as 
to the course to be adopted in the event of the death of either party. The business 
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had been a profitable one, and the accounts had been made up yearly on the 
31st December, and professionally audited by an auditor called in for the purpose. 
Leach died suddenly in July last, leaving his entire estate to his widow. What 
-course would Nash have to adopt under the circumstances, and when would 
Leach’s estate cease to have an interest in the profits of the business? 

{London Chamber of Commerce.) 

2. ^ Give the Drawings Account’ of John Robertson as it would appear in the 
firm s Private Ledger as on 31st December, under the following conditions— 

His Capital on 1st January w-as £5,000. 

His drawings were: 1st May, £250; 1st July, £300; 1st November, £200; 

1st December, £100. 

His share of profits for the year was £795. 

Interest is allowed by the firm’s Partnership Articles on Capital and charged 
•on withdrawals at the rate of 5 per cent per annum. (R.S.A.) 

3. A and B are partners in A and B’s Coal Stores, and they share profits and 
losses equally. On 31st December, they had Capital in the business: A, £3,100; 
ar> d B, £2,600. I he assets and liabilities of the firm, as on that date, stood at the 
following figures in the books: Office Furniture and Fittings, £320; Coal Trucks, 
£930; Trade Creditors, £848; Cash at Bank, £1,166; Carts, Plant, and Horses, 
£476; Bills Payable, £652; Sundry Debtors, £3,720; Cash in hand, £18; and 
Stock of Coal, etc., £570. 

I hey agreed to take into partnership C, a coal agent, as from 1st January 
next on the following terms; Profits and Losses to be shared; A, §ths; B, £ths; 
and C, Jth. C was to bring into the partnership “Book Debts” amounting 
to £569 (less a Provision for Bad Debts of .5 per cent), and the Goodwill of his 
connexion, valued at £310; while his Capital in the new firm was to be £1,000, 
the balance of which he was to pay in cash on signing the Articles of Partnership 
on 1st January. It was further agreed between A, B, and C that the following 
adjustments should be made in the figures as shown on A and B’s Balance Sheet 
on 31st December. The Coal Trucks were to be taken at £1,000, and the Carts, 
Plant, and Horses as at £550, the result of an independent valuation; a Bad Debt 
Provision of 1\ per cent was to be deducted from outstanding Debtors; the Good¬ 
will of the old firm (A and B) was to be taken at £455; and A was to be paid out 
from the Bank Balance such a sum as would make his capital equal to B’s. The 
Agreement was carried out. 

You are required (a) to make the Journal entries necessary to complete the 
-above adjustments, and ( b) to draw up a Balance Sheet showing the position of 
the new firm as on 1st January. (R.S.A.) 

4. Dickson and Bell, having Capitals of £2,000 and £1,500 respectively, admit 
Peters into partnership on terms that he shall contribute £1,000 as Capital, 
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'To Interest on Capital— 




Dickson . . £140 


By Profit • 

2,o00 

Bell . . 105 




Peters . . 50 





295 



Profits divided— 




Dickson . . £980 




Bell . . 735 




Peters . . 490 





2,205 


__ 


£2,500 


£2,500 
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and pay them £1,400 as his share of the Goodwill. Interest on Capital to be at 
5 per cent per annum (charged to Profit and Loss Account) and profits to be 
shared in the proportion of capitals. Peters has only £1,000, which he pays 
in as Capital; and in an attempt to meet the position, the partners raise a 
“Goodwill Account” for £1,410, which is credited, £800 to Dickson’s Capital 
and £600 to Bell’s. You are called in at the end of the year, and find they have 
closed off the Profit and Loss Account as shown on p. 398. Correct the error 
made by the partners, and the effect thereof, by Journal entries (which should 
be fully explanatory). Show the true position of the partners’ accounts. 

5. The books of Black and White, who are equal partners, are balanced 
yearly as on 31st December. Before profits are ascertained and divided, 5 per 
cent interest is allowed upon partners’ Capital.'^Depreciation at the rate of 5 per 
cent is written off the Plant Account, and a provision of 5 per cent is made for 
Bad and D oubtful Debts. 'Dne year’s interest, at the rate of 4i per cent, is due 
upon thtTLoan orT^lortgage, and has not yet been passed through the books. 
The Stock on hand, as on 31st December, was valued at £3,225. The following 
are the final balances as on 31st December— ■— 


£ 


Purchases .... 

16,450 

Manufacturing Wages . 

2,150 

Sales ..... 

24,800 

Black’s Capital A/c 

5,000 

,, Drawings A/c (includ¬ 


ing Interest) . 

550 

White’s Capital A/c 

2,000 

,, Drawings A/c (in¬ 


cluding Interest) 

350 

Stock (as on 1st January) 

3,000 

Salaries .... 

820 

Rates and Taxes . 

325 


Trade Charges 

£ 

400 

Premium on Lease A/c (6 years 
unexpired as on 1st January) 

2,400 f/ 

Sundry Creditors . 

15,345 

Loan on Mortgage 

5,000 

Freehold Land and Buildings 

8,000 

Plant A/c .... 

4,000 

Provision for Bad and Doubtful 
Debts (as on 1st Jan.) 

600 

Sundry Debtors 

13,100 

Cash at Bank 

1,200 


Prepare a Trading and Profit and Loss Account tor the year ended 31st 
December, and a Balance Sheet as on that date. (London Chamber of Commerce.) 

6. Messrs. Lion and Unicorn are in partnership as chemical manufacturers. 
Profits or losses are divided equally. Under the deed of partnership the following 
adjustments arc necessary before the division of profits— 

Five per cent Interest is allowed on Partners’ Capital; 10 per cent Depre¬ 
ciation is to be written off Plant Account and Barges Account; 5 per cent 
provision is to be made for Bad and Doubtful Debts. 

On 31st December the Ledger balances of the firm were as follows— 


Purchases A/c 

• 

£ 

63,000 

Sundry Creditors . 

£ 

3,860 

Barges A/c . 

• 

3,250 

Insurance .... 

265 

Repairs and Replacements 

• 

3,205 

Bad Debts .... 

341 

Freight and Marine Insurance 

312 

„ „ Provision (1st Janu- 


Allowances from Creditors 

• 

2,420 

' */ 

ary) . 

385 

Coal .... 

• 

4,404 

Advertising 

982 

Gas and Water 

• 

302 

,, Suspense A/c 

5,800 

Machinery and Plant A/c 

• 

25,000 

Cottage Rents Received 

117 

Wages 

• 

6,221 

Cash in hand 

325 

Land and Buildings A/c 

• 

13,840 

R. Lion, Capital A/c . 

59,400 

Salaries 

• 

858 

., Drawings A/c (in- 

Sundry Debtors . 

• 

7,940 

eluding Interest) 

4,250 

Sales .... 

• 

74,441 

P. Unicorn, Capital A/c 

30,000 

Cash at Bank 

• 

2,185 

,, Drawings A/c 

Stock (1st January) 

Rent, Rates, and Taxes 

• 

• 

25,220 

873 

(including Interest) 2,050 
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Stock was taken as on 31st December, and was agreed at £30,342. It was also 
agreed to write off half the Advertising Suspense Account, and to transfer to 
Building Account £3,000 from Purchases Account, and £250 from Wages 
Account, representing cost of material and labour spent upon new buildings 
erected during the year. Prepare Trading and Profit and Loss Accounts for the 
year ended 31st December and a Balance Sheet as on that day. 

{London Chamber of Commerce.) 


7. William James and Edward Jones entered into partnership on the 1st 
January, under the style ofjames & Jones, as Wholesale and General Ironmongers. 
On the 1st January, James paid in as his Capital, £3,000, and on the 1st March, 
Jones paid in as his Capital, £2,000. The profits were to be divided in proportion 
to the capital brought in. Interest at 5 per cent was to be charged upon their 
respective drawings, and Jones had to be charged interest at the same rate upon 
his Capital from 1st January to the 1st March. On 31st December, Stock was taken 
(which amounted to £2,478), and the book-keeper took out the Trial Balance 
of the Books, which was as follows— 


£ £ 


Plant, Tools, etc. 

• 

• 

• 

750 


Office Furniture and Fittings 

• 

• 

• 

250 


Horses, Carts, and Harness 

• 

• 

• 

225 


Purchases .... 

• 

• 

• 

5,750 

• 


Sales ..... 

• 

• 

• 

6,020 

Rents, Rates, Taxes, and Insurance 

• 

• 

• 

187 


Office and General Expenses 

• 

• 

• 

125 


Freight and Carriage . 

• 

• 

• 

115 


Horse Keep .... 

• 

• 

• 

95 


Discounts and Allowances 

• 

• 

• 

. 45 


Interest, Commission, and Bank Charges 

• 

• 

32 


Printing, Stationery, and Advertising 

• 

• 

• 

. 15 


Travelling Expenses . 

• 

• 

• 

120 


Salaries and Wages 

• 

• 

• 

1,020 

3,000 

William James—Capital A/c 

• 

• 

• 

• 

Edward Jones— ,, ,, 

• 

• 

• 

• 

2,000 

William James—Drawings— 

1st March 

• 

• 

• 

80 


lstjune 

• 

• 

• 

100 


1st September . 

• 

• 

• 

50 


1st December 

• 

• 

• 

. 120 


Edward Jones—Drawings— 

1st April . 

• 

• 

• 

. oo 


1st July 

• 

• 

• 

. 7o 


1st October 

• 

• 

• 

. 7o 


1st December 

• 

• 

• 

7o 


Trade Debtors .... 

• 

• 

• 

2,514 

848 

»i Creditors 

• 

• 

• 

—— c 





£11,868 £11,868 


Prepare, by Journal entries, the Profit and Loss Account—having first dealt \ 

the interest referred to in the preliminary paragraph—pass the Profit (or , 

as the case may be) to the partners’ Accounts, and then prepare a uen 

Statement of Assets and Liabilities as at the 31st December. 

{London Chamber of Commerce.) 


8. X. Y, and Z are partners. , . _ , Q . nn 

Their respective Capitals in the business, as shown by their Balance 
31st December are: X, £3,000; Y, £2,200; Z, £800. The profit for the year, 







PARTNERSHIP ACCOUNTS 


403 


amounting to £1,600, has been credited to X, 4 share; Y and Z, £ each, and the 
books have been closed. 

During the year they have withdrawn nothing beyond their salaries, which 
have already been charged to Profit and Loss Account. It is found on 31st March 
next that interest on the Partners’ Capital (5 per cent per annum), as provided 
by the partnership agreement, has been omitted. 

Give the entries you would make in the books to correct this error. 

( West Riding of Yorkshire.) 

9. From the following particulars draw up the liabilities side of the Balance 
Sheet in two ways, in order to illustrate the difference in the presentation of 
accounts when the Capitals are (a) fixed, ( b ) not fixed— 

Bills Payable, £1,706 2s. 8d.; Sundry Creditors, £2,173 13s. 9d.; Outstanding 
Expenses, £175 3s. lid.; Loan Account, R. Rudd, £1,500; Capital Accounts, 
R. Rudd £7,000; B. Butler, £4,500; Drawing Accounts: Rudd, £1,600; Butler, 
£1,200; Shares of Profit: Rudd, £1,473 2s. 8d.; Butler, £1,156 13s. lOd.; Interest 
on Capitals: Rudd, £350; Butler, £225; Interest on Loan: R. Rudd, £75. 

10. A. Bassett and P. Palmer are in partnership, sharing profits and losses 
two-thirds and one-third respectively. They agree to admit D. Dawson as a 
partner on condition that he brings into the business £1,500 Capital and pays 
them a premium of £250 for a fifth share in the profits. Make the necessary 
entries in the books. 

11. D. Dutton agrees to admit F. Fletcher into partnership on the following 
terms: (a) That Fletcher brings £2,300 Capital into the business; ( b) that £300 
is to be paid out to Dutton and is to appear in the books of the partnership as 
Goodwill. Make the necessary entries in the books. 

12. A. Dean and B. Gibson are partners in a Timber business, sharing profits 
and losses equally. On 31st December their Capitals stood at £5,375 and £4,865 
respectively. The firm’s Assets and Liabilities on the same date were as follows: 
Plant and Tools, £1,926; Furniture and Fixtures, £105; Sundry Creditors, £920; 
Cash at Bank, £1,406; Horses, Carts, Waggons, etc., £1,685; Bills Payable, £657 ; 
Sundry Debtors, £3,940; Cash in hand, £35; Stock of Timber, £2,720. They 
agree to take into partnership F. Fir, a Timber Agent, as and from 1st January 
on the following terms: Profits and Losses to be shared: Dean, two-fifths; Gibson, 
two-fifths; and Fir, one-fifth. Fir is to bring into the business Sundry Debtors, 
amounting to £920 (less a Provision of 5 per cent for Bad Debts), and the Good¬ 
will of his connexion, estimated at £350. His Capital in the new business is to be 
£2,150, the balance of which he is to pay in in Cash on 1st January. It was also 
agreed between them that the following adjustments should be made as regards 
the business of Dean and Gibson: Plant to be taken at £2,060, and Horses, Carts, 
Waggons, etc., £1,720, the values placed on them by a public valuer; ’ a Bad 
Debts Provision of 5 per cent of the Sundry Debtors to be created; Goodwill to 
be valued at £1,050; Dean to be paid out from the Bank balance such a sum as 
will reduce his Capital to the same amount as Gibson’s. Make the necessary 
entries in the subsidiary books to carry out the above agreement, and show the 
Balance Sheet of the firm prior to commencing business. 


13. Smith, Brown and Robinson enter into partnership, as equal partners lor 
the purpose of purchasing the successful business of Peter White, who is retiring 
The business was taken over as on 1st January, as it stood, upon the basis of 
the last Balance Sheet, which was as shown at the top of the next page. 

i • a. . i as a going concern was agreed at £25,000, 

which amount was duly paid to Peter White. 

n P nr! d T° “' e ?fnmrT’ S D b l" king a ? oum b y the P artners 35 <°H°ws: 
Smith, £12,000; Brown, £10,000; Robinson, £6,000. 

Before opening the books of the new firm it was agreed (a) to write off the 
14 —(B. 1405 ) 
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Balance Sheet of Peter White 


Capita] A/c . 

Sundry Creditors . 
Provision for Depreciation 


£ 

20,540 

3,218 

608 


£24,366 


Leasehold Factory 
Machinery and Plant 
Patents A/c . 

Sundry Debtors . 
Stock on hand 
Difference in Books 


£ 

12,540 
8,200 
600 
1,560 
1,458 
8 

£24,366 


ttZr * n !*r>i ^ >0 °J CS ’ W to transfer the Provision for Depreciation to 

and rhn' an f d %nnc 0Unt o and l ° Write otT a further £ 200 as depreciation; 
and (r) to write off £200 from Patents Account. 

Make the entries necessary to record the above transactions in the books of 
he new firm and prepare a Balance Sheet disclosing the position of Smith, 
nrown, and Robinson upon commencing business. 

{London Chamber oj Commerce.) 

fifth!' fV! r0W ?r a | nd P ' Crew ? rc in Partnership, sharing profits and losses three- 
heir tW ?f th A resp< ,‘ c " v .f ly - In order to provide money for repayment of 
five. irV h r C S ta and Goodwdl in the event of death, they assure their 

hr V " p f °n ^ 8 ’?° r 0> P ayin S an annual premium of £310, which is debited to 
u. S 1 TV and Loss , Acc ? unt each December. Crew dies on the last day of 
i •. r ' V lc Partnership ^ cec ^ provides that his representatives are to receive 
j S f a P cr last Balance Sheet, plus interest at 5 per cent per annum to 
< ° r Ca r y anc 11S *^ arc the profits to date of death, estimated according to 

? ° thC Preccd , ing year - Th cy arc also to receive his share of the Goodwill, 

I r a C r at . two y ca . r s purchase of the average net profits of the last three years 
i. )rc r argmg the insurance premiums. The net profits for the last three years 

tvl\l r rgl " g r ’ C ln T ancc P remiu ms were £2,073, £2,458, and £2,024 respect- 
r 7‘ , apital as pcr Iast Balance Sheet was £3,000, and his Drawings 

P a , c ? tat 1 amount to £720. Make the necessary adjustments and draw up 
ew s ccount, showing the amount payable to his legal representatives. 

r * 5 ; A . s , sume in the previous exercise that P. Crew’s share of the Capital and 
nnn.ir^k 1S Pa r ablc annuaI instalments of £2,000, interest at 5 per cent per 
die firm’s^boc ^ iar ^ ed on outstanding balance. Show the Ledger Account in 


16. E. Helm and P. Porter are in partnership, sharing profits and losses equally. 
foUov\'s a ^ rCCS l ° ° Ut Porter > an d the position of affairs on this date is as 


BALANCE SHEET. —1st January 


Liabilities 

Sundry Creditors . 

Capital A/cs— 

E. Helm ... 

P. Porter ... 

£ 

1,265 

3.110 

2.110 

Assets 

Cash . • 

Sundry Debtors . 
Office Furniture 

» • 

» • 

* • 

£ 

1,525 

4,624 

336 


£6,485 



£6,485 


Helm is to take over the Office Furniture at £310, to allow Porter £625 for 
his share of the Goodwill, and to pay him his proportion as and when realized, 
interest to be taken into account at 5 per cent per annum. A loss of £224 is 
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sustained on the Sundry Debtors; and a discount of £30 is obtained from the 
Creditors. The latter were paid at an average date of four months, and the 
Debtors were realized at an average date of eight months from the date of dis¬ 
solution. Helm paid Porter £550 on 1st March, £650 on 1st June, £750 on 1st 
September, and the balance on 31st December. Draw up the Account Current 
between Helm and Porter, and show the final payment made to Porter on 
31st December. 

17. R. Rostron and T. Teale are in partnership. On 1st January their Capitals 
were: Rostron, £3,750; Teale, £750. During the year they lost £1,070 without 
reckoning Interest on Capital, which, by the partnership deed, must be allowed 
at 5 per cent per annum. They share profits and losses iths and £ th. Their Draw¬ 
ings during the year were £620 and £350 respectively. Draw up the Profit and 
Loss and Capital Accounts as at 31st December. 

18. (a) The profits of the partnership of Austin, Bell & Cooper amounted, 
on December 31st, to £2,521 5s. On 1st January the Capitals of the partners 
were as follows: Austin, £6,250; Bell, £4,500; Cooper, £4,500. The partners’ 
Drawings were: Austin, nil; Bell, £350; and Cooper, £350. Interest is to be 
allowed on Capital at 5 per cent per annum. Profits are divisible thus: Austin, 
4ths; Bell and Cooper, «ths each. Draw up the Profit and Loss and Capital 
Accounts. 

(h) On 1st January following they agree to take into partnership P. Peters, 
with an eighth share of the profits. What amount must he bring in to entitle him 
to such a share on a par with the Capital of the others as at the previous 31st 
December, and what will be the new proportions for division? 

19. B joined A in partnership on 1st January, and is to have a half share of 
the profits. The partners’ Capitals arc to be equal, and their total capital is to 
be sufficient to convert the bank overdraft of £6,000 into a debit balance of 
£1,000. B pays A two years’ purchase for his half share of the profits. The 
necessary transactions were carried through by the firm on 1st January. Show 
what entries would be made in the firm’s books to record the transactions. 

(Chartered Accountants.) 

20. M. Mason and B. Box decide to amalgamate their businesses as at 25th 
April. Their Balance Sheets are as follows— 


M. Mason 


Liabilities 

Creditors 

Capital 

Profit and Loss 

£ 

. 3,250 

. 20,500 
. 1,650 

- 

Assets 

Cash in hand 
,, at Bank 

Debtors 

Stock 

Land and Buildings 

£ 

. 50 

. 3,850 

. 6,500 

. 5,000 

. 10,000 


£25,400 


£25,400 


B. Box 


Liabilities 

Bank Overdraft 
Creditors 

Capital 

£ 

. . 2,105 

. 1,895 

. 5,500 

Assets 

Cash .... 
Debtors 

Stock 

£ 

125 

. 5,750 

. 3,625 


£9,500 


£9,SCO 
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Mason is to be credited with £3,500 for Goodwill, and Box with £750. Five 
per cent is to be provided on all Debtors. Box’s overdraft is to be paid off out of 
the private funds of Mason, who is to receive credit therefor. Make the necessary 
Journal entries, and show Balance Sheet as at commencement of business. 

21. A, B, and C enter into partnership on 1st January. Each partner is to draw 
a like sum per annum for his services, and to share profits according to Capital, 
and according to the time the Capital is in the business. On 1st January; A pays 
in £,o,000; on 1st April B pays in £4,000; on 1st June, C pays in £4,000; on 1st 
INovember, A pays in a further £2,000. The net profits on 31st December 
amounted to £2,520. How much of the latter sum should each partner receive? 

22. S. Simpson agreed to take \V. Winder into partnership. Winder was to 
kjJTg in £6,000. Of this, £2,205 was to be paid for a three-sevenths share 
of Simpson s profits, calculated at two years’ purchase of their average amount, 
and the remainder was to be W inder’s Capital. Simpson was to leave one-half 
of this purchase money in the concern, in order to make his Capital up to half 
as much again as that of Winder. What were Simpson’s average profits, and 
what was his Capital before the partnership? 

23. X retires from business and agrees to dispose of it to Y. The assets are: 
Plant, £2,500; Stock, £3,750; Debtors, £4,520. The liabilities, which are to be 
discharged by Y, are: Sundry Creditors, £3,750. Y brings in as his Capital, 
£3,500. I he purchase money is to be paid by instalments of £1,000 each year, 
interest at 5 per cent per annum being charged on the unpaid balance. Y is also 
to pay £2,000 for Goodwill out of the profits, at the rate of one-fourth of the 
profits each year, after charging interest on the unpaid purchase money. No 
interest, however, is to be charged on the sums due for Goodwill. The profits 
for the next five years were as follows: 1st year, £1,750; 2nd year, £1,950; 3rd 
year, £2,050; 4th year, £2,500; 5th year, £2,065. Show the Profit and Loss 
Account, the Business Purchase Account, and the Goodwill Account, all up to 
the completion of the latter. 

24. Cox, Mason, and Holding are in partnership, sharing profits and losses 
in the proportion of 4, 3, and 1 respectively. Holding’s share, however, is 
guaranteed by the other partners at a fixed minimum of £360. The net profits 
for the current year amount to £1,760. Show by means of an account what 
amount each partner will receive. 

25. C. Carus and O. Kelly entered into partnership on 1st January without, 
however, drawing up any formal deed of partnership. Carus put in £3,050, and 
^ el, Y £2,050, as their Capitals respectively. On 1st March, Carus advanced 
£1,000 to the firm as a loan, but without any agreement as to interest thereon. 
On 31st December the net trading profits for the year amounted to £2,760. 
The partners are unable to agree on the following questions: (a) Interest on 
Loan; ( b ) Interest on Capital; ( c ) division of profits. Draw up a Profit and 
Loss Account showing how you would deal with these matters. 

26. Hart, Capper, and Bonar are in partnership. On 1st January their Capitals 
were £3,500, £2,520, and £1,740 respectively. Interest at 5 per cent per annum 
is allowed on Capital, but no interest is chargeable on Drawings. Capper is 
entitled to a salary of £300 and Bonar to a salary of £250 per annum before 
division of profits. The partners’ Drawings were £350, £650, and £ a ) 
respectively. The profit for the year ended 31st December after charging partners 
Salaries, but before charging Interest on Capital, amounted to £2,0o0. ine 
first £1,000 of divisible profit is to be shared thus: Hart 50 per cent; tapper, 

30 per cent; Bonar, 20 per cent; the balance of profits is to be shared equal y. 
Draw up the Profit and Loss Account and the Partners’ Capital Accounts. 
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27. B. Bartle and \V. West are in partnership, and their profits and losses for 
the last three years are: 1st year, Loss, £560; 2nd year: Profit, £2,749; 3rd year: 
Profit, £3,505. The above results are after charging Interest on Capital at 5 per 
cent per annum, Interest at 5 per cent per annum on Loan, £4,000 from F. Flynn 
(their manager), and the latter’s salary of £450 per annum. The partners’ 
Capitals, which have not been touched, are: Bartle, £12,000; West, £6,0(0. 
Profits and Losses are divisible according to Capitals. At the end of the third 
year, Bartle & West agree to regard Flynn as having been a partner from the 
beginning, and to adjust the accounts accordingly. His Loan is to be treated as 
Capital, and he is to have a sixth share of the profits. Flynn’s Loan, however, is 
to bear interest at 4 per cent instead of 5 per cent, and his salary is to be reduced 
to £350 per annum; both these alterations are to take effect over the past three 
years. What adjustments will be necessary to carry out the above arrangements? 

28. Brown joins the firm of Smith and Jones as a limited partner, and con¬ 
tributes £9,000 as his Capital on 31st March. The annual accounts are made up 
to the end of September following, and Brown’s share of profit to that date is 
£675, which, with a further sum of £325 in Cash, he adds to his Capital in the 
firm. At the end of December he assigns two-fifths of his Capital to his eldest 
son, and two-fifths to four other children equally as limited partners. Show the 
several amounts of the Capital as thus divided, and state what is required to comply 
with the Limited Partnerships Act, 1907, on the above changes taking place. 

{Chartered Accountants.) 

29. M and N are in partnership, sharing profits in equal portions. They decide 
to admit K as an equal partner with themselves. K is unable to contribute to 
the Capital, or pay any consideration for his share in the Goodwill of the firm. 
How do you propose adjusting matters in order that M and N do not suffer, or 
K benefit by K’s inability to contribute to the partnership Capital, yet they shall 
each receive the same quota of the first year’s profit? 

30. A and B carry on business in partnership as Timber Merchants. They 
divide profits: A two-thirds, B one-third, and on 31st December their Balance 
Sheet was as follows— 


Liabilities 

Sundry Creditors and 
Payable . 

Capital A/cs— 

A . . . 

B 


Bills 


£ 

3,000 

4,000 

2,000 

£9,000 


Assets 

Leasehold Land and Buildings 
Plant and Machinery . 
Sundry Debtors and Bills 
Receivable 
Stock . 

Cash at Bank and in hand 


£ 

2,000 

1,800 

2,500 

2,100 

600 

£9,000 


They agree to take C into partnership on 1st January. The profits are to be 
dn ided: A two-fifths, B two-fifths, C one-filth. A is to be a limited partner 
and B and G general partners. C is to pay in £1,000 as Capital. The assets of 
the business are W be taken over by the new firm on the following terms: Land 
and Buildings at £2,2o0. Plant and Machinery subject to 10 per cent deduction 
for depreaanon. Sundry Debtors and Bills Receivable subject to an allowance 
of £o ( )0 to cover Bad Debts, Discounts, and cost of collection, Stock at £ 1 800 
1 he new firm also lakes over the liabilities of the old firm as shown in the above 
Balance Sheet A agrees with B that any loss on the taking over of the assets bv 
the new firm shall be borne by him (A). A’s Capital as limited partner in the new 
firm is to be £3.000 B', Capital is to be £2,000. Open thetooks of the new 
firm, and make out the Balance Sheet as on 1st January, presuming C’s Capital 
to have been paid in. (Chartered Accountant!.) 



CHAPTER XIII 

DISSOLUTION OF PARTNERSHIP 


When is a Partnership Dissolved? Subject to any agreement 

between the partners, a partnership is dissolved— 

(a) If entered into for a fixed term, by the expiration of that term. 

(b) If entered into for a single adventure or undertaking, by the 
termination of that adventure or undertaking. 

( c ) If entered into for an undefined time, by any general partner 
giving notice to the other or others of his intention to dissolve the 
partnership. 

In the last-mentioned case the partnership is dissolved as from the 
date mentioned in the notice as the date of dissolution, or, if no date 
is so mentioned, as from the date of the communication of the notice. 

Dissolution by Bankruptcy, Death, Charge, or Illegality. 
Subject to any agreement between the partners, every partnership 
is dissolved as regards all the partners by the death or bankruptcy 
of any partner. 

A partnership may, at the option of the other partners, be dis¬ 
solved if any partner suffers his share of the partnership property to 
be charged under the Partnership Act for his separate debt. 

A partnership is in every case dissolved by the happening of any 
event which makes it unlawful for the business of the firm to be 
carried on or for the members of the firm to carry it on in partnership. 

Dissolution by the Court. On application by a partner the 
Court may decree a dissolution of the partnership in any of the 
following cases— 

(a) When a partner is found lunatic by inquisition, or in Scotland by cognition, 
or is shown to the satisfaction of the Court to be of permanently unsound mind, in 
either of which cases the application may be made as well on behalf of that partner 
by his committee or next friend or person having title to intervene as by any other 
partner. 

( b) When a partner, other than the partner suing, becomes in any other way 
permanently incapable of performing his part of the partnership contract. 

(c) When a partner, other than the partner suing, has been guilty of such con¬ 
duct, as in the opinion of the Court, regard being had to the nature of the business, 
is calculated to affect prejudicially the carrying on of the business. 

( d ) When a partner, other than the partner suing, wilfully or persistently com¬ 
mits a breach of the partnership agreement, or otherwise so conducts himse in 
matters relating to the partnership business that it is not reasonably practica e 
for the other partner or partners to carry on the business in partnership with im. 

( e) When the business of the partnership can only be carried on at a loss. 

(/) Whenever in any case circumstances have arisen which, in the opinion 

the Court, render it just and equitable that the partnership be dissolved. 

Notice of Dissolution or Change. Where a person deals with 
a firm after a change in its constitution, he is entitled to treat a 
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apparent members of the old firm as still being members of the firm 
until he has notice of the change. 

An advertisement in the London Gazette as to a firm whose prin¬ 
cipal place of business is in England or Wales, in the Edinburgh 
Gazette as to a firm whose principal place of business is in Scotland, 
and in the Dublin Gazette as to a firm whose principal place of business 
is in Eire, shall be notice as to persons who had no dealings with the 
firm before the date of the dissolution or change so advertised. A 
firm whose principal place of business is in Northern Ireland is re¬ 
quired to give notice in the Belfast Gazette. 

Bearing in mind that this advertisement only serves as notice to 
those who have not had previous dealings, it is considered advisable 
for the retiring partner to circularize all creditors and obtain a 
written release from future debts from the other partners if he is to 
be sure of complete freedom from further liability. 

Continuing Authority of Partners for Winding-up Pur¬ 
poses. After the dissolution of a partnership the authority of each 
partner to bind the firm, and the other rights and obligations of the 
partners continue notwithstanding the dissolution so far as may be 
necessary to wind up the affairs of the partnership, and to complete 
transactions begun but unfinished at the time of the dissolution. 

Provided that the firm is in no case bound by the acts of a partner 
who has become bankrupt; but this proviso does not affect the 
liability of any person who has after the bankruptcy represented 
himself or knowingly suffered himself to be represented as a partner 
of the bankrupt. 

Rule for Distribution of Assets. By Section 44 of the Partner¬ 
ship Act, 1890, in settling accounts between the partners after a 
dissolution of partnership, the following rules must, subject to any 
agreement, be observed— 


(a) Losses, including losses and deficiencies of capital, shall be paid first out of 
profits, next out of capital and lastly, if necessary, by the partners individually in 
the proportion in which they were entitled to share profits. 

(b) The assets of the firm including the sums, if any, contributed by the partners 

to make up losses or deficiencies of capital, shall be applied in the following manner 
and order— ® 


(1) In paying the debts and liabilities of the firm to persons who are not 
partners therein. 

(2) In paying to each partner rateably what is due from the firm to him for 
advances as distinguished from capital. 

(3) In paying to each partner ratiably what is due from the firm to him in 
respect of capital. 

(4) The ultimate residue, if any, shall be divided among the partners in the 

proportion in which profits are divisible. F 


Formula for Treatment of a Dissolution of Partnership. 

for making the necessary entries in the books in connexion with an 
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ordinary dissolution of partnership, the following formula will prove 
useful to the student— 

1. Open a Realization Account and debit it with the total of the 
assets (except Cash or a debit balance of any of the partners’ Capital 
Accounts). 

2. Open accounts for Cash, Creditors, Partners’ Loans, Partners’ 
Capitals, and enter therein the balances as in the Balance Sheet. 

3. Debit Cash and credit Realization Account with the proceeds 
of ihe sale of the assets. If any of the assets are not sold but are taken 
over by one of the partners, then debit that partner’s Capital 
Account and credit Realization Account with the agreed value. 

4. Credit Cash and debit Realization Account with the expenses 
of winding up. 

5. Pay off (a) Creditors, ( b ) Partners’ Loans, i.e. credit Cash and 
debit these accounts. 

6. Balance the Realization Account and transfer the balance, 
profit or loss as the case may be, to the partners’ Capital Accounts. 
If, as the result of a loss on realization, the Capital Account of one 
of the partners is put temporarily in debit, that partner must bring 
in cash to repay to the firm his indebtedness; debit Cash and credit 
partner’s Capital Account. The deficiency may also be made good 
by transfer from such partner’s Loan Account, if he has one. 

7. Balance Partner’s Capital Accounts and divide the cash accord¬ 
ing to these credit balances of Capital. 

Note. Students often divide the cash between the partners in 
the same proportion as profits and losses , but this is quite wrong. The 
debit balance of cash at the close must be equal to the total of the 
credit balances of the Capital Accounts; and the cash paid out to 
each partner must be the amount standing to the credit of his Capital 
Account , no more, no less. 

Garner v. Murray. Whenever a partner is unable to repay to 
the firm his indebtedness, the ruling of Garner v. Murray must be 
applied. This decision by Mr. Justice Joyce, in November, 1903, 
was “that the solvent partners are only liable to make good their 
share of the deficiency, and that the remaining assets should be 
divided among them in proportion to their capitals.” In other 
words, the loss caused by the default of an insolvent partner is to be 
borne in proportion to capital , and not in the proportion that 
ordinary losses are to be borne. After considerable discussion and 
controversy, it is thought that the correct interpretation of this 
ruling is for the solvent partners to bring in cash to meet their share 
of the loss on realization. 

For the benefit of accountancy students it may, perhaps, be as well to give a 
short summary of the Garner v. Murray case, and of the great controversy to w ic 
it gave rise amongst professional accountants. 

Garner, Murray, and Wilkins entered into partnership under a parol 
to contribute capital in certain unequal shares but to divide profits equa y. 
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dissolution the assets realized sufficient to pay the creditors and advances of two of 
the partners, but were insufficient to repay the partners’ capitals. 1 he position 
was approximately as follows— 


BALANCE SHEET 


Liabilities 

£ 

Assets 

£ 

Capital A 'cs— 


Cash . . • • 

1,916 

Garner. 

2,500 

Wilkins—Overdrawn . 

263 

Murray 

314 

Deficiency of Firm 

635 


£2,814 


£2,814 


Wilkins was insolvent, and unable to contribute anything. Mr. Justice Joyce 
held that a loss arising through the default of one of the partners must be dis¬ 
tinguished from an ordinary trading loss or loss on realization. That, provided 
outside creditors’ claims had been met, the liability of each separate partner was 
limited to making good his share of the deficiency. That, in the case in question, 
each partner should be treated as liable to contribute an equal third share of the 
deficiency, and that the assets should then be applied in paying each partner 
rateably what was due to him in respect of capital. 

The decision caused great surprise in accountancy circles, which had not pre¬ 
viously discriminated between an internal and an external loss, i.e. between a loss 
occasioned by the default of a partner, and an ordinary trading loss. As previously 
explained, under the old method the £263 would have been added to the £635, 
and the total loss of £898 would have been borne by the solvent partners in the 
same relative proportions in which they had previously shared profits, namely, 1:1, 
or one-half each. The effect of Mr. Justice Joyce’s decision, however, was that the 
£635 should be shared by all the partners in the same way that they shared or¬ 
dinary profits and losses, i.e. one-third each; but that Wilkins’s £263 and share 
of deficiency should be borne by the solvent partners in the proportion of their 
capitals. For although the solvent partners are not liable to “make good” the 
insolvent partner’s overdraft and share of deficiency, yet inasmuch as his default 
causes a deficiency of assets, it follows that the solvent partners actually hear the 
loss of this amount. And as this loss represents a deficiency of cash, it follows that 
the solvent partners bear this loss of cash in the same proportion in which they 
share the actual cash, namely, in proportion to their capital, i.e. in the ratio which 
each partner’s capital bears to the total capital of the partners. This can be plainly 
seen from the worked example No. 4. 

The decision occasioned much comment and discussion, which finally developed 
into a sharp controversy, raging chiefly round the precise meaning of the judge’s 
words, “making good his share of the deficiency.” Many accountants contended 
it meant that the solvent partner should bring in cash; others contended this was 
unnecessary, so long as there was a sufficient credit balance in his Capital Account 
to liquidate his share of the firm’s deficiency. The arguments and counter¬ 
arguments are as follows— 

1. The solvent partner should bring in cash, which should be debited to Cash 
Account and credited to the Deficiency Account, thus actually carrying out the 
letter of the law, and “making good” their shares of the deficiency. The arguments 
against this course are: (1) that it is unreasonable to ask a partner to bring in cash 
when he already has a credit balance in his Capital Account; (2) that it might be 
impossible, as the partner might have sunk the whole of his capital in the business; 
(3) that it is quite contrary to accountancy practice in other cases, where, if the 
result of a realization is to place a partner’s account in debit, such deficit is often 
made good by transfer from his Current Account, and even from his Loan Account 
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*• Profit on Realization 

a and , ‘^ bort are i n partnership, sharing profits 

and losses two-thirds and one-third respectively. The state of affairs 

at the date of the dissolution is as follows_ 


BALANCE SHEET 


Liabilities 

Sundry Creditors 

Capital A/cs— 
bong . 

Short .... 

£ 

2,750 

3,540 

2,107 

Assets 

Cash . . . . 

Sundry Debtors . 

Stock . 

Fixtures and Fittings . 

£ 

725 

2,168 

4,029 

1,475 


£8,397 


£8,397 


• e r and I ittin g s are taken over by Long at the agreed 

P lce ° £ ,425. The Debtors and Stock realize £ 7,265, and the 
xpenses of winding up are £115. Close the books of the firm, 
showing the Ledger Accounts. 


Dr. 


REALIZAT 


To Sundry Assets 
,, Cash (Expenses) 

,, Balance (profit)— 
Long, f £602 

bhort, $ 301 



ACCOUNT Cr. 




£ e 


By Cash . 

7,265 


,, Long (Capital A/c) 



Fixtures taken 



over as agreed . 

1,425 



£8,690 
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Dr. CASH BOOK Cr , 


To Balance 

£ 

725 

By Realization A/c (Ex¬ 

£ 

,, Realization A/c— 

Proceeds of Sale of 


penses) 

, Sundry Creditors . 

115 

2,750 

Assets 

7,265 

,, Balance— 



£7,990 

Long 

Short . . . 

2,717 

2,408 

£7,990 


Dr. SUNDRY CREDITORS Cr. 




£ 



£ 


To Cash . 

2,750 


By Balance 

2,750 

Dr. 

LONG.—CAPITAL ACCOUNT 

Cr. 



£ 



£ 

To Fixtures, etc. 

1,425 


By Balance 

3,540 

,, Cash . 

2,717 


,, Realization A/c— 





§ Profit . 

602 


£4,H2 



£4,142 


Dr. SHORT.—CAPITAL ACCOUNT Cr. 




£ 



£ 


To Cash . 

2,408 


By Balance 

2,107 





,, Realization A/c— 






i Profit 

301 



£2,408 



£2,408 


2. Loss on Realization 


Example. Topping and Bottomly are in partnership, sharing 
profits and losses two-thirds and one-third respectively. The follow¬ 
ing is the state of affairs at the date of dissolution— 


BALANCE SHEET 


Liabilities 

£ 

Assets 

£ 

Sundry Creditors 

3,344 

Cash .... 

638 

Topping (Loan A/c) 

1,200 

Sundry Debtors . 

3,146 

Capital A/cs— 


Stock . 

4,285 

Topping 

4,025 

Fixtures and Fittings . 

1,275 

Bottomly 

2,275 

Goodwill . . . . 

1,500 


£10,844 


£10,844 
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Dr. 


HIGH.—CAPITAL ACCOUNT 


Cr. 



To Realization A/c 
(i of Loss) 

I 

£ 

828 


By Balance 
,, Cash . . 

£ 

765 

63 

£828 

£828 

Dr. 

LOWE.—CAPITAL ACCOUNT 

Cr. 


To Realization A/c 

£ 


By Balance 

£ 

430 


(1 of Loss) 

552 


w w 

n Cjisll • • • 

122 



£552 



£552 


Note. \V ith this example the student finds himself confronted at the outset 
vvuh the difficulty of ascertaining the book value of the Assets that were sold. 
Sin h a difficulty often presents itself in connexion with examination work. It is 
solved as follows: The total of the Liabilities side of the Balance Sheet was £3,945 
(£7^5 4“ £430 -f - £2,/50). Inasmuch as the two sides of the Balance Sheet equal 
each other, the total^ value of the Assets must have been £3,945; and since the 
Cash in hand was £76, the book value of the other Assets must have amounted to 
£3,869 (£3,945 less £76). 

4* A Loss on Realization, some partners being solvent 
and some insolvent, necessitating the rule of 
Garner v. Murray being applied 

Example. A, B, and C arc in partnership, sharing profits and 
losses three-sixths, two-sixths, and one-sixth respectively. The state 
of affairs at the date of dissolution is as follows— 


BALANCE SHEET 


Liabilities 

£ 

Assets 

£ 

Sundry Creditors 

3,875 

Cash .... 

986 

A (Loan A/c) 

250 

Sundry Debtors . 

3,056 

Capital A/cs— 


Stock . 

1,844 

A 

1,520 

Fixtures and Fittings . 

720 

B 

1,120 

C, Capital A/c {Dr. balance) 

159 


£6,765 


£6,765 


The assets other than Cash realized £4,844, and the expenses of 
winding up are £52. A and B are solvent, but C is unable to bring 
in anything. Make the necessary adjustments, and dravv up a 
Balance Sheet showing the position of affairs before applying the 
Garner v. Murray rule, after which close the books of the firm show¬ 
ing the Ledger Accounts. 
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Dr. 


CASH BOOK 


To Balance 

„ Realization A/c (Proceeds 
of Sale of Assets) . 

,, Deficiency A/c (Cash 
brought in)— 

A . 

B 


Cr. 


To Balance b/d . 


Dr. 


£ 


986 

By Realization A/c (Expen¬ 

4,844 

ses) .... 

,, Sundry Creditors . 

414 

276 

,, A (Loan A/c) 

„ Balance c/d . 

£6,520 


2,343 

■ 


REALIZATION ACCOUNT 


52 

3,875 

250 

2,343 


£6,520 


Cr. 


£ 

To Sundry Assets . 5,620 
,, Cash (Expenses) . 52 


£5,672 


By Cash (Proceeds of 
Sale) 

„ Deficiency A/c 
(transfer)— 


4,844 


A| 

£414 

B | 

276 

Ci 

138 


- 828 


£5,672 


Dr. 


Dr. 


To Cash 


SUNDRY CREDITORS 



£ 

To Cash . 

. 3,875 


By Balance 


A.—LOAN ACCOUNT 


£ 

250 


By Balance 


Cr. 

£ 

3,875 


Cr. 


£ 

250 


Dr. 


DEFICIENCY ACCOUNT 


To Realization A/c, 

Joss b/f . . 828 


To Balance b/d. 


£828 

138 


Cr. 


By Cash— 

£ 

A . 

414 

B . 

276 

» Balance c/d 

138 


£828 
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The position of affairs before the solvent partners paid in their 
shares of the firm’s deficiency was as follow: 


BALANCE SHEET 


Liabilities 

£ 

Assets 

£ 

Capital A/cs— 

Cash . 

1,653 

A. 

1,520 

C—Overdrawn . 

159 

B 

1,120 

Deficiency of Firm (loss on 
Realization) . 

828 


£2,640 


£2,640 


which subsequently becomes— 

BALANCE SHEET 


Liabilities 

£ 

Assets 


£ 

Capital A/cs— 

Cash . , , 

9 

2 343 

A . . . . 

1,520 

C— 



B. 

1 1,120 

Capital A/c Over¬ 





drawn 

£159 




Share of Deficiency 

138 

297 


£2,640 



£2,640 


Applying the Garner v. Murray rule, the solvent partners will 
receive and lose the following amounts— 

A receives of £2,343 = £1,349 and loses of £297 = £171 

B » Mill °f £2,343 = £ 994 and loses Ji|* of £297 - £126 

The Ledger Accounts will be as follows— 


Dr. 


A.—CAPITAL ACCOUNT 


Cr. 



To Cash . 

„ Transfer from C’s 
A/c 

£ 

1,349 

171 


By Balance 

£ 

1,520 

£1,520 


Dr. 

B.— 

CAPITAL ACCOUNT 

Cr. 

| 

To Cash . 

£ 

994 


By Balance • 

£ 

1,120 


,, Transfer from C’s 






A/c 

126 






£1,120 







Dr. 
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y y 


-x' -— - v ^ v ' 

drawn) 

Share of Firm’s 
Deficiency 


Dr. 


£ 


159 


138 


£297 


CASH 

BOOK 


By Transfer to— 

A, Capital A/c 


Cr. 

£ 

171 

126 


£297 


Cr. 


To Balance 


£ 



2,343 


By Capital A/cs— 

A 



** 

B . 

£2,343 




£ 

1,349 

994 


£2,343 


Pri T tC Garner "■ Murra y Deeision. Prior to the 

drawn by the insolvent partner, together with his share of the firm’s 
deficiency, constituted a loss to be treated like ordinary partnership 
trading losses, ,. e . to be borne by the solvent partners in the same 
reluliw proportions in which they shared profits. For the sake of 
illustration consider the previous example, the Balance Sheet of 
w hich would have appeared as follows— 

BALANCE SHEET 


Liabilities 
Capital A/cs— 

A . 

B . 


£ 

Assets 


Cash ... 

1,520 

C. Capital— 

1,120 

Overdrawn £159 

Share of Deficiency 138 

£2,640 

• 


£ 

2,343 


297 


£2,640 


« uidi pioms in me ratio ot 3: 2, and would therefore 

fifths th Tl ° SS °1 th fi £ . 297 '? the P ro P orti °ns of three-fifths and two- 
hlths. Thus, the final result would have been as under_ 


BALANCE SHEET 


>. 


d. 


Liabilities £ 

Capital A/cs 

A r • . . 1,520 - _ 

Less l oi £2^ 178 4 - 


B 


• • . 1,120 - - 
L*ss § of £297 118 16 - 


£ s. d. 

Assets 


Cash . 

1,341 16 - 


1,001 4 - 


£2,343 - - 

i 


£ s. d. 
2,343 - - 


£2,343 - - 
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Present Differences of Opinion « G ^ner ^M^ray De- 
cision. Many accountants do not even now adnutAc^wnt 
nartners’ obligation to bring in cash to make good their shares ot 
ffiSS. defidency. They merely bring the 

into account, i.e. assume these amounts to be part of the cash ^vadaWe. 
It makes no difference to the final answer as can be seeni h 
following, which represents their method of working the “^ P 
question 8 The position of affairs after realization was as follows 


Liabilities 
Capital A/cs— 

A 

B . 


BALANCE SHEET 


1,520 

1,120 


£2,640 


Assets 

Cash • • 

C.—Capital—Overdrawn . 
Deficiency of Firm (Loss on 
Realization) . 


£ 

1,653 

159 

828 

£ 2^640 


Bringing the contributions into account, we arrive at the following 


position 


Liabilities 
Capital A/cs— 

A 

B . 


BALANCE SHEET 


1,520 

1,120 


£2,640 


Assets 

Cash 

A’s Contribution to 
ciency, o of £H28 
B’s Contribution to 
ciency, I of £*>28 


Deft- 

Defi- 


C—Overdrawn . • £^^ 

Share of Deficiency, 
i of £828 . •Jf 


1,653 

414 

276 

2^343 


297 

£ 2^640 


. an d 

The amount of cash available h “ 
must be applied to the repayment of the P f wiU rec eive «s, 

The final statement showing how much ea p 
therefore, as shown on next page. 
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FINAL STATEMENT 


Amounts due to Partners in 
respect of Capital— 

A— 

MJS of£2,343 = £1,349 
Less Contribution 

due . . 414 


B 


JiiS of £2,343 = 
Less Contribution 
due 


£994 

276 


Cash 


£ 

1,653 


935 


71S 


£1,653 


£1,653 


5 . A Loss on Realization, and all the partners 
insolvent, the Creditors being paid a dividend 

Example. Jones and Brown are in partnership, sharing profits 
and losses two-thirds and one-third respectively. The following is 
the state of affairs at the date of dissolution— 


BALANCE SHEET 


Liabilities 

£ 

Assets 

£ 

Sundry Creditors 

6,270 

Cash .... 

405 

Capital A/cs— 


Sundry Debtors. 

4 

2,342 

Tones .... 

2,100 

Stock .... 

2,070 

Brown .... 

1,200 

Fixtures and Fittings . 

1,486 



Goodwill . . . . ! 

3,267 


£9,570 


£9,570 


The Assets other than Cash realize £4,465, and the expenses of 
winding up are £176. Close the books of the firm. 

Dr. CASH BOOK Cr. 


To Balance 

£ 

405 

By Realization A/c (Expen- 

£ 

,, Realization A/c— 

(Proceeds of Sale of 
Assets) . 

4,465 

,, ses) .... 

,, Sundry Creditors— 

Dividend of approx. 

176 

£4,870 

14s. 1 lfd. in the £ on 
£6,270 . 

4,694 

£4,870 
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Dr. REALIZATION ACCOUNT Cr. 


To Sundry Assets 
,, Cash (Expenses) . 

£ 

9,165 

176 

i 

» 

By Cash (Proceeds of 
Sale) 

,, Balance (loss car¬ 
ried to Profit 
and Loss A/c) . 

£ 

4,465 

4,876 


£9,341 



£9,341 

.-- ra 


Dr. SUNDRY CREDITORS Cr. 



£ 



£ 

To Cash (Dividend of 



By Balance • 

6,270 

approx. 14s. 





ll|d.in£) . 

4,694 




,, Balance trans¬ 





ferred to Profit 





and Loss A/c . 

1,576 





• £6,270 



£6,270 


Dr. 


PROFIT AND LOSS ON REALIZATION ACCOUNT 

Cr. 

To Realization A/c— 
(Balance b/f) . 

£ 

4,876 


By Balance from 

Sundry Crs. A/c 

£ 

1,576 

£4,876 

■■■ 


,, Capital A/cs— 
Jones § £2,200 
Brown $ 1,100 

3,300 


Dr. 


JONES.—CAPITAL ACCOUNT 


Cr. 


To Profit and Loss 
A / c • • 

£ 

2,200 


By Balance 
„ Balance c/d 


£2,200 



To Balance b/d 

100 


By Brown Capital 

A/c (transfer) . 


£ 

2,100 

100 

£ 2,200 


ICO 
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Dr. BROWN.—CAPITAL ACCOUNT Cr. 



To Profit and Loss A/c 
,, Balance c/d 

£ 

1,100 

100 

% % 

Bv Balance . 

£ 

1,200 



£1,200 



£1,200 


To Jones Capital A/c 
(transfer) 

100 


By Balance b'd 

ICO 


Note. In this case a Profit and Loss Account is opened, debited with the loss 
on realization, and credited with the unpaid balance of the Creditors’ Account, 
which makes a paper profit. The balance of the Profit and Loss Account is carried 
to the Capital Accounts in the usual way. The Capital Accounts are then closed 
by transfer of their corresponding but opposite balances. 


Alternative Form of Realization Account. In some cases, the 
Asset Accounts are not closed by transfer to a Realization Account, 
being left open. The cash received for the assets is debited in the 
Cash Book and credited to the various Asset Accounts, the balances 
of which, representing either gains or losses, arc carried to a Realiza¬ 
tion Profit and Loss Account. The actual gain or loss on each asset 
is thus easily perceived. For examination purposes, the method al¬ 
ready outlined is recommended. 

Example. Smith and Roff are equal partners in a retail concern. 
T hey decide to retire, and sell their business on 31st December, the 
position of affairs on this date being as follows— 

BALANCE SHEET 


Liabilities 

£ 

Assets 

£ 

Sundry Creditors • 

720 

Cash at Bank 

620 

Capital A/cs— 


Sundry Debtors. 

1,670 

Smith .... 

3,500 

Stock-in-trade . 

2,480 

Roff .... 

2,SCO 

Lease .... 

1,300 



Fixtures and Fittings . 

a 

650 


£6,720 


£6,720 


The Lease was sold for £1,650, Fixtures and Fittings for £725, 
and Stock for £2,450. The Book Debts realized only £1,550, £45 
being allowed for discount. The creditors were paid £700 in full 
settlement. The expenses of winding up were £55. Close the books 
of the firm, showing the result of the realization, and detailing the 
various Ledger Accounts. Show also the payment to each partner 
of the amount actually due to him. 
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Dr. LEASE Cr. 


19. . 
Jan. 1 
Dec. 31 

To Balance . 

,, Realization A/c 
(gain) . 

£ 

1,300 

350 

19.. 
Dec. 31 

By Cash 

• 

• 

£ 

1,650 



£1,650 





£1,650 


Dr. FIXTURES AND FITTINGS Cr. 


19. . 
Jan. 1 
Dec. 31 

To Balance . 

,, Realization A/c 
(gain) . 

£ 

650 

75 

19. . 
Dec. 31 

By Cash 

• • 

£ 

725 



£725 




£725 


Dr. 


19.. 

Jan 1 


SUNDRY DEBTORS 


Cr. 



£ 

19.. 


To Balance . 

1,670 

Dec. 31 

By Cash 



„ 31 

,, Discount 



„ 31 

„ Bad Debts 


£1,670 




£ 

1,550 
45 
75 

£ 1.670 


Dr. 


STOCK 


19. . 


£ 

19.. 

Jan. 1 

To Balance . 

2,480 

Dec. 31 




„ 31 



£2,480 



By Cash 

,, Realization A/c 
(loss) . 


Cr. 

£ 

2,450 
30 

£2,480 


Dr. 


SUNDRY CREDITORS 


19.. 


£ 

19.. 

By Balance . 

Dec. 31 

To Cash 

700 

Jan. 1 

„ 31 

„ Discount 

20 





£720 




Cr. 

£ 

720 
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Dr. BAD DEBTS Cr. 


19.. 


£ 

19.. 


£ 

Dec. 31 

To Sundry Debtors 

75 

Dec. 31 

By Realization A/c 

(loss) . 

75 


Dr. DISCOUNTS RECEIVED Cr. 


19.. 


£ 

19.. 


£ 

Dec. 31 

To Realization A/c 


Dec. 31 

By Sundry Crs. 

20 


(gain) . 

20 




Dr. 

DISCOUNTS ALLOWED 

Cr. 

19.. 


£ 

19.. 


£ 

Dec. 31 

To Sundry Drs. 

45 

Dec. 31 

By Realization A/c 






(loss) . 

45 

Dr. 

REALIZATION PROFIT AND LOSS ACCOUNT 

Cr. 

19.. 

Losses 

£ 

19.. 

Gains 

£ 

Dec. 31 

To Stock 

30 

Dec. 31 

By Lease 

350 


,, Discounts 



„ Fixtures and 



allowed 

45 


Fittings 

75 


,, Bad Debts 

75 


„ Discounts 



„ Cash (Ex¬ 



Received 

20 


penses) 

55 





„ Capital A/cs 






(net gain)— 






Smith £ £120 






Roff & 120 







240 






£445 



£445 

Dr. 

SMITI 

| * 

T—CAPITAL ACCOUNT 

Cr. 

19.. 


£ 

19.. 


£ 

Dec. 31 

To Cash 

3,620 

Jan. 1 

By Balance . 

3,500 




Dec. 31 

„ Realization A/c 






(} profit) 

120 



£3,620 



£3,620 
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Dr. 

ROFF.—CAPITAL ACCOUNT 

Cr. 

19. . 
Dec. 31 

To Cash . 

• 

£ 

2,620 

19.. 
Jan. 1 
Dec. 31 

By Balance . 

„ Realization A/c 
(i Profit) 

£ 

2,500 

120 




£2,620 



£2,620 

Dr. 



CASH 

BOOK 


Cr. 

To Balance 
,, Lease . 

,, Fixtures and Fittings 
,, Sundry Debtors 
„ Stock . 

• 

• 

• 

• 

• 

£ 

620 

1,650 

725 

1,550 
2,450 

By Sundry Creditors . 

,, Realization A/c (Expen¬ 
ses of Winding up) 

,, Capital A/cs— 

Roff . £2,620 

Smith . 3,620 

£ 

700 

55 

6,240 










£6,995 


i 

£6,995 


QUESTIONS 

1. In what three ordinary ways may a partnership be dissolved? 

2 Explain what effect the following have upon the duration of a partnership: 
(") Bankruptcy; (b) death; (c) charge; (d) illegality. 

d. In what six cases can a dissolution ol partnership be decreed by the Court? 

. iat notice must be given to creditors and others when a dissolution or 
change of partnership takes place? 

5. Explain what is meant by the “continuing authority of partners for winding- 
up purposes. ° 

b. State the legal rule for adjusting losses, and distributing assets, on the dis- 
solutum of a partnership, where no agreement to the contrary exists. 

/. Submit a formula for dealing in the books with an ordinary dissolution of 
partnership. 

H. When the result ol a dissolution is to place a partner’s Capital Account 
temporarily in debit, what is that partner’s duty with reference thereto? 

‘ • Explain briefly the Garner v. Murray decision, and the consequent treatment 
of accounts in the books. 

lb. When, on a dissolution of partnership, the assets realize only sufficient to 
pay the creditors a dividend, how are the accounts in the books closed? 


EXERCISE XIII 

Messrs. Black and White were equal partners in a retail boot shop. They 
decided to retire and dispose of their business as on 31st December. At the close 
of the year their Balance Sheet was as follows— 


Balance Sheet 


B. Black, Capital A/c 

£ 

3,050 

Lease 

£ 

1,250 

W. White 

960 

Fixtures . 

220 

Sundry Creditors 

480 

Sundry Debtors 

840 



Stock 

2,060 



Cash at Bank . 

. 120 


£4,490 


£4,490 
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The Lease and Fixtures were disposed of for £2,700, and the cash duly received. 
The Book Debts were collected, and realized £752. The stock was sold by auction, 
and produced £1,340 after payment of commission and expenses. The Sundry 
Creditors were paid off, £38 being allowed for discount. The expenses of reali¬ 
zation amounted to £87. 

As book-keeper to the firm, prepare whatever accounts may be necessary to 
show the result of the realization and the amount receivable by each partner. 

(London Chamber of Commerce.) 

2. Black and White are equal partners, and their Balance Sheet stands as 
follows— 

Assets'. Cash, £400; Debtors, £2,000; Stock, £1,500; Machinery, £2,000. 

Liabilities'. Creditors, £1,800; Black’s Capital, £2,900; White’s Capital, 

£ 1 , 200 . 

They decide to dissolve partnership, and the assets realize the following amounts: 
Debtors, £1,880; Stock, £1,200; Machinery, £1,800. They receive £100 as 
Discounts from creditors, and the expenses of realization amount to £230. Prepare 
Ledger Accounts showing the result of the winding up. 

3. Black and White have been in business together for three years ending 
31st December, at which date they agree to dissolve partnership. Black takes over 
the business and agrees to pay White £1,800 for his share of the Goodwill. 

Black has drawn out £500 each year and White £650 each year. Black’s capital 
at the start was £3,0C0 and White’s £4,000. 

The profits of each year were £1,000, £1,200, and £1,350 respectively. There 
was no deed of partnership and no arrangement as to interest on Capital. Draft 
Capital Accounts (in White’s show the amount he will receive on going out), 
Profit and Loss Account in Black and White’s books, and Goodwill Account in 
Black's books. 


4. The position of a business firm is as follows— 


Balance Sheet 


Liabilities 

£ 

Assets 

Creditors . 

2.020 

Cash at Bank . 

Capital A/cs— 


Debtors . 

Robinson 

3,120 

Stock 

Larkin . 

2,760 

Goodwill 

Sparrow 

2,150 

£10,050 



£ 

1,530 

2,460 

3,754 

2,300 


£10,050 


The partnership is dissolved, the assets realized, and the creditors duly dis¬ 
charged. What will be the share of each partner— 

(a) If the assets realize their book value, and the partners share profits equally ? 

{b) If the Debtors realize £2,400; Stock, £3,800; Goodwill, £2,500; and 

partners share profits in the proportions of 5, 4, and 3? 

(c) If the Debtors realize £2,200; Stock, £3,198; and the partners share 
profits equally? 


5. Hawker and Haigh are in partnership, sharing profits and losses fths and 
6-th respectively. They dissolve partnership, and their Capitals on this date are* 
Hawker, £3,700; and Haigh, £550. The total liabilities of the firm amount to 
£6,000; which sum includes £1,5C0 due to Hawker for Advances, and £250 due 
to Haigh for Advances. The assets of the firm realize net £7,230. Draw up ac¬ 
counts, showing the final result of the realization and the amounts receivable bv 
the partners respectively. 7 
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6. Rogers and Hawley are in partnership, sharing profits and losses fths and 
fths respectively. Rogers’ Capital is £8,500 and Hawley’s is £5,500. The partner¬ 
ship is dissolved and the assets realized with the following results— 


Debtors 

Stock 

Plant and Machinery 
Lease. 


£ £ 

. 9,020 produced 8,835 

. 4,650 „ 4,460 

. 3,850 „ 3,700 

. 2,000 „ 2,000 


The expenses of winding up were £110. Out of the Cash at Bank, together with 
the sum realized by the assets, the Creditors’ claims amounting to £7,520 were 
duly discharged. Draw up the necessary accounts to show the final result of the 
realization and the amounts received by the partners respectively. 


7. Linton, Price, and YVesterby dissolve partnership and realize the assets. 
After realization, the firm’s Bank balance stood at £16,144. The Capital Accounts 
of the partners are: Linton, £5,0C0; Price, £4,000; YVesterby, £3,000. Linton 
had also advanced £650 to the firm by way of Loan. The Creditors amount to 
£6,230. The partners share profits and losses in proportion to their Capitals. 
How should the £16,144 be distributed? 


8. Wood, Harrison, and Batty are partners, and divide profits in the propor¬ 
tions of 4, 3, and 2 respectively. The partnership is dissolved, and the state of 
affairs on date of dissolution is as follows— 



Balance Sheet 


Liabilities 

£ 

Assets 

£ 

Creditors . 

2,755 

Cash at Bank . 

475 

Capital A/cs— 


Bills Receivable 

150 

Wood . 

5,000 

Debtors . 

8,420 

Harrison 

3,500 

Stock 

2,360 

Batty . 

2,500 

Plant 

2,350 


£13,755 


£13,755 


The assets realize £437 less than their book value. The expenses of winding 
up are £85. What amounts are payable to the partners respectively? 

9. Partridge and Paterson entered into partnership for five years, and shared 
profits and losses as 2 to 1. Partridge’s initial Capital was £3,500 and Paterson s 
£850. The partnership deed provided that on the termination of the co-partnery 
the proceeds of realization, after liquidating the Creditors’ claims, should be 
divided according to the partner’s shares and interests therein. Accounts have 
been drawn up annually, and profits, losses, and drawings have been duly 
adjusted. At the end of the fifth year, Partridge’s Capital is £4,000 and Paterson’s 
£450. The balance of Cash remaining after paying all expenses and the Creditors 
amounts to £2,020. Adjust the partners’ Capital Accounts. 

10. Finchley and Williams dissolve partnership. The business is sold for £13,660 
net, and this amount stands to the credit of the firm’s banking account. The 
Capitals of Finchley and Williams are £5,450 and £1,800 respectively. Finchley 
has also advanced to the firm £1,500 by way of Loan. The Creditors’ claims 
amount to £4,520. The partners share profits and losses: Finchley, §rds; and 
YVilliams, £rd. How should the £13,660 be distributed? 
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11. X, Y, and Z dissolve partnership, 
the position of affairs— 

Balance 


and, after realization, the following is- 
Sheet 


Liabilities 
Creditors . 

Capital A/cs— 

X . 

Y . 

Profit on Realization 


£ 

464 

6,000 

5,000 

520 


Assets 

Cash at Bank 

Z—Capital A/c overdrawn 


£ 

11,550 

434 


£11,984 


£11,984 


The partners share profits and losses as follows: X, Y, y 0 -; and Z, £. Z is 
quite unable to contribute anything. Draw up the final accounts. 

12. The partnership of X, Y, and Z came to an end on 25th April. X’s Capital 
was £6,600; Y’s, £4,400; while Z had overdrawn to the extent of £350. Profits 
and losses were shared in the proportions of 3, 2, and 1. 1 he assets were: Cash 
at Bank, £425; Bills Receivable, £950; Debtors, £6,730; Plant, £3,500; Stock, 
£3,500. The liabilities were: Bills Payable, £805; Bank Overdraft, £2,000; 
Creditors, £1,650. Z is insolvent, but his partners recover £90 from his separate 
estate. The assets realized the following sums: Bills Receivable, £925; Debtors, 
£6,500; Plant, £3,000; Stock, £3,300. The expenses of winding up amounted 
to £185. Draw up the final accounts, and show what each partner will receive. 

13. The partnership A, B, and C came to an end on 31st December. The 

Capital of A was £5,000, and of B £4,000, while C's account was overdrawn ta 
the extent of £500, and he had no outside means. Profits and Losses were shared 
in the proportions of A 4, B and C £. Their assets amounted to £8,870, and 
their liabilities to £370. The business was sold for £10,000. Show the partners' 
accounts after the sale had been effected. ( Chartered Accountants.) 

14. Hawker, Jocelyn, and Temple are in partnership, sharing profits and 
losses three-sevenths, two-sevenths, and two-sevenths respectively. The following 
is the position of affairs after dissolution and realization— 


BALANCE SHEET 


Liabilities 

£ 

Assets 

£ 

Capital A/cs— 


Cash 

900 

Hawker . 

1,800 

Temple—Overdrawn . 

200 

Jocelyn . 

Nil 

Deficiency of Firm 

700 


£1,800 

• 

£1,800 


Temple is insolvent and unable to contribute anything. Prepare final account 
showing the amount of Cash received by Hawker. 


15. The following is the final position after dissolution of a 


partnership— 


Liabilities 
Capital A/c— 
Hawkins 


BALANCE SHEET 


£ 

1,500 


Assets 

Cash 

T emplar—Overdrawn 
Joyce—Overdrawn 


£1,500 


£ 

1,000 

300 

200 


£1,500 
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What is the position and procedure if Templar and Joyce are (a) solvent and able 
to contribute their deficits; ( b ) able to contribute part of their overdrafts; (c) 
unable to contribute anything? 


16. Brown, Jones, and Robinson were in partnership as Coal Merchants. On 
31st December their Balance Sheet showed the following position of affairs— 


BALANCE SHEET 


Liabilities 

£ 

Assets 

£ 

Sundry Creditors 

3,000 

Cash in hand and at Bank . 

1,400 

Loan on Mortgage 

400 

Sundry Debtors 

4,000 

Brown—Capital A/c £2,500 


Stock .... 

1,500 

Drawings A/c 1,000 


Horses, Carts, etc. 

500 

3,500 

Freehold Property 

1,000 

Jones—Capital A/c £1,500 
Drawings A/c 500 

2,000 

£8,900 

Robinson—Overdrawn . 

500 

£8,900 


They shared profits and losses in the proportions of Brown one-half, Jones 
one-third, Robinson one-sixth. It was decided to dissolve the partnership as at 
the date of the above Balance Sheet. The Freehold Property realized £1,300. 
Bad Debts and Discounts allowed amounted to £500. The Stock realized £1,200, 
and the Horses, Carts, etc., £300. The mortgage on the property was duly paid 
off. The Creditors were also paid, less discounts amounting to £100. The costs 
of realization amounted to £300. After the assets had been realized and all the 
liabilities discharged, Robinson became bankrupt, and a claim was made against 
his estate for the amount due from him to the firm on the dissolution, and a 
dividend thereon at the rate of6s. 8d. in the £ was received. Write up the Realiza¬ 
tion Account; the Cash Account, and the Capital and Drawing Accounts of the 
partners, and close the books of the firm. (Chartered Accountants.) 


17. Morgan and Newell are in partnership, sharing profits and losses two- 
thirds and one-third respectively. The following is the state of affairs at the date 
of dissolution— 

BALANCE SHEET 


Liabilities 
Sundry Creditors 
CapitalA/cs— 
Morgan . 

Newell . 


£ Assets £ 

. 12,000 Cash. 900 

Sundry Debtors . . . 4,082 

4,720 Stock .... 4,320 

. 2,462 Fixtures and Fittings . . 3,080 

Goodwill .... 6,800 

£19,182 £19,182 


The assets, other than Cash, realize £8,600, and the expenses of winding up 
are £300. Close the books of the firm. It is assumed that nothing is forthcoming 
from the private estates of the partners. 
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18. Wyatt and Dawson are equal partners in a retail concern. They decide to 
retire, and sell their business on 31st December, the position of affairs on this date 
being as follows— 

BALANCE SHEET 


Liabilities 

£ 

Sundry Creditors 

900 

Capital A/cs— 


Wyatt 

6,000 

Dawson . 

4,000 


£10,900 


Assets £ 

Cash at Bank . . . 1,000 

Sundry Debtors . . . 1,900 

Stock .... 5,000 

Fixtures and Fittings . . 1,000 

Lease .... 2,000 


£10,900 


The Lease was sold for £3,000, Fixtures for £1,100, and Stock for £4,600. The 
Book Debts realized only £1,800, £60 being allowed for discount. The Creditors 
were paid £860 in full settlement. The expenses of winding up were £64. Close 
the books of the firm, showing the result ol the realization, and detailing the 
various Ledger Accounts. Show also the payment to each partner of the amount 
actually due to him. 

19. Johnson, Moore, Elliott, and Graham are in partnership. After the annual 
accounts have been prepared and signed as at 31st December, it is discovered 
that interest on Capital at 5 per cent per annum has been inadvertently omitted. 
Instead of re-opening the books and altering the Balance Sheet, it is decided to 
make an adjusting entry at the beginning ol the new year. I he Capitals of the 
partners are: Johnson, £8,500; Moore, £5,500; Elliott, £5,500; Graham, 
£4,500; and profits arc divisible thus: Johnson, Jrd; Moore, |th; Elliott, Jth; 
Graham, £th. Give the one Journal entry that would be required to adjust the 
above matter. 


20. X and Y are in partnership. X has a capital of £8,000 and Y has a capital 
of £5,000. They agree to admit Z as a partner with £4,600, £1,300 of which is 
to be considered as payment for a share of the Goodwill, and to be credited to X 
and Y in proportion to their Capitals. How should the profits be divided in order 
that each partner shall receive a share proportionate to his Capital in the concern? 


21. Messrs. Farmer and Right (who share profits ^ths and *ths respectively) 
had the following balances in their books on 31st December— 


Acceptances to Creditors 
Salaries, Travellers, etc. 
Discounts received 
Cash at Bank 
,, in hand 
,, Creditor 
Bad Debts Provision, 
1st January 
Suspense A/c {Dr. 
balance) 

F. Farmer—Capital 
A/c 

R. Right—Capital A/c 
Purchases . 

Sales Ledger Balances . 
Stock, 1st January 


£ 


d. 


£ 

s. 

d. 

997 

12 

— 

Plant and Machinery . 

2,950 

— 

— 

780 

— 

— 

Rent, Rates, Taxes, etc. 

566 

— 

— 

276 

— 

— 

Bad Debts . 

135 

— 

— 

929 

10 

6 

Carriage . 

279 

— 

— 

30 

10 

6 

Sundry Expenses 

379 

— 

— 

2,000 

— 

— 

Manufacturing Wages 

1,897 

— 

— 




F. Farmer—Drawing A/c 

420 

10 

6 

129 

— 

— 

R. Right— „ 

320 

10 

6 




Sales 

11,680 

— 

— 

55 

— 

— 

Debtors’ Acceptances . 

1,268 

10 

— 




Discounts Allowed 

426 

— 

— 

4,620 

- 

— 

Legal Expenses . 

35 

— 

— 

3,780 

— 

— 

Returns Outwards 

816 

— 

— 

5,866 

- 

— 

Bought Ledger Balances 

1,954 

— 

— 

3,290 

— 

— 

Returns Inwards 

2,430 

— 

— 

4,195 

- 

- 
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Prepare Trading and Profit and Loss Accounts and Balance Sheet as at 31st 
December, after making the following adjustments— 

Stock, 31st December, £5,692. 

10 per cent Depreciation on Plant. 

£70 Interest due to Cash Creditor. 

Bad Debts Provision, 5 per cent Debtors. 

Provisions for Discounts on Debtors and Creditors, 3£ per cent and 2£ per 

cent respectively. 

Interest on Capital at 5 per cent. 

£10 l ire Insurance (Sundry Expenses) to be carried forward. 

Closing entries through the Journal are required, and also the percentages of 
gross and net profit on the turnover. 

22. \\ m. Smith and Joseph Thompson trade in partnership as Metal Merchants 
under the style of Smith, Thompson & Co., William Smith’s capital being 
£15,000, and Joseph Thompson’s £12,000. 

The Ledger shows the following Balances— 


Office Furniture and 

£ 

s. 

d. 


£ 

s. 

d. 

Fittings . 

473 

8 

2 

Purchases of Copper . 

40,170 

12 

— 

Rent 

200 

— 

— 

„ Tin 

8,426 

18 

9 

Sales of Copper . 

37,445 

7 

1 

„ Iron 

86,983 

7 

2 

,, Tin 

9,476 

3 

8 

,, Pig Iron . 

75,536 

14 

1 

„ Iron 

87,753 

11 

6 

Stocks on hand at 1st 




,, Pig Iron 

76,942 

8 

— 

Jan— 




Discounting Bills 

829 

7 

3 

Copper 

12,008 

— 

3 

Bills Receivable . 

9,814 

15 

— 

Tin . 

875 

11 

4 

Discounts Allowed less 




Iron . 

3,026 

14 

— 

Discounts received . 

4,423 

9 

11 

Office and Warehouse 




Cash in hand 

23 

2 

11 

Expenses 

574 

19 

9 

Sundry Debtors 

7,618 

4 

10 

Carriage . 

1,463 

13 

7 

Sundry Creditors 

6,028 

7 

10 

Wm. Smith, Drawings . 

618 

4 

2 

Salaries of Office Staff 

316 

4 

— 

Joseph Thompson, 




Warehouse Wages 

226 

— 

— 

Drawings 

429 

8 

6 

Bank Interest and 




Midland Bank . Cr. 

2,941 

7 

5 

Commission 

332 

12 

4 

Bills Payable 

6,784 

2 

6 

The Stocks on hand at 31st December 

were— 




Copper 

• • 


• 

. £22,111 

14 2 



Tin . 

• • 


• 

617 

18 10 



Iron 

• • 


• 

6,513 

4 1 




From the foregoing make out Profit and Loss Account and Balance Sheet, 
charging 5 per cent Interest on the Partners’ Capital, and crediting Partners 
with £500 each, Salary. (Union of Educational Institutions.) 


23. Hardy and Ivor are in partnership, sharing profits and losses as to two-thirds 
and onc-third respectively. At 31st August, 19.., their position was— 




Balance Sheet 



Liabilities 


£ 

Assets 


£ 

Creditors . 

• 

3,459 

Cash 

• 

200 

Capital A/cs— 


Debtors 

• 

215 

Hardy . 

• 

708 

Stock 

• 

860 

Ivor 

• 

408 

Fixtures 

• 

1,900 




Motor Vehicles . 

• 

1,400 



£4,575 



£4,575 
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Dissolution takes place, the assets (other than cash) realize ^,040, expenses ot 
realization being £39. Neither partner has any other assets. Close the books ot 

the firm, indicating the composition paid to the Creditors. 

’ & Institute ot Book-keepers.) 


24. In 1932 A set up in business as a sole trader. , 

On 1st January, 1936, B joined him as a partner, B taking one-tlnrd ol the 
profits and paying £1,500 in cash for his share ol the goodwill. 

On 1st January, 1940, C joined the firm as an additional partner, profits 
thereafter being divided between A, B, and C in the proportions 4, and 3. 
Immediately before C’s admission, a goodwill account lor £M 1(1 was raised in 
the books and C paid no separate sum in cash for his share of the goodwi 1. 

From 1940 onwards the goodwill was written down periodically and at the end 
of 1948 stood in the books at £2,000. As on 31st December 1948, the business 

was sold and the amount realized for the goodwill was £ 3 , 400 . 

Draw up a statement showing the net amount gained or lost by each ol the 
partners in respect of goodwill during the whole period from the commencement 
of the business to the final date ol sale. 

(London Chamber of Commerce.) 


25. X and Y are trading in partnership, sharing profits equally; interest on 
capital is allowed at 5 per cent. The books are kept on a “single entry basis, 
and statements drawn up on 31st December, 1947 and 1948, respectively provide 
the following information— 


Assets 

Fixtures and Fittings . 

Stock . 

Debtors . 

Cash . 

1947 

£ 

350 
. 4,369 

1,127 
630 

1948 

£ 

420 

4,670 

1,043 

518 


£6.476 

£6,651 

Liabilities 

1917 

£ 

1948 

£ 

Capital A/cs— 

X. 

Y. 

4,000 

1,800 

4,000 

2,000 

Current A/cs— 

X. 

Y. 

Sundry Creditors 

318 

27 

331 

t 


£6.476 

£ 


Day Books are kept and these show that the net purchases during the year 
1948 amounted to £9,130 and sales to £12,337. Examination of the cash book 
shows that X’s drawings amounted to £960 and Y’s to £720, and that the £200 
additional capital was paid in by Y on 30th June. 

Ascertain the expenses for the year, the net profit (before charging partners’ 
interest) and the balances of the Current Accounts as on 31st December, 1948. 

(London Chamber of Commerce.) 

26. A Partnership consists of three partners: T. Fisher, D. Green, and H. Gray. 
The capitals of Fisher and Green on 1st January were £3,650 each. Gray had 
overdrawn and had £250 to his debit. On 30th June the profits for the half-year 
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to date amounted to £1,256, and were divisible equally. The three partners had 
drawn £250 each; Gray had also drawn £65 extra on 31st March and £40 on 
30th June. Draw up the Profit and Loss and Capital Accounts, allowing interest 
at 5 per cent per annum on Capitals and charging interest at the same rate on 

excess Drawings. 

27. Cowan, Bennett & Co. have made profits during the year of £2,650. The 
partnership consists of C. Cowan and B. Bennett, who are equal partners. On 
1st January, Cowan’s Capital was £5,450, and Bennett's £4,520. Bennett also 
brought in £1,000 on 31st March. Interest is to be allowed on Capital at 5 per 
cent per annum, and Bennett is entitled to a management salary of £300. Cowan 
is entitled to £500 per annum for Rent of the business premises, which are his 
own property. Draw up the Profit and Loss and Capital Accounts. 

28. A. Aplin and C. Charles are in partnership, sharing profits and losses 
three-fifths and two-fifths respectively. They agree to admit P. Paton as a partner 
with a fifth share on condition that he brings in £1,500 Capital, and that the old 
partners are credited with their respective shares of the Goodwill estimated at 
£2,000. Aplin and Charles, as between themselves, are to share profits and losses 
in the same ratio as before. Make the necessary entries in the books, and state 
the partners’ future proportions of profit respectively. 

29. B. Biackburn and P. Pinner are in partnership, sharing profits and losses 
two-thirds and one-third respectively. They agree to admit M. Marsden as a 
partner on condition that he brings into the business £1,800, £240 of which is to 
be regarded as premium for admission, but is to be paid out to the partners m 
the proportions in which they arc entitled to share it. Make the necessary entries 
in the books. 

3(1. G. Gardner and G. Campbell are in partnership, sharing profits and losses 
two-thirds and one-third respectively. They agree to admit R. Reid as a partner 
on condition that he brings in £1,800, £240 of which is to be regarded as premium 
for Goodwill; the money, however, is to remain in the business. Make the 
necessary entries in the books. 


CHAPTER XIV 

BRANCH ACCOUNTS 

Divisions of the Subject. Branch Accounts are generally divided 
into three main classes— 

1. Where the branch book-keeping is done at the Head Office, 
the branch supplying the necessary information, or, as it is termed, 
making returns. 

2. Where the branch keeps its own books, and at balancing time 
forwards a copy of its trial balance for incorporation in the Head 
Office books. 

3. Foreign branches. 

Each of the first two classes is subdivided according as the branch 
is retail or wholesale. Moreover, the kind of business itself exercises 
a not unimportant influence upon the method of book-keeping. 
In some trades the stock is of a perishable nature, in others it 
remains good indefinitely; obviously, therefore, it cannot be dealt 
with in the same way in both cases. 

Transfer of Stock to Branches. When a branch is opened and 
stock is transferred to it from the head establishment, this transfer 
should not be treated as a sale; for it is not a proper sale, but 
merely an issue of goods. The value of the goods should be debited 
to a Branch Account, and credited to a special account entitled 
“Goods Sent to Branches.” At balancing time this latter account 
is closed by transfer to Trading Account. 

Example i. On 1st January a branch establishment was opened, 
and stock value £1,000 was transferred thereto. Show the Journal 
and Ledger entries recording this transaction. 


JOURNAL Dr. Cr . 


19 .. 


£ 

£ 

Jan. 1 

Branch A/c ....... 

1,000 



To Goods sent to Branches .... 


1,000 


* LEDGER 

Dr. BRANCH ACCOUNT Cr. 


19 .. 


£ 



Jan. 1 

To Goods to 




Branches 

1,000 
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Dr. GOODS SENT TO BRANCHES Cr. 


19.. 


£ - 

19.. 


£ 

Dec. 31 

To Trading A/c 

1,000 

Jan. 1 

By Branch A/c 

1,000 


Dr. TRADING ACCOUNT Cr. 




£ 

19.. 


£ 




Dec.31 

By Sales (say) 

15,460 




„ 31 

• 

1 

Goods to Branches 

1,000 


The goods sent to the branches thus appear in the Trading 
Account separately from the sales, instead of being merged in them. 
Supposing such issues of goods had been entered in the Day Book 
like ordinary sales, even though they had been charged to the 
branch at actual cost, i.e. no credit taken for any profit, yet the 
turnover shown by the books would be entirely fictitious, and 
therefore useless for the purposes of comparison or as a basis for 
financial calculations. 

Branch Supplies Book. Where there are several branches, each 
supplied with goods from the head establishment, a tabular “Goods 
Sent to Branches” or “Branch Supplies” book is employed. The 
totals of the columns are debited periodically to the separate Branch 
Accounts and credited to a “Goods Sent to Branches” Account. 
The following is a facsimile of the ruling— 


Date 

Particulars 

Fo. 

Total 

Branch A 

Branch B 

Branch C 









How Goods are Invoiced to the Branch. When branches ar 
opened, the goods supplied to the branches may be charged ou 
them (according to the nature of the business)— 

(1) At cost. 

(2) At a fixed percentage on cost. 

(3) At selling price. . , j 

In the “multiple shop” system, that is, where there is one 

establishment with numerous selling depots, the goods are c a g 
to the branches at selling price. This procedure establishes a 
check upon such branches. What a branch cannot pro 
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money, it must have in stock (taken at selling price); and frequent 
stock-taking will reveal whether there is any leakage or not. 

Where goods are charged to the branches at a price other than 
actual cost, i.e. at a percentage on cost, or at selling pi ice, the 
Branch Supplies Book would be ruled with duplicate columns for 
each branch. One column would record the cost price, for the pur¬ 
pose of the Trading Account; the other column would contain the 
invoice price, so as to facilitate the debiting of the respective 
branches therewith. The following is a specimen of such ruling 




Total 

Branch A 

Branch B 

Date 

Particulars 

Cost 

Invoice 

Cost 

Invoice 

Cost 

Invoice 



Price 

Price 

Price 

Price 

Price 

Price 


1 








Branch Receipts and Payments. The money received by the 
branch for the Cash Sales, and on Ledger Accounts where goods 
are also sold on credit, is either paid in daily at some local bank 
to the credit of the Head Office Account, or else remitted every day 
direct to Head Office. The expenses of the branch, such as Rent, 
Rates and Taxes, Wages, Petty Charges, etc., are paid, in some 
cases, by cheque direct from the Head Office, and, in other cases, 
by means of the imprest system; whatever the branch spends for 
such purposes out of the original sum advanced to it, is repaid 
to the branch by the Head Office. In a few instances, however, 
the wages and expenses are paid out of the cash takings, and only 
the balance remitted to the head establishment. The Cash Book 
kept by the Head Office generally contains extra columns on each 
side to record the receipts from, and payments to, the various 
branches, the totals of these columns being posted periodically to 
the Branch Accounts. The branch itself is provided with a small 
Cash Book for the purpose of recording its daily takings and any 
petty disbursements. 

Branch Returns. In most cases, the branch is called upon by 
the Head Office to make what are termed “Returns.” Where the 
branch sales are exclusively cash, the branch would simply make 
returns of— i 

(1) Its daily takings, with a departmental analysis of such 
cash sales if necessary; 
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(2) Its wages and other expenses, likewise dissected if desired; 

(3) Any commission that had accrued to the assistants or 
manager; and 

(4) Such statistical information respecting its present stock 
and future requirements as the Head Office may direct. 

But where the sales are partly cash and partly credit, addi¬ 
tional particulars have to be furnished, i.e. in connexion with the 
debtors— 

(o) What accounts have been settled since the last return; 

(6) The cash received, the discounts, returns, and allowances 
in connexion with such settlements; 

(7) What debts have become doubtful or bad; 

(8) Particulars of the credit sales since the last return; 

(9) The debtors outstanding at the date of the current return. 
The branch itself usually keeps a small Ledger for the Debtors’ 

Accounts, from the information thus furnished by each branch, 
the Head Office is enabled to write up the various Branch Accounts. 


I. (a) RETAIL BRANCHES 


Example 2 . I rom the following particulars prepare the Branch 
Account as it would appear in the Head Office books. The branch 
sales are for cash only, and the goods sent to the branch have been 
invoiced at cost price— 


Goods from Head Office 
Returns to ,, ,, 

Rates, faxes, and Insurance paid 
Wages paid 

Cash remitted to Head Office 
Stock, 1st Jan. . 

Rent paid 
Stock, 31st Dec. 

Sundry Expenses paid 


JL s ‘ d. 

5,360 11 2 

47 7 11 
75 12 5 
365 4 8 

6,650 14 8 
750 10 6 
130 10 6 
790 16 6 
80 13 9 


Dr. 


BRANCH ACCOUNT 



!9. . 


£ s- d. 

Jan. 1 

To Balance 

750 10 6 

Dec.31 

,, Goods from Head 



Office 

5,360 11 2 

„ 31 

„ Cash (Wages) 

365 4 8 

31 

»» ii (Rent) . . 

130 10 6 

„ 31 

ii „ (Rates, Taxes, 



and Insurance) 

75 12 5 

tt 31 

„ Cash (Sundry Ex¬ 



penses) 

80 13 9 

31 

„ Profit and Loss A/c 



(profit) 

725 16 1 


£ 

7,488 19 1 

19.. 



Jan. 1 

To Balance b/d . 

790 16 6 


19.. 
Dec. 31 

By Cash 

£ *• i 

6,650 14 8 

„ 31 

„ Returns to Head 
Office 

47 7 11 

31 

„ Stock c/d . 

790 16 6 


£ 

7,488 19 1 
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Percentage Added to Cost Price. Whenever goods are in¬ 
voiced to the branch at a percentage on cost price, this percentage 
must be taken into account at balancing time, that is to say, the 
branch purchases, and opening and closing stocks, must be reduced 
to cost in order to arrive at the correct profit. In an office, the cost 
can be easily ascertained by reference to the Cost Price column in 
the Branch Supplies Book; but, in exercises and examination work, 
the cost must be found by arithmetical calculation. The student 
must remember that, if a percentage has been added to the cost of 
goods, the same percentage taken off will not reduce the goods to 
their original value. For example, suppose that £600 worth of goods 
has been sent to a branch with 33J per cent added to the cost; 
the goods would then have been invoiced to the branch at £800. 
Now, 33J per cent taken off £800 will not reduce it to its original 
figure of £600; the following reasoning proves this: On every 

£ 133J, £33J has been added; the increase is, therefore, ^ or jih; 

and one-fourth must, consequently, be taken off in order to bring 
the amount down to cost. 

Whilst this has so often proved to be a stumbling block in exam¬ 
inations, no difficulty should be experienced if the following table 
is borne in mind. 


Where 1 (i.e. 100%) has been added, deduct £ 


) 

5 

5 

5 

* 

and so on. 



>5 


>5 


3 

i 

1 

5 

1 

if 

1 





In the following example (3), the goods received from Head 

Office, and also the stocks at the commencement and end of the 

trading period, have been decreased by one-fourth before being 
dealt with. 5 

Example 3. from the particulars furnished hereunder, write up 

the Branch Account in the Head Office books. The branch sales 

are exclusively cash, and the goods sent to the branch have been 
invoiced at 33J per cent on cost— 


Goods sent to Branch less Returns 
W ages and Salaries paid 
Cash remitted by Branch . 
Stock, 1st Jan. . 

Rates, Taxes, and Insurance paid 
Rent paid . 

Stock, 31st Dec. 

Sundry Expenses paid 


£ j. d. 
7,200 15 4 
380 12 9 
7,068 15 6 
900 12 8 
85 3 11 
150 10 6 
1,020 18 4 
42 11 7 
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Dr. BRANCH ACCOUNT Cr. 


19. . 



£ 

s. 

d. 

19.. 




£ 

s. 

d. 

Jan. 1 

To Balance (Stock) 

675 

9 

6 

Dec.31 

By Cash 

• 

• 

7,068 

15 

6 

Dec. 31 

11 

Goods from Head 




„ 31 

,, Stock c/d 

• 

• 

765 

13 

9 



Office 

5,400 

11 

6 








„ 31 

9 9 

Cash (Rates, Taxes, 













and Insurance) 

85 

3 

11 








„ 31 

9 9 

Wages and Salaries 

380 

12 

9 








„ 31 

9 9 

Rent 

150 

10 

6 








„ 31 

9 9 

Sundry Expenses 

42 

11 

7 








„ 31 

9 9 

Profit and Loss A/c 













(net profit) . 

1,099 

9 

6 








19.. 


£ 

7,834 

9 

3 




£ 

7,834 

9 

~3 













Jan. 1 

To Balance (Stock) b/d 

765 

13 

9 
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Branch Accounts with Double Money Columns. Where the 

Ledger accounts contain double money columns, one to record the 
invoice price, and the other the cost price, such columns possess 
the great advantage of showing clearly, and at a glance, both the 
nominal and the actual gross profits. The percentage added to 
the cost price, when invoicing goods to the branch, is usually the 
estimated or expected rate of gross profit on cost. And when the 
Branch Trading Account is made up at the actual invoice figures, 
both sides should, theoretically, agree. A balance, if any, indicates 
that more, or less, than the anticipated gross profit is being made. 
In the following example, which is a re-working of Example 3, but 
with double money columns, the actual gross profit is short of what 
it ought to be by the sum of £ \ 1 14s. 2d. This fact would, in prac¬ 
tice, lead to a search for a probable error, and possibly to an 
investigation as to whether the figures relating to the goods or 

money were being manipulated. (See page 441.) 

Branch Adjustment Account. Instead of employing dome 
money columns to bring both sets of figures into account, the goo s 
sent to the branch are sometimes posted to the Ledger at the invoice 
price only. It then becomes necessary to open a “Branch Adjus - 
ment Account” in addition to a “ Goods Sent to Branches Accoun , 
if it is desired by means of proper double entry to ascertain 
actual trading profit. This method, applied to the orego 
example (3), will provide the following Ledger accounts— 

BRANCH ACCOUNT _— — 


Dr. 

19.. 
Jan. 1 
Ian .-Dec. 


19.. 
Jan. 1 


To Balance (Stock) 
,, Purchases from 
Head Office 


To Balance (Stock) 
b Id . 


£ *■ d - 

19.. 

900 12 8 

Jan.-Dee. 


Dec 31 

7,200 15 4 

„ 31 

8,101 8 - 


1,020 18 4 



By Cash remitted • 

,, Stock c/d . b 

„ Branch Adjustment 

A/c (apparent 
ioss) . • c 


£ *• d : 
7,068 15 6 

1,020 18 4 


II 14 2 


8,101 8 - 



BRANCH ACCOUNT 


6 


45 

O C 

o •- 
> *- 
C P- 


t 

O 45 

o.a 

C Pi 


w 

w. 

Q 


-«S«C 05 


x | 

X 

^ X X 


05 

X 

X X 

X CO 


X 

X 

O 

1,758 


<N 

1 


^(O X 

Tf 

X 


£ 

7,068 

1,020 


a • 

X 



co 

X 


X 

X 

r> 
»—* 

S* 


o 

u 

• • Cl • 

a 

a 

rt 

• t3 

j=^ 5 si 

■*; « J2 o 
£ n “ 
Ox C3 

»* #s 

ca * •* 


o 

u 

O . 


a 

o 

u 

o 

>N 

M 


w 

O X X 

X 

.Q 
. • . 

• 


u 

0) 


Q 


•X3 «C 

X X 

X j 

—■ 05 x 

X 

X 

05 

«^3> 

-1 X 

G> 

XCIC- 

05 

X 

X 

£ 

675 

5,400 

1,758 

X 

X 

o! 

X o o oi 
x x x -»r 

X — 

1,099 

X 

X 

o* 

X 

X 



i 







X 




X 

T-H 

o 

o 

0*35 

o 

o 

(N 

© 
f—« 

X 

0* 




o 

<N 

O 

r» 


TJ 

a 

o 

X 

?- 
o E 

c/5.2 


cc 

o 

Ui 

• a 

c/) 

c/5 

o 

Ui 

. bn 


i 

c 


-a 

c 


& 


o 

• M 

u 

X 


a; 

u 


o 

u 


<u 

u 

c 


c-S£ * 

(I on ^ 
rt © u 73 

«0 CQ 
o „ 

fH * 


H 

r cj 
ft u 

c/5 


c3 

C* 

h 


c/5 

1) 

bo c 

> s 


_U_ • 

8 j' 

o M ^ 
CX (T2 
X TJ o 

W c 
^ cc 

5 o 

p «i 
X Pi 


U 

a 

*-> 

c 




u 

o 

4-* 
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45 

O 

C 

£ 

"cS 

CQ 

h 


u 

o 

: g 

05 . '. 

— c c 
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X 
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• 
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o 

Q 
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X X CO X 


05 . 
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Dr. BRANCH ADJUSTMENT ACCOUNT Cr. 


19.. 

• 

£ s. d. 

19.. 


£ s- d . 

Dec. 31 

To Balance (% on 


Jan. 1 

By Balance (% on 



Stock) c/d b 

255 4 7 


Stock) . a 

225 3 2 

„ 31 

,, Branch A/c (appa¬ 


Jan.-Dec. 

,, Goods to Branches 



rent loss) . c 

1114 2 


A/c (% on Goods)</ 

1,800 3 10 

„ 31 

„ Branch Profit and 






Loss A/c (gross 






profit) 

1,758 8 3 





£ 

2,025 7 - 

1 Q 

£ 

2,025 7 - 




1 7 • • 

Jan. 1 

By Balance b/d . e 

255 4 7 


Dr. GOODS SENT TO BRANCHES ACCOUNT Cr. 


19. . 


£ s. d. 

19. . 


£ s. d. 

Dec. 31 

To Branch Adjustment 


Jan.-Dec. 

By Branch A/c . 

7,200 15 4 


A/c . . d 

1,800 3 10 




„ 31 

„ Transfer to Trading 






A/c (Goods at 






cost) 

5,400 11 6 





£ 

7,200 15 4 


£ 

7,200 15 4 


The credit balance of £255 4s. 7d. in the Branch Adjustment 
Account would be set-off against the debit balance of £1,020 18s. 4d. 
in the Branch Account, enabling the branch stock to be entered 
in the Stock Account and in the Balance Sheet at cost, namely, 
£765 13s. 9d. The Branch Adjustment Account shows a gross 
profit of £1,758 8s. 3d., which amount would be taken to a Branch 
Profit and Loss Account. Against this gross profit would be debited 
the total of the branch expenses, viz. £658 18s. 9d. This would 
leave a net profit of £1,099 9s. 6d. to be carried to the general Profit 
and Loss Account—the same result as by the previous method. 


QUESTIONS 

1. How are Branch Accounts divided? What subdivisions are there? 

2. What entries are made when a Branch is opened and goods transferred 
thereto from stock? Is it correct to treat such a transfer as a sale? 

3. Submit rulings of a “Branch Supplies Book,” and explain its use. 

4. In what three ways are goods invoiced to branches? . 

5. What object is sought by invoicing goods to branches at selling price. 

Explain the term “multiple shop system.” 

6. Explain the method of dealing with Branch receipts and payments. 

7. Explain the term “Branch Returns.” What do they comprise in the cas 
of a branch doing (1) only a cash business, (2) both cash and credit business. 

8. How may the invoice price be reduced to cost when a known percen ag 

has been added ? Give examples. , . j of 

9. Explain the object of double money columns in the Ledger reco 

Branch Accounts. . _ irlt 

10. Explain and illustrate the use of a Branch Adjustment Account. 
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Credit Sales by Branches. These are treated in different ways. 
Where the transactions are not very large or numerous, everything 
is passed through one Branch Account, the debtors being treated 
in the same way as stock at the commencement and close of the 
trading period. In some cases, however, a separate “Branch 
Debtors Account” is opened in addition to a “Branch Account.” 
Where the turnover is sufficiently large to warrant it, the Branch 
Account itself is often divided into two parts, a “Branch Goods 
Account” and a “Branch Expenses Account,” in order to show 
both gross and net profits. 

Example 4. From the particulars given below, draw up the 
Branch Account or Accounts in the Head Office books. The goods 
sent to the branch have been invoiced at cost, and the branch 
makes both cash and credit sales— 


Goods from Head Office 
Returns to ,, ,, 

Stock, 1st Jan. . 

Cash Sales 

Six Months’ Credit Sales to 30th 
Allowances to Customers 
Discounts allowed to Customers 
Bad Debts 

Rent, Rates, and Taxes 
Returns from Customers 
Wages and Salaries . 

Debtors, 1st Jan. 

Stock, 30th June 

Sundry Expenses 

Cash received on Ledger A/cs 

Debtors, 30th June 


June 


£ 

2,540 

s. 

12 

d. 

9 

Ok 

40 

3 

7 

OC 

750 

11 

8 

A 

1,675 

19 

2 

x 

2,995 

10 

11 

• 

16 

11 

8 


120 

18 

5 


29 

3 

11 


90 

7 

8 


28 

12 

4 


297 

15 

6 

X 

1,310 

12 

5 


695 

6 

6 

* 

65 

10 

9 

V* 

2,459 

10 

6 

X 

1,651 

6 

6 

* 


The simplest form would be the following, which is constructed 
on a cash basis, the debtors being treated as a form of stock_ 


Dr. 


BRANCH ACCOUNT 


Cr. 


19.. 


£ s. d. 

Jan. 1 

To Balance— 



Stock £750 11 8 

• 


Deb¬ 



tors 1,310 12 5 




2,061 4 1 

June 30 

,, Goods from Head 



Office 

2,540 12 9 

„ 30 

., Rent, Rates, and 



Taxes 

90 7 8 

„ 30 

,, Wages and Salaries 

297 15 6 

„ 30 

,, Sundry Expenses . 

65 10 9 

„ 30 

,, Profit and Loss A/c 



(net profit) % . 

1,466 15 6 


£ 

6,522 6 3 

July 1 

To Balance b/d . 

2,346 13 - 


19.. 

Jan .-June 


» 


June 30 


By Cash— 

Ledger A/cs . 

Cash Sales . 

„ Returns to Head 
Office 

„ Balance c/d— 

Stock £695 6 6 
Deb¬ 
tors 1,651 6 6 


£ s- d. 

2,459 10 6 
1,675 19 2 • 

40 3 7 


2,346 13 - 


6,522 6 3 
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A more elaborate form would be as follows— 


Dr. 


BRANCH GOODS ACCOUNT 



19.. 


£ s. d.\ 

L i9 -- 

Jan. 1 

To Balance 

750 11 8N 

[June 30 

Jan.-June 

,, Goods from Head 

j 

L » 30 


Office 

2,540 12 9' 

„ 30 

n 

,, Returns Inwards . 

28 12 4w 


ft 

,, Allowances . 

16 11 8 

„ 30 

H 

,, Branch Profit and 




Loss A/c (gross 




profit) 

2,070 11 9 



£ 

5,407 - 2 


July 1 

To Balance (Stock) b/d 

695 6 6 



By Cash Sales . 
Credit Sales . 
Returns to Head 
Office 
Stock c/d 




I) 


ft 


/ 




£ '• d. 

1,675 19 2 ^ 
2,995 10 11^ 

40 3 7^ 
695 6 6^ 


5,407 - 2 


Dr. BRANCH EXPENSES ACCOUNT Cr. 


19. . 


£ s. d. 

19. . 


£ s. d. 

June 30 

To Rent, Rates, etc. 

90 7 8- 

June 30 

By Transfer to Branch 


„ 30 

,, Wages and Salaries . 

297 15 6» 

■ 

Profit and Loss 


„ 30 

,, Sundry Expenses 

65 10 9. 


A/c 

603 16 3 

,, 30 

,, Bad Debts 

29 3 11v 




30 

,, Discounts 

120 18 5 , 






£603 16 3 



£603 16 3 


Dr. BRANCH DEBTORS ACCOUNT Or. 


19. . 


£ d. 

19. . 


£ s ‘ d. 

Jan. 1 

To Balance 

1,310 12 5 

Jan.-June 

By Cash . . • 

2,459 10 6 

Jan.-June 

,, Credit Sales . 

2,995 10 11 

1 f 

,, Discount 

120 18 a 




¥ ¥ 

f f 

,, Returns Inwards . 

28 12 4 




* ¥ 

) § 

,, Allowances . 

16 11 8 





,, Bad Debts 

29 3 11 




¥ ¥ 

ft 

,, Balance c/d . 

1,651 6 6 


£ 

4,306 3 4 


£ 

4,306 3 4 

July 1 

To Balance b/d . 

1,651 6 6 



_ 


Dr. BRANCH PROFIT AND LOSS ACCOUNT 


19.. 


£ s. d. 

r 19.. 


£ *• 

June 30 

To Branch Expenses A/c 

603 16 3 w 

June 30 

By Branch Goods A/c 

O 1 1 9 

„ 30 

,, Head Office Profit 



(gross profit; 

2,U/U 11 9 


and Loss A/c (net 






profit) 

1,466 15 6 



_ 


£ 

2,070 11 9 


£ 

2,070 11 9 


Depreciation of Assets. Where a branch possesses fixed assets 
such as furniture, fixtures, and fittings, the depreciation is often 
dealt with in the Head Office Depreciation Account only, as assume 
in the previous examples. In some cases, however, it is charge 
against each particular branch, as in the following examples. 

Example 5 . From the undermentioned particulars construct t e 

Branch Accounts as they would appear in the Head Office boo s. 
The branches are charged with the goods at selling price, the sa e 
being exclusively cash. The rate of gross profit is 25 per cent 0 

selling price 
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Branch A. Branch B. 




£ 

s. 

d. 

£ 

s. 

d. 

Goods from Head Office 

• • 

. 10,145 

11 

8 

10,216 

12 

4 

Returns to ,, ,, 

• • 

48 

2 

4 

46 

10 

8 

Sales by Branch . 

c • 

. 9,626 

11 

4 i 

9,818 

— 

8 

Stock, 1st Jan. 

• • 

. 1,275 

10 

4J 

1,684 

11 

4 

,, 31st Dec. . 

■ • 

. 1,726 

17 

8 

1,986 

15 

4 

Allowances off Selling Price . 

• • 

29 

2 

— 

39 

14 

4 

Sundry Expenses 

• • 

95 

11 

6 

120 

19 

5 

Salaries and Wages 

• ■ 

237 

3 

8 

316 

11 

9 

Depreciation of Furniture and Fixtures . 

22 

13 

7 

24 

18 

6 

Rent, Rates, and Taxes 

• • 

260 

10 

2 

284 

12 

8 

Excess in Stock at close 

• • 

9 

11 

4 




Shortage in ,, , 

• • 

• 



10 

2 

8 


Notes on Example. The selling price of goods is often subject to variation, 
according to the quantity taken. For instance, articles retailed at Id. each 
may be sold at 9d. a dozen and 7s. 6d. a gross, and so on. A record is kept of 
these allowances off selling price, and the total is written off at the end of the 
period. Again, it occasionally happens that at stock-taking the stock is different 
from what it ought to be, being sometimes more, and sometimes less. These 
discrepancies must, of course, be adjusted at balancing time. 


Dr. BRANCH “A” EXPENSES ACCOUNT Cr. 


19.. 


£ 

s. 

d. 

19.. 


£ 

d. 

Dec. 31 

To Salaries and Wages. 

237 

3 

8 

Dec. 31 

By Transfer to Branch 



„ 31 

,, Rent, Rates and 





Profit and Loss A/c 

615 18 

11 


'Faxes 

260 

10 

2 





„ 31 

,, Sundry Expenses 

95 

11 

6 





„ 31 

,, Depreciation of Fix¬ 









tures, etc. . 

22 

13 

7 







£615 

18 

11 



£615 18 

11 

Dr. 

BRAN' 

CH “B” 

EX1 

•ENSES A 

lCCOUNT 

Cr. 

19.. 


£ 

s. 

d. 

19.. 


£ s. 

d. 

Dec. 31 

To Salaries and Wages . 

316 

11 

9 

Dec. 31 

By Transfer to Branch 



„ 31 

„ Rent, Rates, and 





Profit and Loss A/c 

747 2 

4 


Taxes 

284 

12 

8 





„ 31 

,, Sundry Expenses 

120 

19 

5 





„ 31 

,, Depreciation of Fix¬ 









tures . 

24 

18 

6 







£747 

2 

4 



£747 2 

4 


Dr. _GOODS TO BRANCHES Cr. 


19.. 


£ d. 

19.. 


£ J. d. 

Jan.-Dec. 

To Branch “A” Re¬ 


Jan.-Dee. 

By Branch “A” 

7,609 3 9 


turns 

36 1 9 

99 

„ „ “B” 

7,662 9 3 

tt 

„ Branch “B” Re¬ 






turns 

34 18 - 




Dec. 31 

,, Trading A/c 

15,200 13 3 





£ 

15,271 13 - 


£ 

15,271 13 - 


Dr. 


BRANCH PROFIT AND LOSS ACCOUNT 


19.. 
Dec. 31 


99 


31 



Branch 

“A.” 

Branch 

“B.” 

To Branch 

£ d. 

£ d. 

Expenses 
,, Head 
Office 
Profit and 
Loss A/c 
(Net 

615 18 11 

747 2 4 

Profit) 

1,776 - 11 

1,670 - 1 

£ 

2,391 19 10 

2,417 2 5 


Cr. 


19.. 
Dec 31 


By Branch 
Ales 
(Gross 
Profit) 


Branch 

“A.” 


Branch 
B. 


u n »> 


d. £ s. d. 


2,391 19 10 2,417 2 5 


£ 2,391 19 10 2,417 2 5 
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Monthly Stock Accounts. Where goods are charged out to 
branches at selling price, or at a fixed percentage on cost, there is, 
of course, an adequate check on the stock; but where goods are 
invoiced at cost, there is no such check. In order to provide one, 
Approximate (or Estimated) Stock Accounts are prepared monthly, 
and recorded in a book kept specially for this purpose. These 
accounts enable the proprietor or directors to know at any time 
the value, approximately, of the stock on hand without going 
through the long and tedious process of stocktaking. Where the 
rate of gross profit is a fixed percentage of the selling price, a fairly 
accurate result may be obtained by adding to the stock at the 
commencement the subsequent net purchases, and deducting from 
the total the net sales for the same period, after reducing them by 
the said percentage of gross profit. Below is a specimen of one of 
these accounts. 


Dr. APPROXIMATE STOCK ACCOUNT Cr. 


19.. 
Jan. 1 
„ 31 

To Stock 

„ Purchases (less 
Returns) 

£ 

2,850 

550 

19.. 
Jan. 31 

By Sales (less Re¬ 
turns) 

Less (say) 25% 

£ 

1,060 

265 




„ 31 

,, Balance (esti¬ 
mated Stock) 
c/d 

795 

2,605 

♦ 



£3,400 



£3,400 

Feb. 1 

To Balance b/d 

2,605 





The illustrations so far used in this chapter have all been simple 
but, as suggested at the commencement, the type of business or 
other special circumstances may necessitate or permit of variations, 
either in the manner of dealing with cash and stock or the selling 
of goods on credit. 

It is obviously impossible and unnecessary in this volume to deal 
with these matters fully, but the following points should be 
considered. 

Control of Cash. It has been stated that cash takings, either in 
full or after the deduction of certain outgoings, are paid into the 
bank for the credit of Head Office. This does not mean that the 
branch has a banking account. In order to maintain the strictest 
control, a matter which is vital when it is borne in mind that a 
company may have several hundred branches separated from the 
Head Office by as many miles, the best arrangement is that all 
takings should be paid in to a local bank for the credit of Head 
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Office and all expenses except incidentals which are paid out of a 
Petty Cash Imprest, should be paid by Head Office direct to the 
creditor. For example in the case of such items as Rent, Gas and 
Electricity, the accounts will be rendered to the branch and after 
checking by the manager they will be forwarded to Head Office 
for payment. Wages cheques will also be sent each week to the 
branch managers who, by arrangement, can cash them at the local 
bank so that he does not need to use his takings. 

Purchases by Branches. Under all normal circumstances 
Head Office would make all purchases in order to obtain the 
benefits consequent upon large-scale buying, but in some cases 
branch managers would be allowed a little freedom in this con¬ 
nexion. In the case of a provision business for example it may be 
policy to purchase eggs from the local poultry farm as by so doing 
an additional customer might be obtained, whilst the produce 
itself would be fresher. They could still be invoiced to, and paid 
by, Head Office, but in order to keep such purchasing under 
control the branch should be supplied with a printed order book 
in triplicate so that a copy of every order could be sent to Head 
Office and a printed note at the foot of every order would keep the 
amounts within specified limits, such as: “No responsibility will 
be accepted for any order of more than £20 unless it is counter¬ 
signed by the Secretary.” 

Credit Sales. It may be advisable to allow credit sales, even if 
only to meet competition from other houses, and if this is done a 
system of control will be necessary. Numbered invoice forms 
should be supplied to the branches in triplicate so that one copy 
can be sent to Head Office. If the accounts are kept at Head Office 
the statements will be rendered from there, leaving very little room 
for errors or discrepancies. 

I. (b) WHOLESALE BRANCHES 

Method of Keeping the Accounts. In wholesale branches, 
where the volume of trade is very much greater, and the trans¬ 
actions large and important in themselves, the accounts are kept in 
a manner somewhat similar to Departmental Accounts. Separate 
Stock, Purchases, Sales, and Returns Accounts are opened for eac 
branch, thus, Branch “A” Stock Account, Branch “B Stoc 
Account; Branch “A” Purchases Account, Branch “B” Purchases 
Account; Branch “A” Sales Account, Branch “B” Sales 
etc. Expense accounts are kept for each branch; e.g. Branch A 
Wages, Branch “B” Wages; Branch “A” Rent, Rates, and Taxes, 
Branch “B” Rent, Rates, and Taxes; and so on. Separate Lc - 
gers also are kept for each branch. For example, Branch 
Debtors Ledger would contain the personal accounts ot A>ran 
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“A” customers. Branch “A” General Ledger would record the 
Branch Asset Accounts, such as horses and carts, fixtures and 
fittings, and also the nominal accounts, such as rent, rates and 
taxes, wages, discounts, bad debts, etc. 

How the Buying is Done. The Head Office generally does all 
the buying; keeps the Creditors’ Accounts in its own books, merely 
distributing the goods to its branches for sale. Sometimes, how¬ 
ever, the branches are permitted to order, from outside, any goods 
they may require, the goods being sent direct to the branch, but 
invoiced to the Head Office. 

How Goods Sold are Invoiced. When invoicing goods to cus¬ 
tomers, branches make out the invoice in triplicate; one copy is 
forwarded to the customer, one to the Head Office, and one retained 
by the branch for reference. 

Example 6. From the undermentioned particulars relating to 
a Head Office and its two wholesale branches, prepare final accounts 
and Balance Sheet as they would appear in the Head Office books. 




Head 


North 

iern 


Southern 



Office 


Branch 


Branch 



£ *. 

d. 

£ 

s. 

d. 

£ 

s. 

d. 

Stock, 1st Jan. 



4,825 

15 

6 

4,126 

17 

8 

Debtors ..... 

— 


17,346 

10 

o 

14,986 

10 

9 

Creditors .... 

8,347 17 

5 







Discounts Earned 

— 


527 

11 

4 

408 

16 

5 

Bad Debts .... 

— 


633 

6 

8 

524 

19 

2 

Bills Payable .... 

2,694 13 

5 







Purchases less Returns 

— 


11,876 

14 

4 

9,756 

12 

10 

Furniture, Fixtures, and Fittings 

120 16 

4 

310 

18 

7 

239 

16 

9 

Horses, Harness, Vehicles, etc. . 

— 


1,972 

16 

4 

1,568 

12 

7 

Salaries ..... 

985 14 

6 







Cash at Bank .... 

8,906 2 

1 







Share Capital (24,000 Shares of 









£1 each, fully paid) 

24,000 - 

— 







Travellers’ Salaries and Expenses 

-- 


3,108 

5 

11 

2,006 

4 

2 

Directors’ Fees 

500 - 

— 







Sales less Returns 

— 


27,659 

16 

11 

22,914 

17 

5 

Wages ..... 

— 


2,397 

15 

2 

1,716 

11 

8 

Interim Dividend 8% 

1,920 - 

— 







Stock, 31st Dec. 

—— 


5,802 

18 

6 

4,950 

14 

8 

Debenture Interest . 

425 - 

— 







Reserve Fund A/c 

7,500 - 

- 







Discounts Allowed 

— 


1,646 

18 

3 

1,542 

9 

6 

5% Debentures 

8,500 - 

— 







Carriage Inwards 

— 


510 

9 

3 

458 

13 

2 

Depreciation .... 

13 8 

6 

234 

10 

11 

186 

13 

— 

Sundry Expenses 

— 


3,067 

2 

10 

3,010 

19 

6 

Rent, Rates, and Taxes 

245 10 

8 

357 

9 

6 

298 

10 

4 

Horse and Stable Expenses 

— 


327 

11 

4 

256 

1 

10 

Cash in Hand .... 

21 9 

6 

68 

15 

3 

50 

18 

5 

Reserve for Bad Debts, 5% Deb- 










tors. 







TRADING AND PROFIT AND LOSS ACCOUNT 

For the Year Ending 31st Dec.. 19. 
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GENERAL PROFIT AND LOSS ACCOUNT 


D T ' For the Year Ending 31st Dec., 19.. Cr . 


To Rent, Rates, 


£ s. d. 

By Branch Profits— 

JC s. d. 

£ s. d. 

and Taxes 


245 10 8 

Northern 



„ Salaries . 


985 14 6 

Branch 

4,137 - 7 


„ Directors’ Fees 


500 - - 

Southern 

_ _ _ _ _ 


„ Debenture 



Branch 



Interest 


425 - - 



7,777 9 9 

„ Depreciation 


13 8 6 




Balance (net 






profit for 






year) . 


5,607 16 1 






£7,777 9 9 : 



£7,777 9 9 


BALANCE SHEET 
As at 31st Dec., 19.. 


Liabilities 
Share Capital— 
24,000 Shares of 
£l each, fully 
paid 

5% Debentures 
Reserve Fund A/c 
Sundry Creditors 
Bills Payable 
Profit and Loss 
A/c— 

Profit for Year 
Less Interim Divi 
dend 


£ d. 

£ 

J. 

d. 

Assets 

£ 

s. 

d. 

£ 

s. 

d. 





Horses, Harness, 











Vehicles, etc.. 











less depreciation 




3,541 

8 

11 


24,000 


— 

Furniture, Fix¬ 








8,500 

— 

— 

tures, and Fit¬ 








7,500 


— 

tings, less depre¬ 








8,347 

17 

5 

ciation 




671 

11 

8 


2,694 

13 

5 

Stock-in-Trade 




10,753 

13 

2 





Sundry Debtors ., 

32,333 

— 

11 








Less Bad Debts 







. 5,607 16 1 




Reserve 

1,616 

13 

- 












30,716 

7 

11 

. 1,920 - - 




Cash in Hand 

141 

3 

2 





3,687 

16 

1 

„ at Bank 

8,906 

2 

1 












9,047 

5 

3 

£ 

54,730 

6 

11 




£ 

54,730 

6 

11 


Where the head establishment is a manufacturing concern, e.g. 
a factory which invoices the goods to its branches at a profit, there 
would be an extra column in the Trading Account, in order to show 
the trading profit of the factory as well as the trading profits of the 
branches. 

n. BOOKS KEPT BY THE BRANCHES 

Where the branches are semi-independent trading establishments, 
they generally do their own book-keeping, and at the end of the 
financial period forward a copy of their Trial Balance for the trading 
results to be incorporated in the Head Office books. 

Head Office Account. Inasmuch as the Head Office finances 
the branch and supplies it with the greater part of its goods, there 
is a constant state of indebtedness on the part of the branch to the 
Head Office. The position is almost that of ordinary debtor and 
creditor, and is evidenced in the Head Office books by the debit 
balance of the Branch Account, and in the branch books by the 
credit balance of the Head Office Account. In the branch books 
the Head Office Account takes the place of the Capital Account 
in an ordinary trader’s books. Should a branch have opening entries 
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to record in its ledger, the excess of assets over liabilities would 
not be shown as capital but as a debt due to the Head Office. The 
“Head Office Account” is known by various names; sometimes 
it is called the “Head Office Current Account,” and sometimes 
the “Head Office Adjustment Account”; while the “Branch 
Account” in the Head Office books is also called the “Branch 
Current.Account” or the “Branch Adjustment Account.” 

Remittance Account. To reduce the amount of its indebted¬ 
ness, the branch remits at intervals a round sum of money to the 
Head Office. This money is sometimes credited direct to the Branch 
Account, and sometimes put to the credit of an intermediate Re¬ 
mittance Account. Much depends on how frequently the branch 
remits. Where remittances are made in moderate sums, and are, 
therefore, fairly numerous, a separate Remittance Account is of 
great advantage, as it keeps unnecessary details out of the Branch 
Account, thereby simplifying matters and making it very much 
clearer. At balancing time, however, the total of the Remittance 
Account must be transferred to the credit of the Branch Account, 
in order to show the correct amount the branch owes to the Head 
Office at that date. In the branch books, the Remittance Account 
is designated “Remittances to Head Office,” the counterpart of 
this account in the Head Office books being styled “Remittances 
from Branch.” 

Goods and Remittances in Transit. It frequently happens at 
balancing time that the Branch Account, and also the Remittance 
Account, as shown by the Branch Trial Balance, do not correspond 
with their respective amounts as shown by the Head Office Trial 
Balance. This arises where the branch has forwarded a remittance 
to the Head Office on the last day of the trading period. The 
branch, of course, has debited its Remittance Account with amount 
remitted; but the Head Office, not having received it until the first 
day of the new trading period, has not credited its Remittance 
Account. It also occurs whenever the Head Office has forwarded 
goods to the branch on the last day of the trading period, and has 
debited the Branch Account. The branch, however, has not 

credited the Head Office, because it did not receive the goods on 
that date. 

Before attempting the final entries, the balances of the Current 
Accounts and the Remittance Accounts must be made to agree. 
The amount of the goods received by the branch, after the close 
of the trading period, must be deducted from the Branch Account 
in the Head Office books and put to a Goods in Transit Account. 
The value of the remittance received by the Head Office, after the 
close of the trading period, must likewise be deducted from the 
Remittance Account in the branch books and placed to a Remit¬ 
tance in Transit Account. The adjustments will be effected by 
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means of Journal entries, and the transit items will then appear on 
the Balance Sheet. In the ensuing period the adjustments will be 
written back, i.e. fresh Journal entries will be made reversing the 
previous ones, thus closing the transit accounts. A specimen is 
given below. (For the sake ol clearness, Trading and Profit and 
Loss Account items have been omitted and the other items sum¬ 
marized.) 

HEAD OFFICE TRIAL BALANCE 

31st Dec., 19.. 

Dr. Cr. 


Sundry Assets ...••■ 
Capital 

Sundry Creditors . 

Branch Current A/c .... 

(£250 of this is for goods sent on 31st Dec.) 
Remittances from Branch 


£ s - d - 
12,621 15 9 


2,916 13 2 


£ *• d - 

10,950 - - 
3.128 18 5 


1,459 10 6 


£15,538 8 11 £15,538 8 11 


BRANCH TRIAL BALANCE 
31st Dec., 19.. 

Dr. 


Cr. 


Sundry Assets ...... 

,, Creditors . 

Head Office Current A/c . 

Remittances to Flead Office . . 

(£120 of this represents a remittance made 
on the 31st Dec.) 


£ j. d. 

1,457 2 4 


1,579 10 6 


\^Lt\ 

vh V 


£ s. d. 

369 19 8 
2.666 13 2 


£3,036 12 10 i £3,036 12 10 


The effect of the adjustments is as follows— 


HEAD OFFICE TRIAL BALANCE 
31st Dec., 19.. 

Dr. Cr. 



£ d. 

£ 5. d. 

Sundry Assets . ' . 

12,621 15 9 


Capital ....... 


10,950 - - 

Sundry Creditors ..... 


3,128 18 5 

Branch Current A/c ..... 

2,666 13 2 


Goods in Transit to Branch 

250 - - 


Remittances from Branch .... 


1,459 10 6 


£15,538 8 11 

£15.538 8 11 
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BRANCH TRIAL BALANCE 
31st Dec., 19.. 


Sundry Assets .... 

,, Creditors 
Head Office Current A/c 
Remittances to Head Office . 

in Transit to Head Office 


Dr. 


£ s. d. 

1,457 2 4 


1,459 10 6 
120 - - 


£ * * 

369 19 8 
2,666 13 2 


£3,036 12 10 £3,036 12 10 


Eliminating the contra Current and Remittance Accounts, the 

O 

Head Office Balance Sheet would be as under— 


BALANCE SHEET as at 31st Dec., 19.. 


Liabilities 

Capital 

Sundry Creditors 


£ i. d. 
10,950 - - 
3,498 18 1 


Assets 

Sundry Assets . 
Goods in transit to 
Branch 

Remittance in transit 
from Branch 


£ s • d ; 
14,078 18 1 

250 - - 

120 - - 


£14,448 18 1 



£14,448 18 1 


Alternative Method. The more simple alternative is to treat 
the stock and cash in transit as adjustments at the year end in 
the Trading Account in the same way as “accruals” and ‘ p re " 
payments” are provided for in the Expense Accounts. Applying 
this to Example 3 on page 43t> and assuming the items in transit 
of Stock and Cash are £250 and £120 respectively the result 
would be as follows— 


Dr. 

19.. 
Jan. 1 
Dec. 31 


To Balance (Stock) . 

„ Goods from Head 
Office . 

,, Cash (Rates, Tax¬ 
es, and Insur¬ 
ance) 

,, Watjcs and 
Salaries . 

„ Rent . 

„ Sundry Expenses . 

„ Profit and Loss 
A/c (net profit) 


BRANCH ACCOUNT 


19.. 
Dec. 31 


19.. 
Jan. 1 


£ 

s. 

d. 

675 

9 

6 

5,400 

11 

6 

85 

3 

11 

380 

12 

9 

150 

10 

6 

42 

11 

7 

1,469 

9 

6 

£8,204 

9 

3 


By Cash received 
„ „ in transit c/d 

„ Stock c/d . • 

„ „ in transit 

c/d 


£ *• d ' 
7,068 15 5 

120 - - 
765 13 9 

250 - - 


£8,204 9 3 


To Cash in transit b/d 
,, Stock b/d . . . 

„ „ in transit 

b/d 


120 - - 
765 13 9 


250 
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This avoids the making of two sets of Journal entries and the 
opening of “Stock in transit” and “Cash in transit” Accounts. 

Example 7. From the following Trial Balance of the branch 
books, prepare the necessary Journal entries to incorporate the 
figures in the Head Office books, and show the final accounts in the 
Branch Ledger and also in the Head Office Ledger. 

BRANCH TRIAL BALANCE 


31st Dec., 19.. 




Horses and Carts 
Furniture and Fixtures 
Sundry Debtors . 

,, Creditors 
Stock, 1st Jan. 

Purchases from Head Office 
Sales .... 
Discounts Received 
Rent, Rates, and Taxes 
Sundry Expenses 
Depreciation 
Head Office A/c . 

Cash in Hand 
Carriage Inwards 
Wages and Salaries 
Bad Debts . 

Remittances to Head Office 
Discounts Allowed 


Stock, 31st Dec., £825 15s. 4d. 


£ 

s. 

d. 

£ 

s. 

d. 

275 

11 

8 




72 

14 

3 




1,075 

15 

3 

211 

14 

9 

750 

19 

2 




2,S56 

4 

11 

3,975 

18 

10 




19 

11 

8 

93 

1 

4 




65 

9 

10 




34 

2 

7 

3,385 

19 

2 

127 

14 

6 



82 

13 

6 




369 

10 

7 




32 

15 

8 




1,680 

— 

— 




76 

11 

2 




7,593 

4 

5 

£7,593 

4 

5 


HEAD OFFICE JOURNAL 

Dr. Cr. 


19.. 




£ 

s. 

d. 

£ 

f. 

d. 

Dec. 31 

Remittances from Branch 

• 

1,680 

— 

— 




To Branch A/c . 
Balance transferred. 

• • 

• 




1,680 



„ 31 

Branch Trading A/c 

• • 

• 

3,689 

17 

7 





To Branch A/c . 

• • 

• 




3,689 

17 

7 


Stock, 1st Jan. 

£750 19 

2 







Purchases 

2,856 4 

11 








Carriage Inwards . 
Balances transferred. 

82 13 

6 







„ 31 

Branch A/c . 

• • 

• 

4,801 

14 

2 





To Branch Trading A/c 

• 



4,801 

14 

2 


Sales . 

£3,975 18 

10 







Stock, 31st Dec. 
Balances transferred. 

825 15 

4 
















456 


ADVANCED ACCOUNTS 


HEAD OFFICE JOURNAL— {contd.) 


19.. £ s. d. £ s» d. 

Dec. 31 Branch Trading A/c . . . 1,111 16 7 

Branch A/c . . . . . 19 11 8 

To Branch Profit and Loss A/c . 1,131 8 3 

Gross Profit and Discounts Received 
transferred. 

,, 31 Branch Profit and Loss A/c . . 671 11 2 

To Branch A/c ... 671 11 2 

Wages and Salaries £369 10 7 

Rent, Rates & Taxes 93 1 4 

Discounts Allowed 76 11 2 

Sundry Expenses . 65 9 10 

Bad Debts . . 32 15 8 

Depreciation . 34 2 7 

Balances translerred. 

,, 31 Branch Profit and Loss A/c . . 459 17 1 

To Head Office Profit and Loss 

A/c .. 459 17 1 

Net profit of Branch transferred. 


Dr. 


Dr. 


19.. 
Jan. 1 
Dec. 31 


19.. 
Jan. 1 


Dr. 


In Head Office Ledger 

REMITTANCES FROM BRANCH 


19.. 


£ 

19. . 

Dec. 31 

To Branch A/c . 

1,680 

Jan.-Dcc. By Cash 


To Balance 
„ Branch Trading 
A/c 

„ Branch Profit and 
Loss A/c . 


BRANCH ACCOUNT 


£ t. d. 19.. 
3,385 19 2 Dec. 31 

4,801 14 2 . 31 

19 11 8 31 


By Remittances Irom 
Branch 

, Branch Trading 

A/c 

„ Branch Profit and 
Loss A/c . 

, Balance c/d 



To Balance b/d 


£8,207 5 - 
. 2,165 16 3 


BRANCH TRADING ACCOUNT 


£ '• d • 

1,680 - - 

3,689 17 7 

671 11 2 
2,165 16 3 


£8,207 5 - 



19.. 
Dec. 31 


To Branch A/c— 

Stock 

Purchases . 
Carriage In 
„ Branch Profit and 
Loss A/c (gross 
profit) 


£ s. d. 

750 19 2 
2,856 4 11 
82 13 6 


1,111 16 7 


£4,801 14 2 


19.. 
Dec. 31 


By Branch A/c— 
Sales 
Stock 


3,975 18 10 
825 15 4 
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Dr. BRANCH PROFIT AND LOSS ACCOUNT G. 


19.. 


£ 

f. 

d. 

19.. 


£ 

t. 

d. 

Dec. 31 

To Branch A/c 




Dec. 31 

By Branch Trading 





Wages and 





A/c (gross pro¬ 





Salaries . 

369 

10 

7 


fit) . 

1,111 

16 

7 


Rent, Rates, and 




31 

, Branch A/c— 





Taxes 

93 

1 

4 


Discounts Re¬ 





Discounts 





ceived . 

19 

11 

8 


Allowed. 

76 

11 

2 







Sundry Expenses 

65 

9 

10 







Bad Debts 

32 

15 

8 







Depreciation 

34 

2 

7 






„ 31 

„ Head Office Profit 










and Loss A/c (net 










profit) 

459 

17 

1 








£1,131 

8 

3 



£1,131 

8 

3 








In Branch Ledger 

Dr. REMITTANCES TO HEAD OFFICE G. 


19.. 


£ 

19.. 


£ 

Jan.-Dee. 

To Cash 

1,680 

Dec. 31 

By Transfer to Head Office 
A/c 

1,680 


HEAD OFFICE ACCOUNT 


19.. 


£ 

J. 

d . 

19.. 


£ 

3.385 

J. 

d. 

Dec. 31 

To Transfer from Re¬ 




Jan. 1 

By Balance 

19 

2 


mittance A/c 

1,680 

- 

— 

Dec. 31 

„ Profit and Loss A/c 




.. 31 

,. Balance c/d . 

2,165 

16 

3 


(net profit) 

459 

17 

1 



£3,845 

16 

3 

19. 

Jan. 1 


£3,845 

16 

3 




By Balance b/d 

2,165 

16 

3 


TRADING AND PROFIT AND LOSS ACCOUNT 


Dr. For the Year Endino 31st Dec., 19.. Q. 



£ 

s. 

d. 


£ 

s. 

d. 

To Stock, 1st Jan. 

750 

19 

2 

By Sales. 

3,975 

18 

10 

„ Purchases from Head Office . 

2,856 

4 

11 

„ Stock, 31st Dec. . 

825 

15 

4 

,, Carriage Inwards 

82 

13 

6 





„ Balance (gross profit) . 

1,111 

16 

7 






£4,801 

14 

2 


£4,801 

14 

2 

To Wages and Salaries 

369 

10 

7 

By Gross Profit b/d . 

1,111 

16 

7 

„ Rent, Rates, and Taxes 

93 

1 

4 

„ Discounts Received 

19 

11 

8 

„ Sundry Expenses 

65 

9 

10 





„ Bad Debts . 

32 

15 

8 





„ Discounts Allowed 

76 

11 

2 





„ Depreciation 

34 

2 

7 





, Head Office A/c (net profit 








transferred) 

459 

17 

1 






£1,131 

8 

3 


£1,131 

8 

3 
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BALANCE SHEET 

As at 31st Dec., 19.. 


Liabilities 
Sundry Creditors 
Head Office A c— 


£ s. d. 
211 14 9 


Balance, 1st Jan. 

£529 

14 

3 

Add Goods sup¬ 




plied by Head 




Office 

2,856 

4 

11 


3,385 

19 

2 

Less Remittances 

1,680 

— 

— 


1,705 

19 

2 

Add Profit . 

459 

17 

1 


2,165 16 3 


Assets 

Cash • « . , a 

Sundry Debtors 

Stock ..... 
Horses and Carts (less deprecia¬ 
tion) . 

Furniture and Fixtures (less depre¬ 
ciation) . . 


£ s. d. 
127 14 6 
1,075 15 3 
825 15 4 

275 11 8 

72 14 3 



£2,377 11 - 


The foregoing method would apply to both retail and wholesale 
branches, the principal difference between the two being that, in 
the latter, the trade would assume much larger proportions, and 
the turnover might run into tens and hundreds of thousands with 
the figures for other items correspondingly large. 


QUESTIONS 

1. What methods are there of dealing with the record of credit sales in the 
case of Branches? 

2. How is depreciation dealt with in Branch Accounts? 

3. How arc variations in the selling price (according to quantity taken) dealt 
with in Branch Accounts where the goods have been invoiced to the Branch at 
selling price? 

4. Explain and illustrate the use of “ Monthly Stock Accounts.” 

5. Explain the method of keeping the accounts in the case of wholesale branches. 

6 . How is the buying usually done in wholesale branches? How are goods 
sold usually invoiced? 

7. What difference is there in the book-keeping where branches keep their 
own books? 

8 . Explain the nature and modus opcrandi of the “ Head Office Account.’ 

9. Explain and illustrate the use of a “Remittance Account.” 

10. Explain and illustrate the method of dealing with goods and remittances 
in transit. 


Inter-Branch Transactions. Where there are several branches, 
each permitted to have credit dealings with the others, they will 
keep a Current Account with one another as well as with the Head 
Office. At balancing time, the balances of these Current Accounts 
will be liabilities and assets of the branches, as between themselves, 
but not liabilities of the business as a whole. When the General 
Balance Sheet is prepared in tabular or columnar form, they must 
be shown in their proper columns, in order to make the vertica 
totals agree. A columnar Balance Sheet, however, is only for the 
benefit of the business, and when the General Balance Sheet is 
framed, the balances of the Head Office Current Accounts, t e 
Branch Current Accounts, and the inter-Branch Current Accounts, 
being contras, can easily be eliminated. 
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Example 8. Three partners, B. Brown, J. Jones, and S. Smith, 
have branch businesses working independently in London, Bir¬ 
mingham, and Dundee. Brown manages the London business, 
and receives two-thirds of the profits therefrom, the balance being 
shared equally between Jones and Smith. Jones manages the 
Birmingham business, receiving half of the profits therefrom, the 
balance being shared equally between Brown and Smith. Smith 
manages the Dundee business, receiving one-third of the profits 
therefrom, the balance being shared equally between Brown and 
Jones. The branches buy from, and sell to, one another at a small 
inter-branch profit. 

From the following Trial Balances draw up a tabular Trading 
and Profit and Loss Account, and a Balance Sheet in (a) columnar 
form, ( b ) ordinary form. Credit each partner with interest on 
Capital at 5 per cent per annum, and depreciate Plant and Ma¬ 
chinery at the rate of 10 per cent per annum. Show also the 
partners’ Capital Accounts, and the Branch Current Accounts, in 
the respective Branch Ledgers. 


LONDON TRIAL BALANCE 
31st Dec., 19.. 

Dr. Ci. 



£ d. 

£ j. d. 

Plant and Machinery . 

5,40S 6 4 


Cash in Hand ...... 

178 3 9 


,, at Bank 

7,157 12 2 


Current A/cs— 



Birmingham ...... 

2,029 16 7 


Dundee ....... 

1,970 18 6 


Stock, 1st Jan. ...... 

5.896 12 5 


Sundry Debtors ...... 

11,392 - 9 


,, Creditors . . . . . 


7,047 14 5 

Purchases ....... 

36,421 11 8 


,, from Branches .... 

2,857 14 3 


Sales . . . . • . •] 


54,821 17 11 

,, to Branches . . . . .1 


1,723 17 8 

Capital A/c—B. Brown . . . . 


18,862 3 10 

Drawings A/c—B. Brown . . . . 

2,500 - - 


Trade Expenses ...... 

172 19 2 


Wages ....... 

3,608 12 9 


Discounts Allowed ..... 

507 12 4 


Discounts Received . . . . . 


412 13 8 

Printing and Stationery . . . . 

220 18 4 


Advertising ...... 

286 10 9 


Carriage Inwards . . . . . 

526 14 5 


,, Outwards 

817 11 2 


Salaries 

627 6 8 


Bad Debts . 

287 5 6 



£82,868 7 6 

£82,868 7 6 

Stock, 31st Dec., £5,648 13s. 2d. 
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BIRMINGHAM TRIAL BALANCE 


31st Dec., 19.. 

Dr. Cr. 



£ s. d. 

£ s. d. 

Plant and Machinery ..... 

4,187 10 8 


Cash in Hand ...... 

94 13 4 


,, at Bank ...... 

5,063 4 8 


Current A/c—London ..... 


2,029 16 7 

Dundee ..... 

864 9 10 


Stock, 1st Jan. 

4,563 17 9 


Sundry Debtors ...... 

9,746 11 10 


,, Creditors. . . . . . 


4,976 15 5 

Purchases ....... 

28,198 4 10 


,, from Branches .... 

2,673 10 2 


Sales ....... 


39,857 13 9 

,, to Branches . . . . . 


3,163 11 6 

Capital A/c—-J. Jones . 


12,183 18 4 

Drawings A/c—J. Jones .... 

2,000 - - 


Trade Expenses . 

104 19 7 


Wages ....... 

2,417 15 6 


Discounts Allowed ..... 

406 8 9 


,, Received . . . . . 


357 15 8 

Printing and Stationery .... 

107 13 10 


Advertising 

216 18 6 


Carriage Inwards ..... 

419 19 5 


,, Outwards . . . . . 

796 411 


Salaries ....... 

508 10 6 


Bad Debts ....... 

198 17 2 



£62,569 11 3 

£62,569 11 3 

Stock, 31st Dec., £4,617 11s. 8d. 

1 ~~ r ~ r 
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DUNDEE TRIAL BALANCE 
31st Dec., 19.. 

Dr. Cr. 


0 

£ 5. d. 

£ i. d. 

Plant and Machinery . 

3,158 16 6 


Cash in Hand ...... 

76 11 4 


,, at Bank 

4,586 9 5 


Current A/cs — London .... 

1 

1,970 IS 6 

Birmingham .... 


864 9 10 

Stock, 1st Jan. ..•••• 

3,616 15 11 


Sundry Debtors ...••• 

7,658 12 9 


,, Creditors ..... 


3,018 11 7 

Purchases ....... 

23,839 16 8 


,, from Branches .... 

2,272 9 5 


Sales ....... 


32,759 12 11 

,, to Branches ..... 


2,916 4 8 

Capital A/c — S. Smith .... 


9,175 10 7 

Drawings A/c — S. Smith .... 

1,500 - - 


Trade Expenses ...... 

78 19 5 


Wages ....... 

1,987 14 3 


Discounts Allowed .... 

314 16 5 


,, Received .... 


296 14 0 

Frinting and Stationery 

92 18 6 


Advertising ..... 

186 13 3 


Carriage Inwards .... 

386 17 2 


Outwards .... 

687 15 4 


Salaries ...... 

413 6 4 


Bad Debts ....... 

143 9 11 



£51,002 2 7 

£51,002 2 7 

Stock, 31st Dec., £3,705 13s. 9d. 










London 


To Stock, 1st Jan 
,, Purchases . 

» ,» from 

Branches 
» Wages 

,, Carriage Inwards 
,, Balance (Gross 
Profit) 


£ * 
5,896 12 

36,421 11 

2,857 14 
3,608 12 
526 14 

12.883 3 


To Discounts Allowed 
,, Carriage Out¬ 
wards 

„ Bad Debts . 

„ Printing and Sta¬ 
tionery . 

„ Advertising 
,, Salaries 
„ Trade Expenses . 
,, Interest on Capi¬ 
tal 

,, Depreciation of 
Plant and 
Machinery 
„ Balance (Net 
Profit) 


To B. Brown 
„ J. Jones 
„ S. Smith 


62,194 

8 

9 

507 

12 

4 

817 

11 

2 

287 

5 

6 

220 

18 

4 

286 

10 

9 

627 

6 

8 

172 

19 

2 

943 

2 

2 

540 

16 

8 

8,891 

14 

2 

13,295 

16 

11 

5,927 

16 

2 

1,481 

19 

— 

1,481 

19 

— 

£8,891 

14 

2 
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ERAL TRADING AND PROFIT 

For the Year 


Birmingham 1 Dundee 


Total 


£ >■ <* £ s. d. 

4,563 17 9 3,616 15 11 

28.198 4 10 23,839 16 8 

2,673 10 2 2,272 9 5 

2,417 15 6 1,987 14 3 

419 19 5 386 17 2 


£ s - d - 
14,077 6 1 

88,459 13 2 

7,803 13 10 
8,014 2 6 
1.333 11 - 


9,365 9 3 7,277 17 11 29,526 10 5 


47,638 16 11 39,381 11 4 



406 8 9 314 16 5 1,228 17 6 


796 411 
198 17 2 

107 13 10 
216 18 6 
508 10 6 
104 19 7 


687 15 4 
143 9 11 

92 18 6 
186 13 3 
413 6 4 
78 19 5 


2,301 11 5 
629 12 7 

421 10 8 
690 2 6 
1,549 3 6 
356 18 2 


609 3 11 458 15 6 2,011 1 7 


418 15 1 315 17 8 1,275 9 5 

6*255 12 8 4,882 - 1 2 0,129 6 U 

30,593 14 3 


9,723 4 11 


1,588 18 2 
3,177 16 4 
1,588 18 2 


1,627 

1,627 

1,627 


6 8 
6 8 
6 9 


9,144 

6,287 

4,698 


6,355 12 8 4,882 
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AND LOSS ACCOUNT 

Ending 31st Dec., 19.. 


• 

1 

London 

Birmingham 

Dundee 

Total 


£ s - d - 

£ d. 

£ d. 

£ i. d. 

iy Sales . 

54,821 17 11 

39.857 13 9 

32,759 12 11 

127,439 4 7 

»> » to 

Branches 

1,723 17 8 

3,163 11 6 

2,916 4 8 

7,803 13 10 

„ Stock, 31st Dec. . 

5,648 13 2 

4,617 11 8 

3,705 13 9 

13,971 18 7 

£ 

62,194 8 9 

47,638 16 11 

39,381 11 4 

149,214 17 - 

By Gross Profit b/d . 

12,883 3 3 

9,365 9 3 

7,277 17 11 

29,526 10 5 

,, Discounts Re- 





1 9 

ceived 

412 13 8 

357 15 8 

296 14 6 

1 

| 

1,067 3 10 

£ 

13,295 16 11 

9,723 4 11 

7,574 12 5 

30,593 14 3 

By Net Profit b/d 

8,891 14 2 

6,355 12 8 

4,882 - 1 

20,129 6 11 


£8,891 14 2 

6,355 12 8 

4,882 - 1 

20,129 6 11 
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Liabilities 


Sundry Creditors 
Current A/cs — 
London 
Birmingham . 
Dundee 
Capital A/cs— 

B. Brown 
J. Jones 
S. Smith 


£ s. d. £ s. d. £ s. d. £ s. d. 

7,047 14 5 4,976 15 5 3,018 11 7 15,043 1 5 

— 2,136 15 9 2,116 6 2 4,253 1 11 

— — 902 18 4 902 18 4 


. 26,449 7 - 


17,080 4 3 


12,832 10 - 


26,449 7 
17,080 4 
12,832 10 


£ 33,497 1 5 24,193 15 5 18,870 6 1 76,561 2 11 


GENERAL BALANCE SHEET (ORDINARY FORM) 


Liabilities 
Sundry Creditors 
Capital A/cs— 

B. Brown, 1st Jan. 

Add Interest 

Share of Profits 


Less Drawings 

J. Jones, 1st Jan. 

Add Interest 
,, Share of Profits 


Less Drawings 

S. Smith, 1st Jan. 

Add Interest 
,, Share of Profits 


Less Drawings 


18,862 

943 

9,144 


y. d. £ J. 

15,043 1 5 

3 10 
2 2 
1 - 


28,949 7 - 

2.500 - - 

12,183 18 4 
609 311 
6,287 2 - 

19,080 4 3 

2,000 - - 

9,175 10 7 
458 15 6 
4,698 3 11 

14,332 10 - 

1.500 - - 


26,449 7 - 


17,080 4 3 


12,832 10 - 
£71,405 2 8 
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As at 31st December, 19.. 


Assets 

' 

London 

Birmingham 

Dundee 

Total 


£ 

s. 

d. 

£ 

j. 

d. 

£ 

s. 

d. 

£ 

s. 

d. 

Cash in hand 

178 

3 

9 

94 

13 

4 

76 

11 

4 

349 

8 

5 

,, at Bank 

7,157 

12 

2 

5,063 

4 

8 

4,586 

9 

5 

16,807 

6 

3 

Sundry Debtors 

Current A/cs— 

11,392 

— 

9 

9,746 

11 

10 

7,658 

12 

9 

28,797 

5 

4 

London 













Birmingham . 

2,136 

15 

9 







2,136 

15 

9 

Dundee 

2,116 

6 

2 

902 

18 

4 




3,019 

4 

6 

Stock-in-Trade . 

Plant and Machinery 

5,648 

13 

2 

4,617 

11 

8 

3,705 

13 

9 

13,971 

18 

7 

(less depreciation)* . 

4,867 

9 

8 

3,768 

15 

7 

2,842 

18 

10 

11,479 

4 

1 

£ 

33,497 

1 

5 

24,193 

15 

5 

18,870 

6 

1 

76,561 

2 

11 


' 





As at 31st December, 19.. 


Assets 

£ s. d. 

£ s. d. 

Cash in hand ...... 

349 8 5 


,, at Bank ...... 

16,807 6 3 

\ 



17,156 14 8 

Sundry Debtors ...... 


28,797 5 4 

Stock-in-Trade . . . 


13,971 18 7 

Plant and Machinery (less depreciation) . 


11,479 4 1 



£71,405 2 8 
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In London Ledger 


Dr. B. BROWN.—CAPITAL ACCOUNT Cr. 


19. . 


£ s. d. 

19. . 


£ s. d. 

Dec. 31 

To Drawings 

2,500 - - 

Jan. 1 

By Balance 

18,862 3 10 

1 , 31 

,, Balance c/d . 

26,449 7 - 

Dec.31 

„ Interest 

943 2 2 




31 

,, Share of Profits— 






London 

5,927 16 2 





Birmingham 

1,588 18 2 





Dundee 

1,627 6 8 


£ 

28,949 7 - 


£ 

28,949 7 - 




19. . 






Jan. 1 

By Balance b/d . 

26,449 7 - 


Dr. BIRMINGHAM CURRENT ACCOUNT Cr. 


19. . 


£ s. d. 

19. . 


£ s. d. 

Tan. 1 

To Balance 

2,029 10 7 

Dec. 31 

By Jones—Share of 


Dec. 31 

,, Brown—Share of 



London profit 

1,481 19 - 


Birmingham 


„ 31 

,, Balance c/d . 

2,136 15 9 


profit 

1,588 18 2 









£3,618 14 9 

19.. 






Jan. 1 

To Balance b/d . 

2,136 15 9 





Dr. 


DUNDEE CURRENT ACCOUNT 


Cr. 


19. . 


£ s. d. 

19. . 

By Smith—Share of 
London Profit 

Jan. 1 
Dec. 31 

To Balance 
,, Brown—Share of 

1,970 18 6 

Dec.31 

19.. 
Jan. 1 

Dundee Profit 

To Balance b/d . 


„ 31 

„ Balance c/d . 


£ '• d ‘ 

1,481 19 - 
2,116 6 2 

£3,598 5 2 


Dr. 


19.. 
Dec. 31 
31 


If 


In Birmingham Ledger 

J. JONES.—CAPITAL ACCOUNT 


To Drawings 
„ Balance c/d 


£ s. d. 
2,000 - - 
17,080 4 3 


19,080 4 3 


19.. 
Jan. I 
Dec.31 
31 


It 


19.. 
Jan. 1 


By Balance 
„ Interest 
„ Share of Profits— 
Birmingham 
London 
Dundee 


Cr. 


By Balance b/d 


£ s. d ; 
12,183 18 4 
609 311 

3,177 16 4 
1,481 19 - 
1,627 6 8 


19,080 


17,080 


4 3 


4 3 
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Dr. LONDON CURRENT ACCOUNT O. 


19.. 



£ 

s. d. 

19. . 



£ 

s. 

d. 

Dec. 31 

To Jones—Share 

of 



Jan. 1 

By Balance 

• 

2,029 

16 

7 


London Profit 

• 

1,481 

19 - 

Dec.31 

,, Brown—Share 

of 




„ 31 

,, Balance c/d . 

• 

2,136 

15 9 


Birmingham 

Profit 

• 

1,588 

18 

2 




£3,618 

14 9 




£3,618 

14 

9 





19.. 
Jan. 1 

By Balance b/d . 

• 

2,136 

15 

9 

Dr. 


DUNDEE CURRENT ACCOUNT 


Cr. 


19. . 



£ 

s. d. 

19.. 



£ 

s. 

d. 

Jan. 1 

To Balance 

• 

864 

9 10 

Dec.31 

By Smith—Share 

of 




Dec. 31 

,, Smith—Share 

of 




Birmingham 






Dundee Profit 

• 

1,627 

6 8 


Profit 

• 

1,588 

18 

2 






„ 31 

,, Balance c/d . 

• 

902 

18 

4 




£2,491 

16 6 




£2,491 

16 

6 

19.. 
Jan. 1 

To Balance b/d . 

• 

902 

18 4 






In Dundee Ledger 

Dr. S. SMITH—CAPITAL ACCOUNT Cr. 


19. . 
Dec. 31 
„ 31 

To Drawings 
„ Balance c/d . 

£ 

£ J. d. 

1,500 - - 
12,832 10 - 

19.. 
Jan. 1 
Dec.31 
„ 31 

19.. 
Jan. 1 

By Balance 
,, Interest 

,, Share of Profits— 
Dundee 

London 

Birmingham 

£ 

By Balance b/d . 

£ s. d. 

9,175 10 7 

458 15 0 

1,627 6 9 
1,481 19 - 
1,588 18 2 

14,332 10 - 

14,332 10 - 


12,832 10 - 

Dr. 

LONDON CURRENT ACCOUNT 

Cr. 

19.. 


£ d. 

19. . 


£ s d 

Dec. 31 

To Brown—Share of 


Jan. r 1 

By Balance 

1,970 18 6 


London Profit . 

1,481 19 - 

Dec.31 

,, Brown—Share of 


„ 31 

,, Balance c/d . 

2,116 6 2 


Dundee Profit . 

1,627 6 8 



£3,598 5 2 



£3,598 5 2 




19.. 






Jan. 1 

By Balance b/d . 

2,116 6 2 


Dr. BIRMINGHAM CURRENT ACCOUNT 


19.. 


£ d. 

19.. 


£ s A 

Dec. 31 

To Jones—Share of 


Jan. 1 

By Balance 

X/ j, a. 

854 9 10 


Birmingham 


Dec.31 

w ^ w \ 

„ Jones—Share of 



Profit 

1,588 18 2 


Dundee Profit . 

1,627 6 8 

31 

,, Balance c/d . 

902 18 4 





£2,491 16 6 



£2,491 16 6 




19.. 






Jan. 1 

By Balance b/d . 

902 18 4 


16 —(B. 1405 ) 
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FOREIGN EXCHANGE 

Before we proceed to treat of Foreign Branches, it is eminently 
advisable, if not absolutely necessary, to deal briefly with the 
subject of foreign exchange. 

Foreign Exchange. This term is used to describe the means by 
which nations discharge or settle the mutual indebtedness that 
arises out of their trading with one another. Since, however, 
foreign debts are usually paid by bills of exchange, the term is 
also used, in a narrow sense, to denote the principles governingthe 
creation, negotiation, and payment of foreign bills of exchange. 

Currency. This term signifies the circulating medium of a 
country by means of which trade is carried on. Metallic Currency 
denotes the gold, silver, and copper coins in current use. Paper 
Currency denotes the bank notes, bills of exchange, cheques, etc., 
that are used as substitutes for coin. 

Unit of Currency. Each country has, of course, its own cur¬ 
rency and its own special terms for expressing monetary value. 
Each country has, a so, some standard unit of currency for the 
purpose of financial calculations. In this country the unit is the £ 
sterling; sterling means standard English money. In France, the 
unit is the franc, in Germany the mark,.in the United States the 
dollar, in Russia the rouble, in Italy the lira, in India the rupee, 
in Japan the yen, and so on. 

Rate of Exchange. The rate of exchange is the rate at which 
the currency of one country can be converted into the currency of 
another. It consists of two terms, one fixed and the other fluctua¬ 
ting. Thus, in the exchange between London and Paris, the fixed 
term is the £\ sterling, and the fluctuating term is the varying 
number of francs and centimes given in exchange for the £\ ster¬ 
ling. In the exchange between London and India, the fixed teim 
is the Indian rupee, and the fluctuating term is the varying amount 
of British pence given as an equivalent for the rupee. In quotations 
of “Rates of Exchange” only the fluctuating terms are, as a rule, 

stated, the fixed terms being understood. 

Mint Par of Exchange.* The standard gold coins of countries 

that have a gold standard are mixtures of pure gold and alloy* 
pure gold is too soft for coinage purposes, and alloy hardens it an 
makes it more serviceable. Now, if all these countries mixed t e 
gold and the alloy in the same proportions, we should have a uniform 
gold coin as regards purity. But they do not. British gold, or 
instance, is -f^ths fine, that is, 11 parts pure gold to 1 part of a oy. 
Foreign gold, on the other hand, is mostly yVhs fine, that is 
parts pure gold to 1 part of alloy. Hence there is no uniform go 
coin, because the standard gold coins of the various countne 
differ in weight and fineness. The coinage of each country, 

1 These paragraphs are only of historical interest, as most countries do 
operate gold standard exchange. 
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however, is governed by its coinage laws. In those countries, there¬ 
fore, that have a gold standard, the relative values of their gold coins 
can be established by calculating, from the coinage laws, the exact 
quantity of pure gold contained in each coin. This exact equivalent 
is called the mint par of exchange. Where a country has only a 
silver standard, it is not possible to establish a mint par of exchange 
with a country that has a gold standard, owing to the fluctuating 
price of silver. 

Varying Rates of Exchange. If remittances were made in 
gold, the rate of exchange would be the mint par of exchange, plus 
or less the cost of transporting the gold. The cost of transport is 
added if a country quotes the rate in its own currency, and deducted 
if a country quotes the rate in the currency of a foreign country. 
Settlement of international indebtedness, however, is effected by 
means of bills of exchange, this being a more convenient and cheaper 
method. Where the total debts of two countries are not equal, 
there will be an ultimate balance, which can only be settled by the 
import or export of gold. The mint par or nominal rate of exchange 
is seldom the existing rate of exchange; when it is, it is a mere 
coincidence. The commercial or actual rate of exchange varies 
from day to day, being influenced by many causes, principally, 
however, by the law of supply and demand; it may rise higher or 
fall lower than the mint par. The rate of exchange is said to be 
favourable to or against us, according as it is higher or lower than the 
mint par. Low rates are favourable to the country in whose cur¬ 
rency they are quoted, because the purchasers of bills have to give 
le.'ts than the mint par value of money for the foreign equivalent. 
High lates are against the country in whose currency they are 
quoted, because the purchasers of bills have to give more than 
the mint par value of money for the foreign equivalent. There 
are limits, howevei, to the rise and fall of the rate of exchange. 
These limits are determined, theoretically, by the “gold points,’’ 

that is, the points at which it becomes cheaper to send specie, i.e. 
actual coin. 

How Rates of Exchange are Quoted. There is, ol course, a 

market for foreign bills just the same as for other commodities. 

In London the bill brokers and foreign bankers used to meet on 

1 uesdays and Thursdays at the Royal Exchange for the purpose 

of buying and selling foreign bills. In February, 1921, however 

these meetings were discontinued, as business in bills had become 

more and more a matter of bargaining, and all the joint stock 

banks were conducting foreign exchange operations. The current 

rates of exchange can be seen on the financial page of almost 
every important daily paper. 

namely— arC tW ° mCth ° ds ° f C i uotin S a ‘oreign rate of exchange, 
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(a) Number oj Joreign units to the £. Examples of countries quoted 
by this method are America, France, and Germany. 

(b) Number oj shillings and pence to the foreign unit. Examples of 
countries quoted by this method are India and China. 

Under (a) the pound remains fixed , while the number ol dollars, 
francs, and marks varies; whilst under (b) the foreign unit remains 
fixed and the pound varies. 

Conversion of Currency into Sterling. The calculation re¬ 
quired will be either a division or multiplication sum, according 
to how the rate is quoted. 

(a) When the Rate of Exchange states the equivalent oj the foreign 
currency to the English unit , i.e. the £ sterling. 

Rule. Divide the currency amount by the rate, after adding on 
noughts, if necessary, to clear any decimals in the divisor. The 
answer will be in pounds and decimals of a pound. Convert the 
latter, at sight, into shillings and pence. 


CONVERSION FROM AND INTO STERLING 

Example i. Find the value in sterling of U.S.A. $10,351 at 
$2-80 to the £. 

10351 103510 

-^gQ- = — 28 ~~ = £ 8696 * 786 = 15s - 9d - 

Example 2 . Convert into sterling 9,121 Canadian dollars 14 
cents at 3*07 dollars to the £. 

912114 912114 ,. 0£V71 , 

3-07 “ 307 - £29/10^ - ^ 2 > 971 ls - ld . 

Example 3 . Exchange into the sterling equivalent $8462-80 at 
$3 to the £. 

8462-80 - 3 = £2820-933 = £2,820 18s. 8 d. 

(b) When the Rate oj Exchange states the amount of English pence 
equivalent to the foreign monetary unit. 

Rule. Multiply the currency amount by the rate and divide 
by 240. The answer will be in pounds and decimals of a pound. 
Convert the latter, at sight, into shillings and pence. 

Example. Find the sterling equivalent of 2,428 rupees 13 annas 
at ls. 6 d. per rupee. 

£ d. 

= 182 2 - 


2428 X 18 


240 


= £182-1 


16 annas = 1 rupee = 18d. 

1 anna = ljd. 

13 annas = 14|d. = 


1 3 approx 


Ans. = £182 3 3 


BRANCH ACCOUNTS 


471 


Modern Methods of Calculating. Much time and labour may 
be saved by the student adopting modern methods of calculation, 
principally contracted division, decimalization at sight of shillings 
and pence, and conversion at sight of decimals into shillings and 
pence. The following example will show clearly the advantages to 
be derived by so doing. 

Example i. Find the value in sterling of 36,277-75 francs at 
979 francs to the £. 


Old Method 

Modern Method 

97900)3627775(£37 

97900)3627775(37-0559 

293700 

690775 

690775 

685300 

5475 

5475 

580 

20 

90 

109500 (Is. 

97900 

2 

11600 

Ans. = £37 Is. Id. 

12 

139200(Id. 


97900 


41300 



Ans. = £37 Is. Id. 


Example 2. Find the value in francs and centimes of S\ 434 
17s. lid. at 979 francs to the £. ’ 5 


143489-600 

9-79 


1291406-400 
100442*72 0 
12914-06 

1404763-18 


Modern Method 


Ans. — 1,404,763 francs 18 centimes 
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Construction of Tables for Converting Sterling into Cur¬ 
rency. In the business office or counting house the student will, 
no doubt, find a specially compiled and printed book of tables by 
means of which the conversion of sterling into currency can be 
simply and rapidly effected. Small decimal tables of nine multi¬ 
ples are extremely useful, and can be very easily constructed by the 
student for his own use. All that is necessary is to start with some 
given rate for the £, and then find the decimal base for the shillings 
and pence respectively. For example, to construct a table for 
converting sterling into francs and centimes at the rate of 979 
francs to the £. First, as £\ is the sterling equivalent of 979 francs, 
this amount will form the pounds basis; then £2 will equal 1958 
francs, and so on. Next, 979 francs 4-20 (£\ = 20s.) gives 48-95 
francs, which is the equivalent of Is., and thus forms the shillings 
basis; then 2s. will equal 97-90 francs, and so on. Again, 48-95 
francs 4- 12 (Is. = 12d.) gives 4-07916, which is the equivalent of 
Id., and thus forms the pence basis; then 2d. will equal 8-1583 
francs, and so on. 

To multiply by 10, move the decimal point one place to the 
right; by 100, 2 places; by 1,000, 3 places; by 10,000, 4 places; 
and so on. To multiply by -1, move the decimal point 1 place to 
the left; by -01, 2 places; by -001, 3 places; and so on. 

Construction of Tables for Converting Currency into 
Sterling. As previously mentioned, books of tables will, no doubt, 
be in use in the office or counting house. Small decimal tables of 
nine multiples can, however, be easily constructed by the student. 
In the case of francs, the base will be obtained by deduction from 
the figures for the £ sterling. Thus— 

979 francs = £1 
1 franC = 

= £-00102145 

Example i. Convert 7,612 francs 63 centimes into sterling at 
the rate of 979 francs to the £. 

97900)761263(7-7759 = £1 15s. 6d. 


759630 

743300 


580000 


905000 
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FORMS OF FOREIGN REMITTANCES 

Bank Draft, Commercial Bills. In the rates of exchange, two 
prices are quoted, one for bank drafts, the other for commercial 
or ordinary trade bills. The former is slightly dearer than the 
latter, as the banker has naturally a higher standing than an ordinary 
trader. 

Telegraphic Transfer. This is a message sent by wire, ordering 
the transfer of a specified sum of money from one person to another 
by means of debit and credit of their respective accounts. Branch 
businesses and agents abroad often cable to headquarters for im¬ 
mediate funds. Headquarters then instruct their bankers to cable 
to the bank’s representatives abroad to place a certain sum at the 
disposal of the branch or agency. This method of remittance is 
slightly dearer than buying a bill. 

Sterling Bills on London. Persons abroad who owe money to 
this country prefer to remit us sterling bills on London, rather than 
have us draw on them in their own currency. Thus, England draws 
few bills, but accepts very many. London being the most important 
banking centre of the world, having a rate of exchange with every 
commercial country of any importance, sterling bills on London 
are readily negotiated abroad. These bills are not remitted by the 
drawers direct to London, but are purchased by other countries 
having payments to make to this country. We thus receive payment 
in our own money for goods sold to foreign countries. 

TRANSACTIONS IN CURRENCY 

It is now proposed to give an example of the method of treating 
items in currency in the subsidiary books and Ledger. Generally 
speaking, the English merchant will invoice to his foreign customer 
in sterling, in order to ensure payment of the exact amount of the 
invoice, thus leaving the customer to deal with any profit or loss 
on exchange. But there are cases where the reverse procedure is 
necessary in order to facilitate trade. 

Example i. A. Smith, of London, sold goods to R. Brown, of 
Chicago, as follows— 

12 cases Fancy Vases @ $8*35 per case. 

12 „ „ Goods @ $11-46 „ 

The items were invoiced to Brown in currency and converted 
in Smith’s books at the rate of $4-03. Brown remitted a draft, 
which was cashed at the rate of the day on which it was received, 

viz. $2-80. Show Smith’s Day Book and Ledger with reference to 
the above. 
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In Smith’s Books 

FOREIGN SALES BOOK 


Date 

Particulars 

Ledger 

Folio 

Currency 

Sterling 


R. Brown, Chicago— 

12 cases Fancy Vases @ $8-35 

12 „ Goods @$11-46 . 


$ c. 

100 20 
137 52 

£ f. d. 




237 72 ; 

58 19 9 







FOREIGN SALES LEDGER 


Dr. R. BROWN, CHICAGO Cr. 



S c. 

£ i. d. 


S c. 

£ 3 - 

To Goods . 

237 72 

58 19 9 

By Draft 

237 72 

84 18 0 

„ Difference in 






Exchange 






(profit) 


25 18 3 




$ 

237 72 

£84 18 0 

$ 

237 72 

£84 18 0 


1 i 


l 


QUESTIONS 

1. What is meant by “inter-branch” transactions? How are they dealt with? 
Do the “inter-branch” balances affect the final Balance Sheet? 

2. Define the term “foreign exchange.” 

3. Explain the meaning of the following: currency, metallic currency, paper 
currency, unit of currency, sterling. 

4. What is meant by “rate of exchange ”? . . 

5. Explain briefly what is meant by “mint par of exchange” and how it > 

ascertained. . . 

6. How do you account for varying rates of exchange? What is mean y 

rates being favourable to or against a country? 

7. In what two ways are rates of exchange quoted ? Give examples. 

8. How is currency converted into sterling? Give examples. Find the va u 

in sterling of 47,884-75 francs @ 979, and prove your answer by re-converting 
into currency, modern methods of working to be adopted in each case. _ 

9. Convert the following into sterling and check your answer by re-conversi 

(a) 2,980 dollars 97 cents @ $2*80 to the £. 

(b) 8,079 francs 46 centimes @ 979 francs to the £. 

(c) 18,598 rupees at Is. 5£d. per rupee. r bv 

10. Convert the following into foreign currency and prove your answe y 

re-conversion— - 

(a) £225 14s. 7d. into francs and centimes % 12-23 Swiss francs to the £. 

( b ) £609 10s. 5d. into rupees and annas @ 18d. per rupee. 
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FOREIGN BRANCHES 

Special Features. As with home branches, so also with foreign 
branches, the book-keeping will vary according as the detail is 
recorded in the Head Office books or only in the Branch books. 
The general book-keeping will, therefore, be similar to that out¬ 
lined in the preceding pages. The special features are the conversion 
of the accounts from currency into sterling, and the difficulties 
arising from the fluctuations in the rate of exchange. 

Fixed and Fluctuating Rates of Exchange. Where the rate of 
exchange is fairly stable, slight fluctuations are not taken into 
consideration at all, and the accounts, with the exception of the 
Remittance Account, are converted into sterling at a fixed rate of 
exchange. 

In other cases, where the rate of exchange is subject to violent 
fluctuations, the conversion of the accounts into sterling at a uni¬ 
form rate for each item would result in showing fictitious branch 
profits or losses. I o obviate this, the accounts are converted at 
different rates, as under— 

1. Remittances at the actual rate of the day when made or 
cashed. 

2. Fixed assets, also additions thereto, at the rate of the day 
when purchased. Additions, however, are sometimes converted at 
the average rate for the year or period, especially if made at various 
dates throughout the year. Fixed liabilities (loans, mortgages, 
etc.) at the rate ruling on the day they were incurred. 

3. Floating assets and liabilities at the current rate of exchange 
on the date of balancing the books. 

4. Revenue items, i.e. those affecting the Trading and Profit 
and Loss Account, at the average rate for the year or period. If • 
the Branch Trial Balance discloses merely the Profit or Loss for 
the period, then there will be only this amount to convert at the 
average rate. 

I he fixed assets and liabilities will remain in the foreign books, 
and they should, therefore, appear from time to time at ^the same 
value. The floating assets and liabilities are converted at the cur¬ 
rent rate at the date of balancing, in order that the Balance Sheet 
may be an approximately correct representation of the state of 
affairs. The revenue items are converted at the average rate for 
the period, because they have been going on continuously through¬ 
out the year. The stocks at the commencement and close of the 
period, although they appear in the Trading Account, are con¬ 
verted, however, at the current rate on the dates of balancing. Thus 
the stock at the commencement will appear in the currentTrading 
Account at the same value as it appeared in the Balance Sheet of 
the previous period. In view of the permanent change un exchange 

some companies have reduced their capital, and' reduced their 
foreign fixed assets to present rates. 
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Procedure in the Head Office Books. Where the whole of the 
book-keeping is done by the Head Office the Foreign Branch Ledger 
will be ruled with double columns, one for currency, and the other 
for sterling. Entries will be made from the periodical Branch 
Returns, the items being converted into sterling at once, if a fixed 
rate of exchange is employed, and at balancing time, if various 
rates are employed. 

Where the branch forwards to the Head Office a copy of its 
Trial Balance in currency, the Head Office is obliged to convert the 
various items into sterling before it can bring them into account. 
This will be done either at one fixed rate or at various rates, as the 
case may be. The Remittance Account is, of course, already con¬ 
verted, the remittances having been cashed on the day they were 
received from the branch, or purchased on the day they were 
forwarded to the branch. The value in sterling of the Head Office 
Account is also known, being the amount brought forward from the 
last balancing. 

Difference in Exchange. If, after conversion into sterling, the 
two columns of the Branch Trial Balance do not agree (and it may 
be taken they never will) the totals must be made to correspond, 
by writing the balance on the lesser side, designating it “Difference 
in Exchange.” A debit balance will signify a loss, and a credit 
balance will denote a profit; this amount will be debited or credited 
to the Branch Profit and Loss Account in the same way as other 
gains and losses. Where, however, the items are all converted at the 
same fixed rate, there will be no “Difference in Exchange” except 
for that appearing in the Remittance Account* In some cases, the 
profit or loss on exchange is not shown as a separate item, but is 
apportioned among the various items of expenditure, thus making 
• the latter proportionately less in the case of a profit on exchange, 
and proportionately greater in the case of a loss. 

Depreciation. Some accountants consider it incorrect to con 
vert depreciation at the average rate for the year, even thoug 
it is a revenue item, and prefer to convert fixed assets, and t e 
depreciation of them, at the same rate. It should be noted 1 .V 
in the case of foreign branches, depreciation is often dea t wi 
exclusively by the Head Office, and on the sterling figures, 
such cases, the Head Office would make an adjusting entiy m 
Journal, thus— 

Depreciation . . . . • D r - 

To Branch Current A/c . Cr. 

sending a credit note for the amount to the branch, which woul 
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pass the item through the branch books by means of a Journal 
entry similar to the following— 

Head Office Current A/c . . Dr. 

To Fixtures and Fittings . Cr. 

for depreciation thereon. 

QUESTIONS 

1. What arc the special features of “foreign” branches? 

2. What rate of exchange is adopted for conversion of foreign branch accounts 
into sterling? 

3. In the case ot a loreign country with a very fluctuating rate of exchange, 
what different rates are used in the conversion of accounts, and why? 

4. Explain the method of procedure in the Head Office books as regards the 
record of the branch transactions. 

5. What is meant by the term “Difference in Exchange”? How does it arise? 
In what two different ways is it dealt with in the accounts? 

6. How is depreciation of fixed assets dealt with in the case of foreign branches? 

Mine, Plantation, Etc. In the case of a foreign mine or planta¬ 
tion (tea, cocoa, rubber, tobacco, etc.) making monthly returns of 
its cash expenditure on capital and revenue account, the Head 
Office books would be ruled with double columns, one for currency 
and one for sterling; and both sets of figures would be recorded. 
At balancing time, the conversion would take place—according to 
the special circumstances mentioned previously—either at a fixed 
rate or at varying rates. A Remittance Account is employed; but, 
in many cases, the remittances are from the Head Office to the 
branch, instead of, as in other cases, from the branch to the Head 
Office. The reason is that the Head Office has to finance the 
mine or plantation. The output or crop of the latter is forwarded 
to Europe for sale by auction, and the proceeds are remitted direct 
to the Head Office; the branch does not handle any of the money. 

Example i. The Ceylon Tea Plantation Co., Ltd., remits to its 
foreign manager exchange for £10,000 in rupees at Is. 3d. At the 
end of the month the manager makes the following Return of his 
cash expenditure— 


Rs. 

Plantation Wages (planting) . . . 21,400 

„ „ (manufacturing) . . 5*000 

Salaries.2,000 

Hospital Expenses ..... 500 

Machinery and Plant . . . .40 000 

Buildings, etc. 50,000 

Rates and Taxes ..... 500 

General Expenses ..... 600 

Tools and Implements . . . .30 000 

Coolie Brokerage and Passage Money . 10*000 


160,000 


Rs 
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\ ou are required to show the records in the foreign books, and 
also in the Head Office books. 

In Foreign Books 


Dr. 


CASH 

BOOK 


Cr. 

19.. 

Jan. 

To London Office . 

Rupees 1 

160,000 

19.. 

Jan 

By Planting Wages 
„ Manufg. Wages 
,, Salaries . 

,, Hospital 
Expenses 

,, Machinery and 
Plant . 

,, Buildings 
,, Rates and Taxes 
,, General 

Expenses 

,, Tools and Im¬ 
plements 

„ Coolie Broker¬ 
age and Pass¬ 
age Money . 

Rupees 

21,400 

5,000 

2,000 

500 

40,000 

50,000 

500 

600 

30,000 

10,000 

Dr. 

1 Indian Currency 

LEDGER 

LONDON OFFICE 

Cr. • 




19.. 

Jan. 

By Cash 

Rupees. 

160.000 


In Head Office Books 


19.. 
Jan. 31 


CEYLON JOURNAL 


Planting Wages 
Manufacturing Wages 
Salaries . 

Hospital Expenses 
Machinery and Plant 
Buildings 
Rates and Taxes 
General Expenses 
Tools and Implements 
Coolie Brokerage and Passage Money 
To Plantation Cash A/c . 

for sundry disbursements during the month 


Dr. 

Rupees 

21,400 

5,000 

2,000 

500 

40,000 

50.000 

500 

600 

30,000 

10,000 


Cr. 


Rupees 


160.000 


FLUCTUATING PAPER CURRENCY 


Depreciated Paper Currency. Hitherto, only metallic cur¬ 
rencies have been dealt with whose exchange fluctuations cou 
treated satisfactorily by taking the average rate for t c yea 
trading period. It is now proposed to consider the case o cou 
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where the legal tender is a greatly depreciated paper currency, 
whose sterling equivalent is subject to violent changes, e.g. the 
paper peso (dollar) of Chile and Peru. So long as a paper currency 
is readily convertible into gold, it retains its face value. When it is 
inconvertible, it will retain its value only so long as its issue is 
strictly limited to actual business requirements. But the moment an 
inconvertible paper currency becomes over-issued, the trading com¬ 
munity cannot absorb it, and forthwith a heavy depreciation sets in. 

How British Book-keeping is Affected. The connexion of 
British book-keeping with such matters arises from the fact that 
many British companies are formed and registered in London, 
which have often only their head ofhee in London, the business or 
works being situated in one of these South American republics. 
The company’s capital is raised in sterling and the results of the 
company’s operations have naturally to be presented to the share¬ 
holders in sterling. Thus, to such companies, the question of 
fluctuating exchange and its proper treatment in the accounts is an 
all-important one. 

Rates of Exchange and Procedure in the Books. The aim 

of the book-keeping procedure of the London Office is to record 
the result of the foreign transactions in their approximate sterling 
equivalent. It is not possible to ascertain the exact £ s. d. value, 
for there is no fixed ratio of gold to silver. The exchange value of 
silver coins depends on the market price of silver, which is itself 
affected by the law of supply and demand. Owing to the incessant 
and violent fluctuations in the rate of exchange, the average rate 
for the year will not give satisfactory results. When the business is 
transacted or the work executed, the value of the dollar may be 
9d.; when payment is received, it may be 10|d.; when the bank 
balance admits of a remittance (possibly containing the profit on 
such business or work) being made to the London Office, the rate 
may have risen to 12d. or have dropped to 8d., the value of the 
paper peso (i.e. dollar) varying from day to day and even from hour 
to hour. The only satisfactory way of dealing with such variations 
is to take the average rate of exchange for short periods, say, each 
month. This will suffice for all revenue transactions, and also for 
capital expenditure in the form of wages on capital account expended 
continuously throughout the month. Capital expenditure in the 
shape of fixed assets will, of course, be converted at the rate ruling 
on the date the assets were purchased, so that they may appear 
in the books at their approximate sterling cost. In the Branch 
books, all capital expenditure is transferred at balancing time to 
the London Office Account. The Branch Balance Sheet thus shows 
only the floating assets and liabilities, which are valued at the cur¬ 
rent rate of exchange on the date of such Balance Sheet. The 
difference between the floating assets and liabilities is represented 
by the balance of the London Office Account, which is converted 
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into sterling at the same rate. Remittances are made to the Head 

Office usually by means of sterling bills on London. In the foreign 

books, the London Office Account will contain a memorandum 

sterling column; and, in the head office books, the Branch Office 

Account will be provided with a memorandum currency column. 

At balancing time, any difference between the Dr. and Cr. sides 

of the memorandum columns is written off as profit or loss on 
exchange. 

QUESTIONS 

1. Explain the method of keeping the accounts in the case of a Head Office, 
say in London, owmn^ a foreign mine or plantation. Submit specimens of any 
special rulings of books that might be necessary. 

2. Name and explain some of the principal forms of foreign remittances. 

;• o VV V? rc transactlons m currency dealt with in books of account kept in 
sterling? Give examples. 

4. Explain the method of converting accounts kept in a fluctuating paper 
currency into sterling. 

5 How is Capital Expenditure at the branch dealt with (a) in the foreign 
books, ( b ) in the London Office books? 

6. How are remittances from the branch to the Head Office dealt with (a) in 
the foreign books, ( b ) in the London books? 

EXERCISE XIV 

1. On 1st March, a branch establishment was opened and £950 worth of 
goods was transferred thereto from stock. Show the Ledger accounts recording 
this transaction. 

2. From the following particulars prepare the Branch Account as it would 
appear in the Head Office books. The Branch sales are exclusively cash, and 
the goods sent to the Branch have been invoiced at cost price— 

Goods from Head Office 
Returns to Head Office 
Rates, Taxes, and Insurance paid 
Wages paid 

Cash remitted to Head Office 
Stock, 1st Jan. . 

Rent paid 
Stock, 31st Dec. 

Sundry Expenses paid 

r 

3. From the particulars furnished hereunder, write up the Branch Account 
in the Head Office books. The Branch Sales are exclusively cash, and the good$ 
sent to the Branch have been invoiced at 33$ per cent on cost— 

£ Sm 

Goods sent to Branch less Returns .... 6,841 19 


£ 

s. 

d. 

5,508 

15 

4 

42 

10 

9 

65 

11 

9 

362 

5 

8 

6,871 

16 

8 

816 

10 

2 

140 

10 

6 

795 

15 

4 

81 

4 

3 


Wages and Salaries paid 
Cash remitted by Branch 
Stock, 1st Jan. . 

Rates, Taxes, and Insurance paid 
Rent paid . 

Stock, 31st Dec. 


372 6 
6,855 - 
920 16 
80 10 
145 15 
895 15 


8 

8 J 

4 >/ 

6 

4 


39 14 11 ^ 


Sundry Expenses paid 

Show, in connexion with the above exercise, (a) the advantage of double 
money columns, (b) how the books are reconciled when the Branch Accoun 
is written up from the above figures exactly as they stand. 
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4. From the particulars given below, draw up the Branch Account or Accounts 
in the Head Office books. The goods sent to the Branch have been invoiced at 
cost, and the Branch makes both cash and credit sales— 

Goods received from Head Office 
Returns to Head Office 
Stock, 1st Jan. . 

Ready Money Sales . 

Six months’ Credit Sales to 30th June 
Allowances to Customers 
Discounts Allowed to Customers 
Bad Debts 

Rent, Rates, and Taxes 
Returns from Customers 
Wages and Salaries 
Debtors, 1st Jan. 

Stock, 30th June _ 

Sundry Expenses 

Cash received on Ledger Accounts 
Debtors, 30th June 

5. From the undermentioned particulars construct the Branch Accounts 
as they would appear in the Head Office books. The Branches are charged 
with the goods at selling price, the sales being exclusively cash. The rate of 
gross profit is 25 per cent on selling price. 


£ 

s. 

d. 

> 

2,517 

16 

8 


42 

- 

__ 

< 

625 

13 

4 


1,608 

11 

5 


2,976 

14 

2 


13 

8 

11 


132 

218 

5 

6 

6 

3 


108 

12 

7 


28 

11 

4 

• 

294 

6 

8 


1,475 

9 

10 


595 

15 

6 


63 

2,516 

12 

14 

5 

2 


1,542 

17 

10 

• 


Branch A 


Branch B 


Goods from Head Office . 
^Returns to Head Office 
Sales by Branch 
J Stock, 1st Jan. 

Stock, 31st Dec. 

Allowances off Selling Price 
Sundry Expenses 
Salaries and Wages . 
Depreciation of Furniture and F 
Rent, Rates, and Taxes 
^ Excess in Stock at close 
Shortage in Stock at close . 


xtures 


£ 

5. 

d. 

£ 

s. 

9,846 

12 

4 

10,408 

15 

28 

9 

4 

46 

11 

9,662 

2 

— 

10,183 

8 

1,338 

3 

4 

1,672 

12 

^1,476 

12 

4 

1,814 

12 

29 

16 

8 

26 

10 

80 

12 

4 

139 

16 

248 

15 

6 

318 

13 

24 

13 

9 

35 

17 

250 

16 

8 

296 

14 

12 

4 

8 


— 




10 

4 


d. 

8 

8 

8 

4 

8 . 

4 

5 
2 
1 

8 

8 


6. The Stock on 1st March was £3,027 16s. lid. The Sales for the month 
of March amounted to £1,543 10s. 9d., and the Returns Outwards were 
£28 9s. Id. The Purchases for the month of March were £892 19s. 6d., while 
the Returns Inwards amounted to £37 15s. 4d. The rate of gross profit is 20 
per cent on Sales. Show by means of an account how to arrive at the approximate 
value of the Stock at the end of March. 


7. From the undermentioned 
two wholesale Branches, prepare 
appear in the Head Office books 


particulars relating to a Head Office and its 
final accounts and Balance Sheet as they would 


_ / 


Stock, 1st Jan. 
Debtors . 
Creditors 
Discounts Earned 
Bad Debts 
Bills Payable . 


Head 

Office 

£ 


d. 


8,216 15 9 


2,514 11 2 


Liverpool 
Branch 
£ d. 
4,807 13 9 
16,915 11 7 

513 15 8 
607 14 9 


Reading 
Branch 
£ d. 
3,946 15 7 
13,482 9 10 

398 16 2 
550 18 6 
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Head 
Office 

Purchases less Returns . ' — 11,918 14 4 9,'867 13 

Furniture, Fixtures, and Fittings 157 13 2 365 16 2 225 15 

Horses, Harness, Vehicles, etc. . — 1,956 13 8 1,698 12 1 

Sa,ar *es. 987 16 2 — _ 

Cash at Bank .... 8,916 9 3 _ _ 

Share Capital (22,000 Shares of £1 

each, fully paid) . . . 22,000 - - _ _ 

Travellers’ Salaries and Expenses — 1,814 5 10 1,328 13 

Directors Fees . . . 450 10 6 _ _ 

Sales less Returns ... _ 26,156 18 3 21,546 15 l 

VY ages . . _ 2,386 18 4 1,846 15 ! 

Interim Dividend 10% . . 2,200 - - _ _ 

Stock, 3 1 st Dec. ... _ 5,016 14 8 4,028 11 i 

Debenture Interest . . . 600 - - _ _ 

Reserve Fund Account . . 7,500 - - _ _ 

Discounts Allowed . . — 1,605 10 2 1,572 14 f 

6% Debentures . . . 10,000 - - _ _ 

Carriage Inwards ... — 509 12 8 457 11 6 

Depreciation . . . . 17 10 4 40 12 11 25 1 S 

Sundry Expenses ... _ 3,017 14 11 2,856 11 5 

Rent, Rates, and Taxes . . 287 14 6 382 10 6 298 10 6 

Horse and Stable Expenses . — 327 3 7 246 9 10 

Cash in hand . . . . 39 16 7 72 19 5 55 14 6 

Provision tor Bad Debts, 5% 

Debtors. 

8. From the following condensed Trial Balance prepare amalgamated Balance 

~ . Ql.t T'*_ 0 


Liverpool 
Branch 
£ s - d. 
11,918 14 4 
365 16 2 
1,956 13 8 


Reading 
Branch 
£ s. d. 
9,867 13 9 
225 15 8 
1,698 12 11 


1,814 5 10 1,328 13 7 

26,156 18 3 21,546 15 10 

2,386 18 4 1,846 15 9 

5,016 14 8 4,028 11 5 


1,605 10 2 1,572 14 8 


— 

- 


509 

12 

8 

457 

11 

6 

17 

10 

4 

40 

12 

11 

25 

1 

9 

— 

- 


3,017 

14 

11 

2,856 

11 

5 

287 

14 

6 

382 

10 

6 

298 

10 

6 

— 

• 


327 

3 

7 

246 

9 

10 

39 

16 

7 

72 

19 

5 

55 

14 

6 


Sheet as at 31st Dec. 


HEAD OFFICE TRIAL BALANCE 
31st Dec., 19. . Dr. 


Cr. 


Sundry Assets . 

Sundry Creditors . . . . 

Capital Account . . . . 

Branch Current A/c (£250 of this is 
for Goods sent on 31st Dec.) 
Remittances from Branch 


£ 

12,317 


3,960 


£16,277 15 


3,017 15 6 

12,000 - - 


1,260 


£16,277 15 


BRANCH TRIAL BALANCE 
3 1st Dec., 19.. Dr. 


Sundry Assets . 

Sundry Creditors . 

Head Office Current A/c 
Remittances to Head Office (£60 of 
this represents a Remittance made 
on 31st Dec.) . 


£ 

2,847 


1,320 


£4,167 



Cr. 


9 I 5 
1 
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9. From the following Trial Balance of the Branch books, prepare the neces¬ 
sary Journal entries to incorporate the figures in the Head Office books, and show 
the final accounts in the Branch Ledger and also in the Head Office Ledger. 


BRANCH TRIAL BALANCE 
31st Dec., 19.. Dr. 


Cr. 


Horses and Carts . 
Furniture and Fixtures 
Sundry Debtors 
Sundry Creditors . 

Stock, 1st Jan. 

Purchases from Head Office 
Sales . 

Discounts Earned . 

Rent, Rates, and Taxes 
Sundry Expenses . 
Depreciation 
Head Office Account 
Cash in hand 
Carriage Inwards . 

Wages and Salaries 
Bad Debts 
Remittances to Head Office 
Discounts Allowed 


Slock, 31st Dec., £710 15s. 8d. 










! £ 

s. 

d. 

£ 

s. 

d. 

• 1 

j 256 

14 

2 



1 

: 75 

18 

9 




• 

I 847 

13 

5 

154 

12 

6 

. 

675 

11 

| 2 





2,916 

16 

| 7 




• j 




4,462 

16 

8 





10 

14 

11 

• 

1 92 

15 

3 




• 

1 65 ! 

11 i 

7 




1 

• 

• 1 

i 30 ! 

14 


3,516 

16 

6 

• J 

187 j 

5 

10 



1 

84 

7 

9 




• ' 

428 

13 

>! 

0 




• 

35 j 

18 




# 1 

2,360 


— 




. 

• 

| 86 ' 

19 

1 

4 

f 




£8,145 | 


7 1 

£8,145 

— 

7 




| 
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10. Three partners, F. Finch, G. Green, and R. Roberts, have Branch busi¬ 
nesses working independently in London, Edinburgh, and Dublin. F. Finch 
manages the London business and receives two-thirds of the profits therefrom, 
the balance being shared equally between Green and Roberts. Green manages 
the Edinburgh business, receiving half of the profits therefrom, the balance 
being shared equally between Finch and Roberts. Roberts manages the Dublin 
business, receiving one-third of the profits therefrom, the balance being shared 
equally between Finch and Green. The branches buy from, and sell to, one another 
at a small inter-branch profit. 

from the following Trial Balance draw up a Tabular Trading and Profit 
and Loss Account, and a Balance Sheet in ( a) columnar form, ( b ) ordinary form. 
Credit each partner with interest on Capital at 5 per cent per annum, and 
depreciate Plant and Machinery at the rate of 10 per cent per annum. Show 
also the partners’ Capital Accounts, and the Branch Current Accounts in the 
respective Branch ledgers. 


LONDON TRIAL BALANCE 
31st Dec., 19.. Dr. Cr. 


Plant and Machinery 
Cash in hand 
Cash at Bank 
Current Accounts— 
Edinburgh 
Dublin 

Stock, 1st Jan. 

Sundry Debtors 
Sundry Creditors . 
Purchases 

,, from Branches 
Sales .... 

,, to Branches . 

Capital Account, F. Finch 
Drawing Account, F. Finch 
Trade Expenses 
Wages 

Discounts Allowed 
Discounts Earned . 

Printing and Stationery . 
Advertising . 

Carriage Inwards . 

,, ‘ Outwards 

Salaries 
Bad Debts . 


£ 

5,616 

216 

7,808 

2,386 

2,017 

6,174 

12,206 

37,856 

3,047 


3,000 

197 

3,814 

627 

256 

297 

564 

925 

732 

308 


£88,058 17 



8,165 


54,719 

4,028 

20,646 


497 13 10 


£88,058 17 


Stock, 31st Dec., £6,285 11s. 3d. 
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EDINBURGH TRIAL BALANCE 
31st Dec., 19. . Dr. Cr. 



£ 

s. 

d. 

£ 

s. 

d. 

Plant and Machinery 

4,406 

11 

10 




Cash in hand .... 

115 

9 

7 




Cash at Bank .... 

5,219 

12 

6 




Current Accounts—London 




2,386 

14 

5 

Dublin 

1,027 

12 

8 




Stock, 1st Jan. .... 

4,629 

15 

4 




Sundry Debtors .... 

9,847 

13 

6 




Sundry Creditors .... 




5,028 

17 

11 

Purchases ..... 

29,085 

17 

2 




,, from Branches . 

2,875 

14 

9 




Sales ...... 




40,207 

13 

6 

,, to Branches .... 




3,318 

15 

9 

Capital Account, G. Green 




14,172 

10 

5 

Drawing Account, G. Green . 

2,500 

— 

— 




Trade Expenses .... 

134 

13 

7 




Wages ..... 

2,675 

11 

5 




Discounts Allowed 

457 

9 

8 




Discounts Earned .... 




384 

13 

6 

Printing and Stationery . 

229 

16 

5 




Advertising ..... 

236 

18 

9 




Carriage Inwards .... 

425 

9 

10 




Carriage Outwards 

814 

4 

11 




Salaries ..... 

596 

18 

4 




Bad Debts ..... 

219 

15 

3 





£65,499 

5 

6 

£65,499 

5 

6 

Stock, 31st Dec., £ 4,152 18s. 6d. 
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DUBLIN TRIAL BALANCE 
31st Dec., 19. . Dr. 


Plant and Machinery 

£ 

s. 

d. 

3,417 

15 

2 

Cash in hand . 

89 

11 

8 

Cash at Bank .... 

Current Accounts—London 

Edinburgh 

4,723 

16 

7 

Stock, 1st Jan. . . . . 

3,852 

19 

4 

Sundry Debtors .... 
Sundry Creditors .... 

8,806 

14 

5 

Purchases ..... 

1 24,678 

10 

2 

,, from Branches 

Sales ...... 

,, to Branches .... 

Capital Account, R. Roberts . 

2,359 

11 

6 

Drawing Account, R. Roberts. 

2,000 

— 

_ 

Trade Expenses .... 

86 

18 

4 

Wages ..... 

2,075 

16 

3 

Discounts Allowed 

Discounts Earned .... 

357 

9 

10 

Printing and Stationery . 

126 

17 

5 

Advertising ..... 

195 

6 

4 

Carriage Inwards .... 

397 

11 

7 

,, Outwards 

692 

15 

8 

Salaries ..... 

438 

14 

2 

Bad Debts ..... 

156 

13 

9 


£54,457 

2 

2 


Stock, 31st Dec., £3,972 16s. 4d. 


£ 

2,017 

1,027 

3,351 

34,447 

3,028 

10,276 

307 


£54,457 
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11. The London and Westminster Grocery Co., Ltd., has a retail Branch 
in Manchester which is supplied with all goods from London. I he Branch 
shop keeps its own Sales Ledger, receives cash against Ledger accounts, and 
remits the whole of the cash received daily to the Head Office. All wages and 
Branch expenses are drawn ior by cheque weekly from the Head Office upon 
the imprest system. 

From the undermentioned particulars supplied by the Branch manager, 
show how the Branch accounts would appear in the Head Office books, and 
prepare a Profit and Loss Account for the Branch shop for the six months to 
31st Dec.— 


Six months’ Credit Sales . £2,387 
Returns Inwards ... 20 

Cash received on Ledger A/cs 2,384 
Cash Sales . . . . 1,214 

Stock, July 1st • . 720 

Stock, Dec. 31st . . . 1,121 


Debtors, July 1st . . . £1,-27 

Goods received from Head 


Office '. . . . 2,178 

Rent, Taxes, etc., paid . . 375 

Wages and Sundry Expenses 

paid .... 396 

(London Chamber of Commerce.) 


12. Four partners, A, B, C, and D, have businesses working independently 
in London, Swansea, and Glasgow. A and B manage the London branch, each 
receiving one-third of the profits from the London business, the balance being 
shared equally between C and D. 

C manages the Swansea house, receiving half of the profits from the business 
there, the balance being shared equally between A, B, and D. 

D manages the Glasgow business, receiving one-third of the profits arising 
therefrom, the balance being shared equally between A, B, and C. 

At the end of each year a combined statement is prepared showing the general 
position of the firm and the condition of each partner's account. 

From the following separate statements make up the combined account 
(without interest) and also the general Balance Sheet of the firm. 


LONDON HOUSE 


Creditors . ... £15,000 

Swansea House . . • 3,000 

A’s Capital . . • 10,000 

B’s do.10,000 

Profit and Loss . . . 9,000 


£47,000 


Debtors .... £23,000 
Glasgow House . . . 2,000 

Stock .... 13,000 

A’s Drawings . . . 1,000 

B's do.1,000 

Cash .... 7,000 

£47,000 


Creditors . 
Glasgow House . 
C’s Capital 
Profit and Loss . 


SWANSEA HOUSE 


£9,000 

4,000 

5,000 

6,000 

£24,000 


Debtors 
London House 
Stock 

C’s Drawings 
Cash 


£11,000 

3,000 

3,000 

1,000 

6,000 

£24,000 


Creditors . 
London House 
D’s Capital 
Profit and Loss 


GLASGOW HOUSE 


. £7,500 
2,000 
5,000 
7,200 

Debtors 

Swansea House . 
Stock 

D’s Drawings 

Cash 

• 

• 

• 

• 

• 

. £9,000 

4,000 
. 5,000 

500 
3,200 

£21,700 



£21,700 


('Chartered Accountants.) 
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13. Messrs. J. Silkstone & Sons, coal merchants, of London, opened a Branch 
business at Maidstone, on 1st January. The Trial Balance of the books of the 
Maidstone Branch, as on 31st December, was as follows— 


TRIAL BALANCE 

Head Office Adjustment A/c . . f \ 574 

Coal Sales. 1*750 

Sundry Debtors .... £640 

Horses, Carts, etc.280 

Salaries, Rent, and Expenses . . 620 

Cash in Hand ..... 78 

Coal from Head Office (as invoiced) 1,748 

Sundry Creditors .... 42 


£3,366 £3,366 


The stock of coal at Maidstone on 31st December was valued at £984. 

Prepare a Profit and Loss A/c showing the result of the working of the Maid¬ 
stone Branch for the year ended 31st December, and draft the entries necessary 
to incorporate the above figures in the Head Office books. (London Chamber 

of Commerce.) 

14. B. J. R. & Co. arc the owners of a business, working upon the multiple 
shop system. No Branch is allowed to purchase any stock, and can only make 
payments in cash through their petty cash account, which is replenished weekly 
upon the “imprest system.” All receipts are paid daily into the local bank, 
upon which the Head Office alone can draw. 

Upon what basis should goods be stocked out to the Branches? 

Explain briefly the records which the Head Office books would show in the 
case of each Branch. (Royal Society of Arts.) 

15. Messrs. Baxter & Sons, whose head office is in London, remitted £500 
to their Manchester Branch on 30th December. The books of the Head Office 
and the Branch arc balanced as on 31st December each year. The above- 
mentioned remittance did not reach Manchester until the morning of 1st January. 
How would you deal with the amount in question in the Trial Balances of the 
Head Office and Branch and when preparing the combined Balance Sheet of 
the whole business? (London Chamber of Commerce.) 

16. The Head Office of the Surrey Dairies, Ltd., supplied their Branches 
for 6 months ended 31st Dec., with the following goods, and paid cash on their 


account as under 


Branch 


Goods to Depots ..... 700 600 900 

Returns from Depots ..... 10 9 21 

Rates and Taxes paid by Head Office . . 31 29 40 

Wages and Expenses paid by Head Office . 39 40 4o 

The Depot Sales were .... 1,000 900 L^SO 

Returns from customers were ... 50 36 OU 

Depots collected cash from customers and _ 

despatched same to Head Office . . 650 720 1>~~ 

The stocks on hand at 31st Dec. were . . 100 120 11 

Frame the proper Journal entries to record the above transactions in t e 

Head Office books, and , 

Write up in the Head Office Ledger the accounts necessary to show t e P r 
or loss made by each Branch and the balance due at each Branch from un ry 


Debtors. 'Civil Service.) . A , n e 

17. The Manufacturing Co., Ltd., has a Nominal Capital ofTo,00 s * 

£10 each; and a Subscribed Capital of 8,000 shares, fully paid up. . 

factures goods for sale at its two Branches, A and B, which sell no goo s 
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than those of the Company’s manufacture. From the Trial Balance, on next 
page, extracted from the books of the Head Office and Branches as on 31st Dec., 
prepare, for submission to the Directors, Trading and Profit and Loss Accounts 
for the Head Office and for each of the Branches for the year ended 31st 
December, and a Balance Sheet of the Company as a whole as on that date. 

Stocks on hand valued as on 31st December were— 

Head Office ..... £10,527 4 5 

Branch A. 3,024 12 1 

* do. B. 1,927 9 4 

Write off the following depreciations— 

Head Office Plant and Machinery . . . 10% 

Furniture and Fixtures—Head Office . . . 5% 

do. do. Branch A 5% 

do. do. Branch B . .5% 

Create a provision for Bad Debts ot 2i% on the Sundry Debtors. Write off 
£5,000 from Goodwill and carry £10,000 to Reserve. All carriage on the goods 
sent to the Branches is paid by the Head Office. {Royal Society oj Arts.) 

18. The X Y Z Manufacturing Co., Ltd., has a Share Capital of £75,000, 
in 7,500 shares of £10 each, all issued and fully paid. It manufactures goods 
for sale at its two Branches (here referred to as A and B respectively), which 
sell goods of the Company’s manufacture only. From the annexed Trial Balance 
of the books at the Head Office (where the Private or General Books are kept) 
and at the Factory and Branches (see pp. 492-3), construct an account to show, 
respectively, the result of the Manufacturing and the Gross Profit at each Branch. 

Notes. The Stocks on the 31st December were— 

Factory.£9,177 5 7 

Branch A . . . . . . 4,590 3 8 

„ B.1,922 5 5 

Allow depreciation for one year to 31st December on the following items of 
the 1st January at the rates indicated— 

Factory Machinery, etc. . . .10 per cent. 

Branch Fixtures, etc. . . . 5 ,, 

(No depreciation to be written off Head Office Furniture, etc.) 

Draw up for submission to the Directors a Balance Sheet of the X Y Z Manu¬ 
facturing Co., Ltd., on the basis of the figures given, also to show as regards each 
item, its amount at the several places separately, and for the business as a whole. 
The balance at credit of the Profit and Loss Account was £13,033 6s. 5d., including 
the amount brought from the preceding year. ( Chattered Accountants .) 

19. The United Kingdom Trading Co., Ltd., has Branches at Dundee and 
Dover with Head Office at York. No trading is done at the Head Office. The 
Branches each keep a separate set of books which contain a complete record 
of their trading. The Capital Accounts and Bank Account are kept in another 
set of books at Head Office, the Branches being supplied with working capital 
from Head Office. From the following Trial Balances supplied by the Branches, 
and the Trial Balance of the Head Office books, prepare a Trading Account, 
showing the trading result of each branch, also a general Profit and Loss Account 
for the year ending 31st March and the Balance Sheet of the Company. 

Provide lor Bad and Doubtful Debts, £250. 

Provide for Discount, 2£% on Debtors. 

Wages owing, £125. 

Stock, at 31st March, £2,960 17s. 9d. 

Credit Southern Branch, 2£% allowance on £1,850. 

Depreciation of Plant, 1\% on £3,500 to be charged in Branch Trading A/c. 
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EXERCISE 19 (contd.) 


NORTHERN BRANCH 
TRIAL BALANCE— 31st March, 19.. 

Dr. Cr. 


Head Office A/c (Amount due for 
Working Capital) . 

Trading Account, Stock, 1st April 
Purchases .... 

Sales ..... 
Trade Expenses 

Wages ..... 
Salaries ..... 
Rates, Rent, and Taxes 
Debtors ..... 
Creditors .... 
Discount A/c .... 
Returns and Allowances 


£ 

j. 

d. 

1 

£ 

s. 

d. 




2,663 

5 

4 

2,879 

2 

3 




8,368 

4 

5 

15,872 

13 

6 

754 

10 

— 




3,370 

13 

4 




290 

— 

— 




455 

— 

— 




3,7S4 

— 

6 

1,533 

17 

11 

67 

15 

10 




100 

10 

5 




£20,069 

16 

9 

£20,069 

16 

9 


SOUTHERN BRANCH 


TRIAL BALANCE— 31st March, 19.. 

Dr. Cr. 



£ 

s. 

d. 

£ 

5. 

d. 

Head Office A/c (Amount due lor 







Working Capital) . 




2,151 

8 

9 

Trading A/c, Stock, 1st April 

1,397 

14 

6 




Purchases ..... 

3,512 

18 

9 




Sales ...... 




8,806 

12 

2 

Trade Expenses .... 

474 

2 

8 




Wages ...... 

2,860 

1 

7 




Rent, Rates, and Taxes . 

274 1 

3 

6 




Debtors ...... 

2,960 

7 

2 




Creditors . 




662 

4 

9 

Discount A/c . 




34 

o 

6 

Salaries ...... 

175 

— 

— 





£11,654 

1 8 

2 

£11,654 

8 

2 


Provide lor Discount 2£% on Debtors. 

Provide for Bad Debts, £125. 

Expenses owing, £75. 

Stock on 31st March, £1,564 10s. 2d. 

Debit Northern Branch, 2 h% allowance on £1,850. 

Depreciation of Plant, 7£% on £2,500 to be charged in Branch Trading A/c. 
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Exercise 18 ( confrf .) 


Dr. TRIAL BALANCE, 



Head Office 

Factory 

i _ 

Branch A 

Branch B 

Freehold Premises— 

£ 

s. 

d. 

£ 

j. 

, d. 

£ 

s. 

d. 

£ 


. d. 

Factory . 

50,000 

_ 

— 










Branch A . 

10,000 

— 

— 1 










Branch B 

10,000 

— 











Goodwill .... 

30,000 












Machinery, Fixtures, Furniture, 













etc., as at 1st January— 













Head Oflice 

500 












Factory .... 

7,500 












Branch A . 

2,000 












Branch B 

1,500 












Bankers .... 

6,790 


6 










Cash Balance 

16 

2 

6 

135 

9 

2 

89 

3 

2 

58 

I 

8 

mm 

Stocks (1st Jan.) 




10,216 

5 

9 

3,218 

1 

6 

2,190 

6 

7 

Purchases (Net) 




76,516 

2 

9 







Wages ..... 




41,316 

2 

8 







Factory Manager’s Salary 




1,000 

— 

— 





o 

j 

Salaries and Wages 







3,516 

9 

6 

3,022 

3 

4 

Carriage to Branches 




2,517 

6 

9 






o 

Rates and Taxes 




316 

2 

9 

569 

7 

6 

4o2 

9 


Salaries and Office Expenses . 

3,519 


8 








4 

a 

Sundry Expenses 




517 



3,017 

9 

2 

1,869 

4 

P 

Goods from Factory 







75,267 

3 

2 

45,330 

o 

£ 

Q 

Bad Debts .... 







679 

8 

1 

1,029 

2 

ij 


Debtors .... 







9,620 

2 

9 

3,730 

2 


Factory (Current Account) 

2,333 

1 

11 










Branch B „ ,, 

3,672 

3 

EE 










Head Office „ „ 







4,914 

3 

3 




Income Tax 

650 


mm 










Directors’ Fees 

1,500 


as 










Auditors’ Fees 

105 












Debenture Interest . 

2,000 


— 



h - ® 





— —' 

A 


•o 

00 

M* 

co j 

Q l 

16 

■ ■ 

5 

£132,534 

16 

6 

£100,891 

8 

mm m 

1 

£59,701 

9j 
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3 1st December, 19.. 


Share Capital 
Debentures Four per cent 
Creditors 

Goods to Branch A 

Sales .... 

Profit and Loss A/c (Balance of 
previous years’ Profit) . 

Head Office (Current Account) 
Branch A (Current Account) . 


£ s. d. 
75,000 - - 
50,000 - - 
550 10 - 


1,621 3 2 


4,914 3 3 




£132,085 


16 5 


Cr. 


Head Office Factory 


Branch A 


. i. 


9,584 1 1 3 
75,267 3 2 
45,350 - 2 


2,333; 1 11 


£132,534 


£ *-\d. 


176 7 




100,715 


6 



£100,891 


Branch B 


£ s. 


359 2 


d. 


55,670 3 9 


3,672 


3 10 


£59,701 


9' 10 
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EXERCISE 19 (contd.) 

HEAD OFFICE 

TRIAL BALANCE— 31st March 

Dr. 


19 


Cr. 


1 -— — 7 - - j ^ ^ v-v 

of £1 each .... 

Calls in arrear .... 

4|% Debenture Stock 
Plant & Machinery, Northern Branch 
n ,, Southern ,, 

Goodwill, Northern Branch 
,, Southern ,, . 

Bank ..... 
Expenses (Head Office) 

Reserve Fund A/c 
Profit and Loss A/c . 

£3,000 2\% Consols @ 80% (Reserve 
Fund Investment) 

Rent, Rates, Taxes, and Insurance 
Northern Branch A/c 
Southern ,, 

Debenture Interest A/c (paid to 30th 
Sept, last) 

Bank Charges .... 


1 0 

£ 

I 

k 

s. 

d. 

£ 

s. 

d. 

► 

• 



13,000 



245 

• 

— 

— 



5,000 

1 3,500 

— 

— 



2,500 

— 

— 




3,000 

— 

— 




2,500 

— 

— 




2,661 

11 

9 




460 

9 

2 

i 

4,000 






500 

- 

— 

2,400 


. 




249 

10 

— 




2,663 

5 

4 




2,151 

8 

9 




112 

10 





56 

5 

— 




£22,500 

1 r 

r 

I 

£22,500 

==== = 

S 


— 


Expenses owing, £55. Interest due on Consols, 3 mos. less Tax @ 5s. Directors’ 
Fees owing, £750. Prepaid Rates, £32. (West Riding of Yorkshire.) 

20. A Company, having its Head Office in London, owns a factory in South 
Africa. During the year £10,000 in cash has been remitted from London to 
the factory, and bills for £5,000, drawn by the manager in South Africa on 
the Head Office, have been accepted. At the end of the year it is found that 

▲ 1. — _ _ l_ _ _ 1_ _ 1 % • • a , m <« />/\ /\ y"v 1*1 * _ 4 «•/> nCa 


limned Company has its Head Office in Condon, ana a numuw '* 
retail shops in various towns, to which all goods are invoiced from the Head 
Office at selling prices. What system would you recommend for dealing wit 
these Branches, and how would the stocks at the Branches appear in the Balance 
Sheet of the Company? Give a pro forma example, stating the class of business 
you select for the purpose. (Chartered Accountants.) . , 

22. The Southern Confectionery Co., Ltd., London, has a Branch at Br| st0 * 
Goods are invoiced to the Bristol Branch at selling prices, being cost plus 2 d per 
cent. The Bristol Branch keeps its own Sales Ledger and transmits all c ? s 
received to London daily. All expenses are paid from London. From the fol owing 
details prepare a Profit and Loss Account of the Bristol Branch for the year. 

Cash received for Ledger A/cs £^,300 
Goods invoiced from London . 

Rent and Rates (paid from 


Stock, 1st Jan. (at invoice 

P r »ces) .... £1,250 
Stock, 31st Dec. (at invoice 

prices) .... 1,500 


Sundry Debtors, 1st Jan. 
Sundry Debtors, 31st Dec. 
Cash Sales for the year . 
Credit Sales for the year 


700 
900 
5,400 
3,500 


London) . 

Wages (paid from London} 
Sundry Expenses (paid from 
London) . 


400 

340 


80 


{Chartered Accountants.) 




CHAPTER XV 
COMPANIES 

Section (A) 

Introduction, Formation, Capital, Shares, 
Statutory and Statistical Books 

INTRODUCTION 

Definition. A company is a legal person or entity created by the 
association of a number of persons in accordance with the law, for 
the purpose of a defined object. 

The formation of companies in England, for trading and other 
purposes, dates back for more than three centuries. We see some 
notable examples in the seventeenth century in the East India 
Company, the Hudson's Bay Company, the New River Com¬ 
pany, and the Bank of England, which were incorporated by Royal 
Charter or by special Acts of Parliament. Incorporation otherwise 
than by these two methods was not possible until 1844; while the 
principle of “limited liability” was not recognized till 1855. The 
Act of 1862 opened up a new era in the history of companies, 
and there was further important legislation in 1908. The whole of 
the statute law relating to companies was consolidated by the 
Companies Act, 1929, which governed companies in Great Britain 
until the Companies Act, 1947, revised the law. The Companies 
Act, 1948, which consolidated the 1929 and 1947 Acts, now governs 
companies in Great Britain. 

Prohibition of Large Partnerships. Companies not incor¬ 
porated are, in the eyes of the law, nothing more than private 
partnerships. No partnership consisting of more than ten persons 
can be formed to carry on the business of banking, and no partner¬ 
ship consisting of more than twenty persons can be formed for the 
purpose of carrying on any other business which has for its object 
the acquisition of gain, without being registered as a company. 

Kinds of Companies, d here are three kinds of companies 
which may be constituted and incorporated under the Companies 
Act— 

1. Company Limited by Shares. This is a company having 
the liability of its members limited by the Memorandum to the 
amount, if any, unpaid on the shares respectively held by them. 
Once the capital is fully paid up, there is no further liability resting 
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on the shaieholder. The majority of companies incorporated 
to-day are companies limited by shares, and it is proposed therefore 
to deal mainly with such companies. 

2. Company Limited by Guarantee. This is a company 
having the liability of its members limited by the Memorandum 
to such amount as the members may respectively thereby under¬ 
take to contribute to the assets of the company in the event of 

its being wound up. There are only a few companies of this 
class in existence. 

d. Unlimited Company. I his is a company not having any 
limit on the liability of its members. Every shareholder is liable 
for the debts of the company as in an ordinary partnership. Such 
a company possesses, however, two advantages: (a) The liability 
of each member ceases at the end of a year from the time he 
ceases to be a member; ( b ) the shares of the company are 
transferable. Such companies are now extremely rare. 

Number of Persons. The legal minimum number of persons 
that can form a public company is seven, or in the case of a private 
company, two. T he maximum number of members for a private 
company is fifty, and for a public company the maximum can 
never exceed the number of shares, as each member must, by law, 
take not less than one share. If a company carries on business for 
more than six months after the number of its members has been 
reduced below seven, or two, as the case may be, every member 
cognizant of the fact is personally liable for the whole of the debts 
of the company contracted after the period of six months. 

Public Company. A public company is any company which 
is not a private company and is therefore free to offer its shares to 
the public for subscription. 

One Man Company. This is a term applied to a company in 
which almost the whole of the shares are held by one person, the 
remainder being allotted to nominees (or a nominee) in order to 
make up the minimum number of members. This is generally the 
case where a successful business .has been converted into a com¬ 
pany in order to gain the advantages of incorporation, namely 
the continuance of the business after the death of any of the 
parties interested in it, the power of transferring the shares in 
order to introduce fresh members, and the increased facility of 
borrowing money. 

Private Company. By Section 28 of the Companies Act, 1948, 
a private company is one which by its Articles— 

1. Restricts the right to transfer its shares. 

2. Limits the number of its members (exclusive of persons who 
are in the employment of the company and ex-employees) to fifty. 

Where two or more persons hold one or more shares jointly, they 
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are, for the purposes of this section of the Act, to be treated as a 
single member. 

3. Prohibits any invitation to the public to subscribe for any 
shares or debentures of the company. 

Unless the Memorandum or Articles expressly forbid it, a private 
company may turn itself into a public company by passing a 
special resolution, and filing with the registrar of companies the 
prescribed statement in lieu of prospectus, together with the pre¬ 
scribed statutory declaration. 

Advantages of a Private Company. A private company is 
exempt from several of the obligations and restrictions imposed on 
a public company— 

(1) The minimum number ot members may be two instead of seven. (Section 
1. Companies Act, 1948.) 

(2) It is not obliged to file a statement in lieu of a prospectus. (Section 48 (3) .) 

(3) The restrictions put upon the commencement of business, namely, the 

obtaining of the minimum subscription, waiting for the certificate entitling it to 
commence, etc., do not apply. (Section 109 (7).) ' 

(4) The restrictions placed on the allotment of shares (Section 48 (3) ), and on 
the appointment of directors (Section 181 (5) ) do not apply. 

(5) It is not obliged to hold a statutory meeting or forward to the members, 
or to file with the registrar of companies, the statutory report. (Section 130.) 

Exempt Private Company. Before the Companies Act, 1948, 
came into force private companies were not required to include a 
copy of their accounts in the Annual Return filed with the Registrar 
of Companies. Since 1st July, 1948, however, all companies whether 
private or public must include in the Annual Return a copy of the 
ast Balance Sheet and Profit and Loss Account, the Auditors’ 
Report and the Directors’ Report. 

It was recognized that hardship might ensue if small family 
businesses had to disclose their accounts and a class of exempt 
companies was created. * ^ 

An exempt private company is defined by Section 129 and the 

7th Schedule to the Companies Act, 1948, as a private company 

which has satisfied the following conditions at all times since 

1st July, 1948, or the incorporation of the company, whichever is 
the later— 

1. ( a ). No body corporate is the holder of any shares or deben- 
tures; and 

(*)• No person other than the holder has any interest in any of 
the shares or debentures. 7 

2. The number of persons holding debentures of the company 

is not more than 50. r 7 

3. No body corporate is a director and neither the company nor 
any director is privy to any arrangement whereby the policy of the 
company is capable of being determined other than by the directors 


498 


ADVANCED ACCOUNTS 


members and debenture holders or trustees for the debenture 
holders. 

There are a number of exceptions to the first condition which may 
briefly be summarized as follows— 


(i) Normal dealings of a business nature—e.g. where shares are 
charged to a finance company as security for a loan or where there 
is a contract for the transfer of shares so that two persons are 
temporarily interested in the shares. 

(ii) Death and family settlements—e.g. shares comprised in the 
estate of a deceased member or shares forming part of a marriage 
settlement. 

(iii) Disability—e.g. where a person is of unsound mind and 
the share vests in his administrator. 

(iv) Trusts for employees, i.e. shares or debentures held by 
trustees for the benefit of employees (including a director holding 
a salaried employment). 

(v) Shares held by an Exempt Private Company. This exception 
applies to part (a) only of the first condition and is subject to a 
condition that the total number of persons holding shares in both 
companies must not exceed 50 (disregarding employees who hold 

shares). _ . M 

(vi) Banking or Finance Company providing capital. Part [a) 

of the first condition is subject to an exception for shares held by a 
nominee of such company provided such company cannot exercise 
more than one-fifth of the total voting power at a general meeting. 

(vii) Bankruptcies, Liquidations, etc., where shares in the 
company form part of the estate or any trust for, or composition 

with, creditors. 


Difference between a Limited Company and an Ordinary 
(Unlimited) Partnership. The following differences shoul e 
carefully noted— 

(1) The individuality ol the members who lorm a company is enl,re ' y ^ 
in the personality of the company itself, which is regarded in law as a ^ P c(s 
and distinct entity. Thus, a member of a company may enter in o 

with the company itself in the same manner as any other individual. 0 f 

(2) In a company, the creditors can proceed on y against the Pf P. 

the company in case of necessity, and, ordinarily, there is no rc f , y oert y 
the amount of the fixed capital, which is, in fact, the total amoun o P - nst 
of the legal person. In a partnership, the creditors may not on y P roc r eac h 
the property of the partnership, bul also against the private prope 


individual partner. „ , . . . rn nsent of 

(3) In a public company, shares may be transferred withou ^j e j n a 

the other members, and without affecting its existence: this is P - 

P (4) In the case of a limited company, the liability ol e a ch 
limited to the amount unpaid on the shares which he ho * 
each member is liable jointly for the whole ol the debts o e • entyj an d 
(5) In a partnership, the number of members musl not extee 
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in the case of a banking company, ten. In a limited company there is no such 
limit, except that there must not be less than seven persons in a public company, 
or less than two in a private one. 

(6) In a partnership, each partner can take part in the management, and his 
actions are legally binding on the firm; but in a company, the rights of manage¬ 
ment are restricted to a special body of shareholders called directors. 

(7) In a partnership, the rights of the members are regulated by the Deed of 
Partnership, and may be altered by mutual agreement. In a limited company, 
the powers of the company are governed by the Memorandum of Association, 
which can be altered only to a limited extent, as laid down in the Companies 
Act, 1948; and the powers of the directors are regulated by the Articles, which 
can only be altered by special resolution of the shareholders. 

(8) The law prescribes an annual audit for a limited company, but not lor 
a partnership. 

(9) The capital of a private firm is decided by the partners and may be altered 
by mutual agreement. The capital of a company is fixed by the Memorandum, 
and can only be increased or decreased in a special statutory manner. 


FORMATION OF COMPANY 

Any seven or more persons (or, where the company to be formed 
will be a private one within the meaning of the Act, any two or 
more persons) associated for any lawful purpose may, by sub¬ 
scribing their names to a Memorandum of Association, and other¬ 
wise complying with the requirements of the Act in respect of 
registration, form an incorporated company. 

The steps in the formation of a company are briefly as follows_ 

1. Promoter devises a scheme of capitalization bearing in mind_ 

(a) Price to be paid if for an existing business. 

(b) Assets to be purchased. 

(c) Cost of formation. 

( d ) Working capital. 

2. Promoter approaches financiers with a view to underwriting 
(if there is to be an issue of shares to the public). 

3. Solicitor prepares any contracts in connexion with the pur¬ 

chase of assets and underwriting, but in particular the following 
documents to be filed with the registrar of companies_ 

(a) Memorandum of Association, 

( b ) Articles of Association, 

(c) Statement of Nominal Capital, 

(' d ) Declaiation of Compliance with the Requirements of the 

Companies Act, 

and if the company is a public one— 

if) A list of persons who have consented to become directors, 

(/) Individual contracts agreeing to act as directors, 

(g) Individual undei takings to acquire qualification shares (if 

any). 

17—(B. 1405 ) 
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These documents, when stamped, are all lodged with the regis¬ 
trar and within two or three days a certificate of incorporation 
will be issued. 

Scheme of Capitalization. Whilst it would be impossible to 
consider this point at length in a textbook of this type, the value 
of future studies will be enhanced and greater interest created in 
Company Accounts if this first step in the formation of a company 
is given some thought. 

At page 514 the various types of shares normally offered to the 
public are explained but, generally speaking, there are only two 
main types—Ordinary and Preference. This in itself requires some 
explanation. It is obvious that when the promoters of a company 
wish to raise money from the public by the sale of shares, the offer 
is not likely to meet with success unless the investor can be attracted, 
and in the main there are two types for whom the company 
promoter must cater. 

Firstly there is the investor who likes to feel that his money is 
reasonably safe and that in addition he will have a first call upon 
any profits available for distribution in the form of dividends. Such 
a person is offered a Preference Share. 

The other type of purchaser is the one who, in the hopes of 
receiving a larger share in the profits, is quite prepared to take a 
correspondingly greater risk. The Ordinary Share answers his 
requirements. 

If, therefore, the capital is to be divided into Preference and 
Ordinary Shares, the next point the promotor must consider is 
one of ratio. The capital is said to be low geared when the amount 
of Ordinary Capital is similar to or exceeds the Preference Capital, 
because a small variation in profit has little effect on the rate of 
Ordinary dividend. When the Preference Shares greatly exceed 
the Ordinary Shares so that a small change in profit means a large 
alteration in the rate of Ordinary Dividend the capital is hig 
geared. 

To the investor in Ordinary Shares, low gearing gives more 
consistent results. The highly geared capital is more speculative 
and, whilst there is the possibility of high dividends in good1 yeais, 
it is possible that in bad years the full dividend on the Preference 
Shares may not be paid and will accumulate and become a drag 
on resources. From the point of view of the Preference shareholder 

a low geared capital gives more security. . . 

Underwriting, Commissions and Discounts. Underwriting 
is insurance against the risk that shares or debentures offered to 
the public for subscription may not be taken up, the underwriters 
guaranteeing to take up those shares or debentures for which t c 
public fail to subscribe. In return for this they are paid a commis 
sion either in cash or in shares. An agreement to place shares, 
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however, is not an underwriting agreement. By Section 53 o! the 
Act, it is lawful for a company to pay a commission to any person 
in consideration of his subscribing or agreeing to subscribe, whether 
absolutely or conditionally, for any shares in the company, or 
procuring or agreeing to procure subscriptions, whether absolutely 
or conditionally, for any shares in the company, if the payment of 
the commission is authorized by the Articles, and the commission 
paid or agreed to be paid does not exceed 10 per cent of the price 
at which the shares are issued, or the amount or rate authorized 
by the Articles, whichever is the less, and— 

(a) In the case of shares offered to the public for subscription, 
disclosed in the prospectus; or 

( b ) In the case of shares not offered to the public for subscrip¬ 
tion disclosed in the statement in lieu of prospectus, or in a 
statement in the prescribed form signed in like manner as a 
statement in lieu of prospectus and filed with the registrar of 
companies, and, where a circular or notice, not being a pros¬ 
pectus, inviting subscription for the shares is issued, also disclosed 
in that circular or notice. 

Where a company has paid any sums by way of commission or 
allowed any sums by way of discount in respect of any shares or 
debentures, the total amount so paid or allowed, or so much 
thereof as has not been written off, must be stated in every Balance 
Sheet of the company until the whole amount has been written off. 

Commission may also be paid by the underwriters to sub¬ 
underwriters for placing blocks of the underwriting, or to brokers 
or banks for placing shares. This is known as an “overriding” 
commission. 

In addition to this a company usually pays brokerage. Stock¬ 
brokers and bankers are naturally in close touch with the investing 
public and where shares are applied for by their clients they receive 
a small commission if application forms bear their name and 
address. There is, of course, no question of underwriting in this case. 

Registration of Documents. This third step in the formation 
of a company is almost entirely secretarial work and will therefore 
form a separate part of the studies of the accountancy student. 
Nevertheless a certain general knowledge of these matters is 
required and they are therefore dealt with quite briefly. 

Memorandum of Association of a Company Limited by 
Shares. The Memorandum must state— 

1 . The name of the company, with “Limited” as the last word 
in its name. 

2. Whether the registered office of the company is to be situated 
in England or in Scotland. 
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3. The objects of the company. 

4. That the liability of the members is limited. 

5. The amount of the share capital with which the company 
proposes to be registered, and the division thereof into shares of a 
fixed amount. 


No subscriber to the Memorandum may take less than one share, 
and each subscriber must write opposite to his name the number of 
shares he takes. 


Articles of Association. Companies which are limited by 
guarantee, and unlimited companies, must register Articles of 
Association along with the Memorandum. These are a set of rules 
or by-laws drawn up to govern the internal working of a company. 
They regulate the issue of capital, the transfer and forfeiture of 
shares, the holding of meetings, prescribe for the keeping of the 
accounts and the audit thereof, define the powers and duties of 
directors, the rights of shareholders inter se , etc. The First 


Schedule to the Companies Act, 1948, Table C, contains a 
model set of Articles suitable for adoption by a company limited 
by guarantee. 

Where a company limited by shares does not lrame Articles of 
its own, a model set of Articles, called Table A, provided in the 
Companies Act, 1948, applies automatically to the company. Even 
if Articles are registered by a company limited by shares, Table A 
will still apply so far as its provisions are not inconsistent with 
the Articles, unless it is expressly excluded or modified by the 
Articles. 


By Section 9, Articles must (a) be printed, ( b ) be divided into 
paragraphs numbered consecutively, (c) bear a deed stamp, (d ) be 
signed by each subscriber to the Memorandum of Association. 
Section 10 allows a company, by special resolution, to alter or add 
to its Articles. Any Article is null and void in so far as it conflicts 
with the Memorandum of Association or with the law. Any special 
resolution altering the Articles must be printed and forwarded to 
the registrar of companies to record within fifteen days. An exempt 
private company need not print the resolution but must forward a 
copy to the registrar in a form acceptable by him. Such specia 
resolution must also be embodied in or annexed to every copy ° 
the Articles issued subsequently. 

Registration of Memorandum and Articles. 1 he Memoran¬ 
dum and the Articles (if any) must each bear a 10s. deed stamp, 
and must be signed by each subscriber in the presence of at least 
one witness, who must attest the signature. They must then be for¬ 
warded to the registrar of companies for that part of the Unite 
Kingdom in which the registered office is stated by the Memorandum 
to be situate; and he will retain and register them. 
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Registration Fees. In addition to the deed stamp of 10s., 
registration stamps are necessary, in the case of a company having 
a share capital, according to the following scale— 


Where the nominal share capital does not exceed £2,000 
Where the nominal share capital exceeds £2.000, the following fees 
according to the amount of nominal share capital— 

For every £1,000 or part of £1,000 up to £5,000 

For every £1,000 or part of £1,000 after the first £5,000 up to 

£ 100,000 . 

For every £1,000 or part ol £1,000 alter the first £100,000 
For any increase of share capital after the first registration, the 
same fees per £1,000 or part of £1,000 as would have been 
payable if the increased share capital had formed part of the 
original share capital. 

No company to pay in respect ol nominal share capital on 
registration, or afterwards, any greater amount of fees than 
For registering any document required or authorized by the Act 
to be registered ........ 

For making a record of any fact required or authorized by the Act 
to be recorded by the Registrar ...... 


£ s - d - 

2 - - 


1 - - 

5 - 

1 - 



5 - 
5 - 


There is also a Capital duty of 10s. per cent imposed by the Finance 
Act, 1933. 

The fees payable on the first registration are generally included 
in the item “Preliminary Expenses.” 

Preliminary Expenses. These include the law costs, registra¬ 
tion fees, and other expenses incidental to the formation or promo¬ 
tion of a company. Hence they are also called Formation 
Expenses and Promotion Expenses. Such expenditure is, of 
course, Capital Expenditure; but it is usually written off to Revenue 
over a period of years, three, five or seven, according as the amount 
is small, large, or very large. The balance of the account appears 
each year on the assets side of the Balance Sheet until the amount 
is finally extinguished. 

Promoter. This is the person who does the necessary pre¬ 
liminary work in forming or floating a company. The promoter 
stands in a fiduciary relationship towards the company he is 
floating, and must not, therefore, use his position to make any 
secret profit at the expense of the company. The promoter is 
personally liable for any acts done before the company is registered, 
and the company cannot subsequently ratify such acts. 

Certificate of Incorporation. On the registration ol the 
Memorandum of Association of a company the registrar certifies 
under his hand that the company is incorporated, and, in the case 
of a limited company, that the company is limited. From the date 
of incorporation mentioned in the certificate of incorporation the 
subscribers to the Memorandum, together with such other persons 
as may from time to time become members of the company, form 
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a body corporate by the name contained in the Memorandum, 
capable forthwith of exercising all the functions of an incorporated 
company, and having perpetual succession and a common seal, 
with power to hold lands, and with such liability on the part of the 
members to contribute to the assets of the company, in the event 
of its being wound up, as is mentioned in the Act. 

The certificate of incorporation given by the registrar in respect 
of any association is conclusive evidence that all the requirements 
of the Act in respect of registration, and of all matters precedent 
and incidental thereto, have been complied with, and that the 
association is a company authorized to be registered and duly 
registered under the Act. If the company is a private one, it is at 
liberty to commence business forthwith; but a public company 
cannot proceed further than the issue of its prospectus inviting 
the public to apply for its shares or debentures until it obtains a 
certificate entitling it to commence business. 

Prospectus. This is a document issued by public companies 
inviting the public to subscribe for shares or debentures of the com¬ 
pany. Every prospectus issued by or on behalf of a company, or 
in relation to any intended company, must be dated, and such 
date will, unless the contrary be proved, be taken as the date of 
publication of the prospectus. A copy of every such prospectus, 
signed by every person who is named therein as a director or pro¬ 
posed director of the company, or by his agent authorized in writing, 
must be filed for registration with the registrar of companies on or 
before the date of its publication, and no such prospectus must be 
issued until a copy of it has been so filed for registration. Every 
prospectus must state on the face of it that a copy has been filed 
for registration. 

All matters required by law to be stated in a prospectus are set 
out in the Fourth Schedule to the Companies Act, 1948. 

Statement in Lieu of Prospectus. A company which does 
not issue a prospectus on or with reference to its formation, must 
not allot any of its shares or debentures unless, at least three days 
before the first allotment of either shares or debentures, there has 
been filed with the registrar of companies a “Statement in Lieu of 
Prospectus’’ signed by every person who is named therein as a 
director or proposed director of the company, or by his agent 
authorized in writing, in the form and containing the particulars 
set out in the fifth schedule of the 1948 Act. This does not apply to 
a private company. 

Allotment of Shares and Restrictions on Allotment. Allot¬ 
ment signifies the distributing of the shares in response to the 
applications made for them, or in pursuance of contracts agreeing 
to take them. A Letter of Allotment (see page 519) is sent to 
each allottee informing him of the numbers of the shares allotte 
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to him. An application tor shares is an offer to contract, and 
the posting of the Letter of Allotment is an acceptance ol such 
offer. If no allotment is made a Letter of Regret (see page V9 ) 
is forwarded. 

By Section 47 ot the Act— 

1 . No allotment shall be made of any share capital of a company 
offered to the public for subscription unless the amount stated in 
the prospectus as the minimum amount which, in the opinion of 
the directors, must be raised by the issue of share capital in order 
to provide for the matters specified in par. 4 of the Fourth Schedule 
to this Act has been subscribed, and the sum payable on applica¬ 
tion for the amount so stated has been paid to and received by the 

company. 

2. The amount so stated in the prospectus shall be reckoned 
exclusively of any amount payable otherwise than in cash and is, 
in this Act, referred to as “the minim u m subscri ption.” 

3. The amount payable on application on each share shall not be , 

less than 5 per cent of the nominal amount of the share. J 

If the above conditions have not been complied with on the 
expiration of forty days after the first issue of the prospectus, the 
directors of the company must, within forty-eight days after the 
issue of the prospectus, refund to the applicants all moneys received 
from them. Beyond this period, the directors of the company would' 
be liable to pay 5 per cent interest on amounts to be refunded to the 
applicants. 

The above regulations, except (3), do not apply to any allotment 
of shares subsequent to the first allotment of shares offered to the 
public for subscription. 

Where a company does not issue a prospectus there must be 
delivered to the registrar of companies a "'Statement in Lieu of 
the Prospectus,” three days prior to proceeding to allot shares 
offered to the public for subscription. 

v Restrictions on Commencement of Business. By Section 
109, a company must not commence any business or exercise any 
borrowing powers unless— 

(a) Shares held subject to the payment of the whole amount 
thereof in cash have been allotted to an amount not less in the 
whole than the minimum subscription; and 

( b ) Every director of the company has paid to the company 
on each of the shares taken or contracted to be taken by him, 
and for which he is liable to pay in cash, a proportion equal to 
the proportion payable on application and allotment on the shares 
offered for public subscription, or in the case of a company which 
does not issue a prospectus inviting the public to subscribe for 
its shares, on the shares payable in cash; and 







506 


ADVANCED ACCOUNTS 


(c) No money is liable to be repaid to applicants for shares or 
debentures by reason of failure to apply for or to obtain permis¬ 
sion for the shares or debentures to be dealt with on any stock 

exchange; and 

(d) There has been filed with the registrar of companies a 
statutory declaration by the secretary or one of the directors, in 
the prescribed form, that the aforesaid conditions have been com¬ 
plied with; and 

(e) In the case of a company which does not issue a prospectus 
inviting the public to subscribe for its shares, there has been 
filed with the registrar of companies a statement in lieu of 
prospectus. 

On the filing of the statutory declaration, and the statement in 
lieu of prospectus where necessary, the registrar of companies issues 
a certificate that the company is entitled to commence business. 
This section does not apply to a private company. 

Return as to Allotments. By Section 52, whenever a company 
limited by shares makes any allotment of its shares, the company 
must within one month thereafter file with the registrar of com¬ 
panies— 

(a) A return of the allotments stating the number and nominal 
amount of the shares comprised in the allotment, the names, 
addresses, and descriptions of the allottees, and the amount (if 
any) paid or due and payable on each share; and 

(b) In the case of shares allotted as fully or partly paid up 
otherwise than in cash, a contract in writing constituting the 
title of the allottee to the allotment together with any contract 
of sale, or for services or other consideration in respect of which 
that allotment was made, such contracts being duly stamped, 
and a return stating the number and nominal amount of shares 
so allotted, the extent to which they are to be treated as paid up, 
and the consideration for which they have been allotted. 

Certificates of Shares or Stock. Every company must, within 
two months after the allotment of any of its shares, debentures, 
or debenture stock, and within two months after lodgment of the 
transfer of any such shares, debentures, or debenture stock, com¬ 
plete and have ready for delivery the certificates of all shares, the 
debentures, and the certificates of all debenture stock allotted or 
transferred, unless the conditions of issue of the shares, deben¬ 
tures, or debenture stock otherwise provide. A certificate, under 
the common seal of the company, specifying any shares or stoc 
held by any member is prima facie evidence of the title of t e 
member to the shares or stock. The certificates are issued in 
exchange for the allotment letters and the bankers’ receipts or 
money paid on application and allotment. 
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Nature of Shares and of Money Due on Them. The shares 
or other interest of any member in a company are personal estate, 
transferable in the manner provided by the Articles of the company. 
Each share in a company having a share capital must be distin¬ 
guished by its appropriate number, unless it belongs to a class all 
issued shares of which are fully paid and rank pari passu. A company 
cannot purchase its own shares. Any money due from a member of 
the company in respect of his shares is of the nature of a specialty 
debt, that is, recoverable any time within twelve years. 

Transfer of Shares. Unless the Articles restrict or forbid it, 
shares are transferable either by deed or by an instrument in writing 
signed by the transferor and the transferee, and such transfer must 
be sent to the company's office for registration. The transferee 
then has the right to have his name entered on the Register of 
Members as the holder of the shares. Any transfer of the shares 
of a deceased member by his personal representative—executor or 
. administrator—or by the trustee in bankruptcy is valid. Companies 
generally charge a fee of 2s. 6d. for registering transfers. These fees 
are posted to a separate account under the heading of “Transfer 
Fees,” and carried to the credit of the Profit and Loss Account. 
When partly paid shares are transferred, the transferor may still be 
liable for the amount due on them within a period of one year from 
the time at which he ceased to be a member, that is, if the trans¬ 
feree fails to pay the amount. 

Office and Seal of Company. Every company must have a 
registered office to which all communications and notices may 
be addressed. Notice of the situation of the registered office, and 
of any change therein, must be given to the registrar of companies. 

Every company must also possess a common seal, which must 
be used for the authentication of all important documents. 

Meetings—Annual General Meeting. A general meeting 
which is specified as the annual general meeting of a company 
must be held once at least in every calendar year, and not more 
than fifteen months after the holding of the last preceding general 
meeting. If default is made in holding such a meeting, the Board 
of Trade may, on the application of any member, call or direct the 
calling of a general meeting of the company. 

Statutory Meeting and Statutory Report. By Section 130 of 
the Act, every company limited by shares and every company 
limited by guarantee and having a share capital shall, within a 
period of not less than one month nor more than three months from 
the date at which the company is entitled to commence business, 
hold a general meeting of the members of the company which is 
to be called the statutory meeting. The directors must, at least 
fourteen days before the day on which the meeting is held, forward a 
report (in the Act called the statutory report) to every member 
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of the company. The statutory report must be certified by not less 
than two directors of the company. 

This must give specific information as set out in full in the 
section of the Act referred to. For specimen see next page. 

A copy of this report must be filed with the registrar of com¬ 
panies. The provisions as to the statutory meeting and the 
statutory report do not apply to a private company. 

Different Amounts Payable on Shares. A company, if so 
authorized by its Articles, may— 

1 . Make arrangements on the issue of shares for a difference 
between the shareholders in the amounts and times of payment of 
calls on their shares. 

2. Accept from any member the whole or a part of the amount 
remaining unpaid on any shares held by him, although no part 
of that amount has been called up. 

3. Pay dividends in proportion to the amount paid up on each 
share where a larger amount is paid up on some shares than on 
others. 


Alteration of Share Capital. A company limited by shares, if 
so authorized by its Articles, may alter the conditions of its 
Memorandum, that is to say, it may— 

(a) Increase its share capital by the issue of new shares of such 
amount as it thinks expedient. 

(b) Consolidate and divide all or any of its share capital into 


shares of larger amount than its existing shares. 

( c ) Convert all or any of its paid-up shares into stock, and recon¬ 
vert that stock into paid-up shares of any denomination. 

(d) Subdivide its shares, or any of them, into shares of smallei 
amount than is fixed by the Memorandum, so, however, that in the 
subdivision the proportion between the amount paid and the 
amount (if any) unpaid on each reduced share shall be the same 
as it was in the case of the share from which the reduced share is 


derived. 

( e ) Cancel shares which, at the date of the passing of the xeso u- 
tion in that behalf, have not been taken or agreed to be taken )> 
any person, and diminish the amount of its share capital by t e 

amount of the shares so cancelled. , 

Every copy of the Memorandum issued subsequently must e 
in accordance with the alteration. Notice of any such increase,, 
consolidation, division, conversion, or reconversion must be given 

to the registrar of companies. g , 

Reduction of Share Capital. A company limited by s ar 
may, if so authorized by its Articles, by special resolution con 
by an order of the Court, modify the conditions containe in 
Memorandum so as to reduce its share capital in any way. 



COMPANIES—FORMATION 


509 


WALDRON MANUFACTURING AND TRADING COMPANY, 

Limited. 

STATUTORY REPORT OF THE DIRECTORS. 

Pursuant to Section 130 of the Companies Act, 1948, your Directors beg to 
report as follows— 

(a) The total number ot Shares allotted is (SO,000, ol which 20,000 are 
allotted as fully paid up, in part consideration of the goodwill and assets of 
the business, and upon each of the remaining Shares the sum of 10s. 0d. has 
been paid in Cash. 

( b ) The total amount of cash received by the Company in respect ol the 
Shares issued wholly for Cash is £20,000. 

( c) The Receipts and Payments of the Company to 20th March, 19. are 
as follows— 


Particulars of Receipts I Particulars of Payments 



£ s. d. 

• i 

£ *. '/• 

To Application and Allotment 


By Vendor '.pari payment ot 


Instalments— 


purchase price) . . : 

10,000 

Ordinary Shares 

5,001) 

„ Preliminary Expenses 

3,000 - - 

Preference Shares . 

15,000 - - 

„ Printing and Stationery 

120 - - 

Debentures 

10,000 - - 

Balance at X Bank . 

16,880 - - 


£30,000 - - 


£30,000 - - 






1'he Preliminary Expenses of the Company are estimated at £4,000. 

(d) The following are the Names, Addresses, and Descriptions of the Direc¬ 
tors, Auditors, Manager, and Secretary of the Company— 


Directors. 

Frank T. Waldron, Merchant, 1 Penley Mansions, Sidcup. 

Thomas Retrop, Solicitor, 2 Lucas Street, Bexley. 

Albert O. Cooper, Gentleman, The Cedars, Farnham. 

James F. Longley, Gentleman, 8 Park Drive, Bromfield. 

Auditors. 

Frederick Sharpe & Co., Chartered Accountants, 67-69 Temple Avenue, 
Holborn, London. E.C.2. 

Manager. 

Frank T. Waldron, Merchant, 1 Penley Mansions, Sidcup. 

Secretary. 

Thomas Dunscombe Matthews, Chartered Secretary, 27 Finsbury Park Road, 
London, N.22. 

(e) Particulars ot Contracts, the modification of which is to be submitted 
to the meeting for its approval, together with the particulars of the modification 
or proposed modification. 


We hereby certily that this Report is correct. 

Frank T. Waldron,) n . 
Thomas Retrop, 


Auditors’ Report. 

We hereby certily that so much of this Report as relates to the Shares allotted 
by the Company and to the Cash received in respect of such Shares, and to the 
Receipts and Payments of the Company on Capital Account, is correct. 


F. Sharpe & Co., 

Chartered Accountants, 

Dated this 20th day of March, 19... 


^Auditors. 
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office copy of any such order must be filed with the registrar of 
companies before the resolution can take effect. 

Reserve Liability of Limited Company. A limited company 
may by special resolution determine that any portion of its share 

r i • ii i 9 called up shall not be capable 

o )emg called up, except in the event and for the purposes of 

the company being wound up. The object of this is to increase- 

the confidence of creditors in the financial stability of the 
company. 

Mortgages, Charges, etc. By Section 95 of the Act— 

(a) a charge for the purpose of securing any issue of deben¬ 
tures; 

(b) a charge on uncalled share capital of the company; 

( c ) a charge created or evidenced by an instrument which, if 

executed by an individual, would require registration as a bill of 
sale; 

(d) a charge on land, wherever situate, or any interest therein; 

(e) a charge on book debts of the company; 

if) a floating charge on the undertaking or property of the 
company; 

(g) a charge on calls made, but not paid; 

(h) a charge on a ship or any share in a ship; 

(0 a charge on goodwill, on a patent or a licence under a 

patent; on a trade-mark or on a copyright or a licence under a 
copyright, 


shall, so far as any security on the company’s property is thereby 
conferred, be void against the liquidator and any creditor of the 
company, unless the prescribed particulars of the charge, together 
with the instrument (if any) by which the mortgage or charge is 
created or evidenced, are delivered to or received by the registrar 
of companies for registration in the manner required by the Act 
within twenty-one days after the date of its creation. 

The registrar shall keep, with respect to each company, a regis¬ 
ter in the prescribed form of all the charges created by the company, 
and requiring registration under this section, and shall, on payment 
of the prescribed fee, enter in the register with respect to every such 
charge, the date of creation, the amount secured by it, short particu¬ 
lars of the property charged, and the names of the persons entitled 
to the charge. The register shall be open to inspection by any 
person on payment of a fee not exceeding Is. for each inspection. 

The registrar shall give a certificate under his hand of the registra¬ 
tion of any mortgage or charge registered in pursuance of this sec¬ 
tion stating the amount thereby secured. The company shall cause 
a copy of every certificate of registration to be endorsed on every 
debenture or certificate of debenture stock which is issued by the 
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company, and the payment of which is secured by the charge so 

registered. , . r 

It shall be the duty of the company to send to the registrar tor 

registration the particulars of every charge created by the company, 

and of the issues of debentures of a series, requiring registration 

under this section. Every company must keep a copy of evei y such 

instrument, and a copy of one such debenture, at its registeieu 

office. . , . , , 

Perpetual Debentures. A condition contained in any deben¬ 
tures or in any deed for securing any debentures, is not invalid 
by reason only that thereby the debentures are made irredeemable 
or redeemable only on the happening of a contingency, however 
remote, or on the expiration of a period, however long. 

Power to Reissue Redeemed Debentures. \\ here a company 
has redeemed anv debentures previously issued, the company, 
unless the Articles'or conditions of issue expressly otherwise forbid, 
has power to keep the debentures alive for the purposes of reissue, 
and may either reissue the same debentures or issue others in their 
place. Where a company has deposited any of its debentures to 
secure advances from time to time, on current account or otherwise, 
the debentures are not deemed to have been redeemed by reason 
only of the account of the company having ceased to be in debit 

whilst the debentures remained so deposited. 

Trust Deed. The property of the company comprised in the 
charge is frequently conveyed by way of mortgage to a trustee or 
trustees for the debenture holders. Such an instrument is called a 
“trust deed,” and reference to such trust deed and conditions is 

made on every debenture covered by it. 

Floating Charge. If the property mortgaged consists of assets 
other than freeholds and leaseholds, such as stock, book debts, etc., 
the charge is called a “floating charge,” and the company is able 
to deal with its movable property in the ordinary course of business. 
A floating charge attaches to the assets in the varying condition 
they may happen to be from time to time, and remains dormant 
all the while the company is a going concern, or until after default 
in payment of interest. 

Rights of a Debenture Holder. A debenture holder who has 
a charge upon the company’s property may— 

1 . Sue for repayment of the principal and any interest which is 

owing. 

2. Present a winding-up petition against the company. 

3. Prove for the debt in the winding up. 

4. Appoint a receiver. 

The last right is the one most frequently exercised; for a com¬ 
pany may be only temporarily embarrassed, and a little careful 
management may lift it out of its difficulties. 



512 


ADVANCED ACCOUNTS 


Auditors and Audit. Every company must have an annual 
audit, and the auditors must report to the members on the accounts 
examined by them, and on every Balance Sheet, every Profit and 
Loss Account and all group accounts laid before the company in 
general meeting during their term of office. The report shall 

state— 

1 Whether they have obtained all the mtormation and explanations which to 
the best of their knowledge and belief were necessary for the purposes of their 

2. Whether in their opinion proper books ol account have been kept by the 
company, so far as appears from their examination of those books, and proper 
returns adequate for the purposes of their audit have been received from branches 

not visited by them. . . . ... . 0 

3. (1) Whether the company’s Balance Sheet and (unless it is trained as a 

consolidated Profit and Loss Account) Profit and Loss Account dealt with by the 
report are in agreement with the books of account and returns. 

(2) Whether in their opinion and to the best ol their information, and accord¬ 
ing to the explanations given them, the said accounts give the information re¬ 
quired by the Act in the manner so required, and give a true and lair view 

(a) in the case of the Balance Sheet, of the state of the company’s affairs as 

at the end of its financial year; and . 

(b) in the case of the Profit and Loss Account, of the profit or loss tor its 

financial year. 

4. In the case ol a holding company submitting group accounts, whether, in 
their opinion, the group accounts have been properly prepared in accordant 
with the provisions of this Act so as to give a true and fair view of the state o 
affairs, and profit or loss of the company and its subsidiaries dealt with thereoy, 
so far as concerns members of the company . . (Ninth .Schedule.) 

Auditors have a right of access at all times to the books, accounts 
and vouchers of the company, and are entitled to whatever iaci i i 
may be necessary in the performance of their duties. I C Y may 
attend any general meeting and are entitled to be heaicl on a 
business which concerns them as auditors. 

Companies Established Outside the United 

Every company incorporated outside Great Britain . eS e 

lishes a place of business within Great Britain must, wit in 
month from the establishment of the place of business, e wi 
registrar— , 

(a) a certified copy ol the charter, statutes, or Memoranda 

and Articles of the company, or other instrument cons ® 

or defining the constitution of the company, an ?» 1 * delation 
ment is not written in the English language, a certine ra 

( b) particulars of the directors and secretary ol the ^ OI ^ rs0 ^g 

(c) the names and addresses of some one or m( ^ r q . jf 
resident in the United Kingdom authorized to tQ be 
of the company service of process and any notice 1 

served on the company; 
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and in the event of any alteration being made in any such instrument 
or in the directors or secretary or in the names or addresses of any 
such persons as authorized, the company must within the prescribed 
time file with the registrar a notice of the alteration. Every such 
company must file with the registrar each year the prescribed 
Statement in the form of a Balance Sheet and Profit and Loss 
Account or a certified translation thereof. 

CAPITAL 

Share Capital. Capital is the money subscribed by the share¬ 
holders for the purposes of the company. 

Nominal Capital is the amount stated in the Memorandum of 
Association as the amount authorized to be issued and upon which 
stamp duty has been paid. 

Authorized Capital is another term with the same meaning. 
The Memorandum is looked upon as the charter which authorizes 
the existence and acts of the company, hence the application of the 
word to its capital. 

Registered Capital is also another name for the amount stated 
in the Memorandum of Association. The Memorandum has to be 
registered by the registrar of companies, and this fact accounts for 
the use of the term with reference to the company’s capital. 

Issued and Subscribed Capital. This is the capital repre¬ 
sented by the number of shares that have been issued to the public 
for cash, and to the vendors as fully or partly paid. A company 
frequently issues only a part of its shares, hence the use of the term 
Issued Capital to denote the part so issued. 

Called-up Capital is the amount of money called up on the 
shares actually subscribed. A company does not necessarily require 
the full amount at once on the shares it has issued, and, therefore, 
calls up only such as it needs, hence the use of the term. 

Paid-up Capital is the amount of the called-up capital that has 
actually been paid up by the shareholders, some of whom some¬ 
times fail to pay the sums due from them when a call is made, the 
amounts thus owing being known as “Calls in Arrear” or “Calls 
Unpaid.” It also includes the amount of the shares issued as fully 
or partly paid to the vendor and others. 

Uncalled Capital is the amount of the capital remaining uncalled 
on the shares actually issued to the public, the vendors and others. 

Reserve Capital is the amount of the authorized capital which 
has not been called up and which the company, by special resolu¬ 
tion, has determined shall not be capable of being called up, except 
in the event, and for the purpose of, winding up. 

Example. A company was formed with a capital of £100,000 in 
shares of £\ each, and duly incorporated. It issued to the vendors 
30,000 shares of £\ each as fully paid, in part payment of the pur¬ 
chase consideration. It also offered to the public 50,000 shares, 
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payable 2s. fid. per share on application, 2s. 6d. per share on allot¬ 
ment, 5s. per share one month later, and the balance as and when 
required. All the money was duly received with the exception of 
the call of 5s. on 200 shares. Give the various kinds of capital. 


Nominal Capital ) 

£ 

Authorized Capital £ 

. 100,000 

Registered Capital ) 


Issued Capital 

80,000 

Called-up Capital 

. . . 55,000 

Paid-up Capital 

. . . 54,950 

Uncalled Capital . 

25,000 


SHARES 

Classes of Shares. A share is the individual portion of the 
joint stock company’s capital owned by a shareholder. Shares are 
divided into different classes according to their respective rights. 

Ordinary Shares are those which have no special or particular 
rights, but merely the ordinary right of every shareholder, as such, 
to participate in the profits. 

Preferred Ordinary Shares are those which have a right to a 
fixed dividend after the payment of dividend to the preference 
shareholders. 

Deferred Ordinary Shares are those which rank for dividend 
after the preferred ordinary shares, and which are usually entitled 
to the profits then remaining. 

Preference Shares are those which have a prior claim on any 
profits available for dividend. They may also have a prior claim to 
repayment of capital in the event of a winding up. If the shares 
are not Cumulative Preference Shares, the preference dividend is 
payable only out of the profits of each year; and if not paid then, the 
Preference shareholder cannot claim to receive it out of profits in 
subsequent years. 

—^ Cu mulative P reference Shares are those on which the fixed 
dividend accumulates until it is all paid, the arrears of any one 
year being carried forward as a charge upon the subsequent year s 
profits. There is, however, no obligation to pay until a resolution 
has been passed declaring a dividend. The arrears are, therefore, 
shown on the Balance Sheet by way of note only. Unless the 
Articles expressly or impliedly provide otherwise, Preference 
Shares are always cumulative as to dividend, but not preferential 
as to capital. 

^ Redeemable Preference Shares are a class of share which, 
by the Companies Act, 1948 (Section 58), a company may issue 
if authorized by its Articles. The company may provide for 
their repayment by creating a “Reserve Fund” built up o 
“profits ” which, otherwise, would have been available or 
dividends or alternatively by an issue of new shares for t is 
express purpose. No such shares can be redeemed unless u y 
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Deferred, Founders, or Management Shares. These are 
shares which have to wait for their dividend until all other classes 
of share have participated in the profits. They are often taken 
by the founders or promoters of the company, and sometimes 
by the vendors. I hey are generally entitled to the whole or 
a very large portion of the surplus profits after payment of all 
prior claims. 

Difference between Shares and Stock. Shares are units of 
capital and are transferable only in their entirety. Stock on the 
other hand is the mass of the capital of the company, any part of 
which is transferable; subject to any limitation in the Memorandum 
or Articles any fractional part of a pound may be transferred. 
Shares may be only partly paid, but stock must always be fully paid. 
Shares are usually numbered while stock is not identified in this 
way. 


STATUTORY AND STATISTICAL BOOKS 

The term statutory books merely means those which, by law, i.e. 
the Companies Act, 1948, every company must keep. 

Books of Account. Section 147 of the Companies Act requires 
that every company shall cause to be kept proper books of account 
with respect to— 

(a) all sums of money received and expended by the company 

and the matters in respect of which the receipt and expenditure 

takes place; 

(/;) all sales and purchases of goods by the company; 

(c) the assets and liabilities of the company. 

It will be seen that no particular books are specified, but whatever 
books are kept (Cash Book, Sales and Sales Returns Book, Purchases 
and Purchases Returns Book, and Ledgers) must be such as to give 
a true and fair view of the state of the company’s affairs and explain 
its transactions. 

Books of Record. In addition to the above financial books, the 
law as contained in the Companies Act makes the keeping of the 
following books compulsory— 

Section 110. Register of Members (including a copy of any 

Dominion Register). 

„ 195. Register of Directors’Shareholdings. 

,, 200. Register of Directors and Secretaries. 

„ 104. Register of Mortgages and Charges. 

„ 145. Minute Book. 

Many other books are necessary if complete records are to be 
kept of the numerous details connected with the business operations, 
but they are optional. 



516 


ADVANCED ACCOUNTS 


They are all statistical books and those generally to be found 
are— 

1. Application and Allotments Book. 

2. Call Books. 

3. Share Certificate Books. 

4. Registers of Transfers. 

5. Debenture Interest Book. 

6. Dividend Books. 

7. Seal Register. 

8. Register of Probates. 

9. Directors’ Attendance Book. 

10. Agenda Book. 

11. Register of Debenture Holders. 

The keeping of all these books is almost entirely secretarial work, 
but as questions are set upon some of the more important in many 
accountancy examination papers, further consideration must be 
given to them. 

Register of Mortgages and Charges. This is another tabular 
book in which are entered all charges specifically affecting the 
property of the company, and all floating charges on the under¬ 
taking or any property of the company, and should show the date 
the charge was created, the mortgagee’s name and address, the 
amount of the charge, short particulars of the property charged, 
and the rate of interest. 

An example of a suitable ruling is given below— 

REGISTER OF CHARGES 


No. of 
Charge 

Date 

Charge 

Created 

Mortgagee’s 

Amount 

of 

Charge 

Particulars of 
Property Charged 

Rate ol 
Interest 

Remarks 

Name 

l 

Address 


1 y— 

Jan 1 

% 

Series of 100 Deben¬ 
tures of £100 each, 
secured by a Trust 
Deed ol which the 
following are Trus¬ 
tees— 

John Wilson, The 

Lodge, Derby. 

Fred Smith, Red 
Gable, Leeds. 

C 

10,000 

The whole of ihe 
undertaking of the 
company, both 
present and fu¬ 
ture, including its 
uncalled capital 
for the time 
being 

% 

4 

• 


Application and Allotments Book. This is ruled in tabu ar 
form and sets out the names, addresses, and occupations o a 
applicants for shares, the number of shares applied for, the amoun 
paid on application, the number of shares allotted, the distinctiv 
numbers of such shares, the amount due on application an a o 
ment, the balance due on allotment, the cash paid on allotme , 
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cash returned on shares applied for and not allotted, the numbers 
of the Share Certificates issued, and a remarks column. It is used 
to record the details stated in respect of each applicant, and the 
Register of Members is compiled from it. Separate books or sheets 
are kept for each class of share. 

All persons who are allotted shares must have some form of 
evidence of ownership, and this is the Letter of Allotment to which 
reference is made on page 504. 

There is no one form, but a representative specimen appears on 
page 519. 

Where the shares are eagerly sought after it may not be possible 
to allot shares to all applicants, so that some will have to be repaid 
the money deposited at the time of application; and as a matter of 
form a Letter of Regret (see specimen on page 520) is sent with 
the warrant or cheque. 

The amount paid on application and allotment is usually only 
a part of the nominal value of the shares, the balance being received 
by the company in the form of calls spread over a period as stated 
in the prospectus. It would seem, then, that once a person has been 
allotted shares, the calls must be paid, usually to the full nominal 
value; the shares may, of course, be issued at a premium. After 
allotment any change of ownership can take place only by means 
of a transfer. In practice transfers would cause an enormous 
amount of work, at least until the shares had “settled down” on 
the market, but for an arrangement now to be described. 

It must be remembered that in possibly the majority of share 
issues there are large numbers of persons who do not receive any 
allotment and who, in their desire to become shareholders, im¬ 
mediately turn to the Stock Exchange with a view to making a 
purchase. This demand, following the rule of supply and demand, 
will result in a price in excess of the amount paid on application 
and allotment and the shares are said to be at a premium. This 
may take place quite a long time before any calls are due and 
therefore at a time when those who are prepared to sell have only 
Letters of Allotment as evidence of their ownership. 

To prevent the execution of a transfer which, besides causing the 
company a lot of work, would be expensive, most Allotment Letters 
are provided on the reverse side with a form of Renunciation and 
Acceptance. The holder of the Letter of Allotment has only to 
renounce his right to the share by signing the renunciation por¬ 
tion, whilst the buyer signs the form of acceptance, as the result 
of which the shares change hands. The period during which this 
may be done must, of course, be limited, and is usually fixed at 
not more than one month, after which shares can change hands 
only by transfer deeds. On page 521 is a specimen ol a Letter of 
Renunciation and Acceptance. 
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WALDRON MANUFACTURING AND TRADING COMPANY, 

Limited. 

(Incorporated under the Companies Act, 1£48.) 


LETTER OF ALLOTMENT. 



Registered Office, 


. 19 .. 

Sir or Madam, 

In accordance with your application for Shares in the above 
Company, I have to inform you that the Directors have allotted you 

.Preference Shares of £1 each. 

The amount payable on application and allotment in respect of the 
said shares is £ : : 

You have paid on application £ : : 

Leaving a balance due from you ol £ : : 


which sum must be paid to the Company's Bankers. THE METRO 
BANK, LIMITED, Annon Street, London, S.W., on or before the 
.instant. 

Yours faithfully, 

To . 


. Secretory. 

This form must he forwarded Entire, together with remittance, to the Company’s Bankers. 


WALDRON MANUFACTURING AND TRADING COMPANY, 

Limited. 

BANKER’S RECEIPT 

Received this.day of.. f 19 

from . 

the sum of . 

being per Share payable on allotment of . Preference 

Shares of £ .each in the above Company. 

For THE METRO BANK, LIMITED 


Stamp. 


£ : : Cashier 


This Receipt, when returned by the Bankers, must be preserved and exchanged in due 
course for Share Certificate. 
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WALDRON MANUFACTURING AND TRADING COMPANY, 

Limited. 

(Incorporated under the Companies Act, 1948.) 

LETTER OF REGRET. 

No . Registered Office , 

..19.... 

Sir or Madam, 

With reference to your application for Shares in the above Company, 
I have to inform you that because of an over-subscription, the Directors 
regret they are unable to make you any allotment. 

I therefore enclose a cheque for £ : : , being the amount 

deposited by you on application for the said shares, and shall be obliged 
if you will kindly sign and return the Receipt at the foot of this form. 

Yours faithfully, 

To . 


Secretary. 


WALDRON MANUFACTURING AND TRADING COMPANY, 


RECEIPT. 


No 


Date 


19 


RECEIVED of the above-named Company the sum of. 

.being refund of amount paid on 

application for.Preference Shares in the above Company not 

allotted. 


Signature 


Stamp 
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WALDRON MANUFACTURING AND TRADING COMPANY, 

. Limited. 

(Incorporated under the Companies Act, 1948.) 

LETTER OF RENUNCIATION. 


To the Directors of 

The Waldron Manufacturing and Trading 

Company, Ltd. 

I hereby renounce my right to the allotment of.. 

shares of £ .each in the above Company, and request you to 

allot the said shares to my nominee: 


Name 

Address 


Occupation 


( Signed ) 


Dated this.day of 


WALDRON MANUFACTURING AND TRADING COMPANY, 

Limited. 

(Incorporated under the Companies Act, 1948.) 

LETTER OF ACCEPTANCE. 

To the Directors of 

The Waldron Manufacturing and Trading Company, Ltd. 

I hereby agree to accept the.shares of £ . each 

in the above Company renounced by.in m y 

favour. I undertake to pay the calls which may be made thereon. I 
also hereby request you to enter my name in the Register of Members 
in respect of the said shares. 

Dated this.day of . 19 .... 


Signature 


Address 


Occupation 
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ADVANCED ACCOUNTS 


Many thousands of entries must obviously be made to record the 
cash in connexion with share issues, and in order to relieve the 
General Cash Book of all this detail, special subsidiary Cash Books 
are used, only the totals being transferred to the main book. The 
company’s bankers also keep separate Pass Books to correspond. 
Much de monels upon the size of the issue whether or not this is 
done, anc in small companies it would no doubt be sufficient to 
record the details in an inner column of the General Cash Book, 
extending only the daily totals into the bank column. 

I he following example is typical and will show the relation of 

the Cash Books to the Share Ledger and Application and Allotment 
Sheets. 

Example. The Waldron Manufacturing and Trading Co., Ltd., 
was registered with a capital of £100,000, consisting of 50,000 
Ordinary Shares of £ 1 each, and 50,000 6 per cent Preference Shares 
of £1 each. The objects of the company were inter alia to acquire 
the goodwill and assets of the business of Frank T. Waldron. The 
purchase price was to be paid as to £10,000 in cash, and as to 
£20,000 in fully-paid Ordinary Shares of the company, allotted 
either to the vendor or to his nominees. Ten thousand of the 
Ordinary Shares were offered on January 1st for public subscrip¬ 
tion, payable 2s. 6d. per share on application, 7s. Gd. per share on 
allotment, and the balance in calls not exceeding 5s. per share. 

Applications were received, and allotments made, as under— 


Jan. 2. Matthew B. Barker, Solicitor, 71 Lime Street, Barnes 
(including 1 share as signatory of the Memorandum) 

3. Edward Clarke, Solicitors’ Clerk, 120 Mare Street, 

Hackney, London, N.E. (signatory) 

4. John F. Dalton, H.M.C.S., 194 Mildmay Park, 

London, N. (signatory) . . . 

4. Fred Evans, Solicitors’ Clerk, 96 Rood Lane, Brixton, 
London, S.W. (signatory) . 

6. Isaac L. Mensper, Surveyor, 25 Leyton Street, Boro, 
London, S.E. (signatory) . 

6. Ernest O. Prince, Accountant, 12 Temple Chambers, 

Holborn, London, E.C. (signatory) 

7. Thomas P. Retrop, Solicitor, 2 Lucas Street, Bexley 

(including 1 share as signatory) . . • 

7. Arthur Holdfast, Cotton Merchant, 726 Lime Street, 

Liverpool . . . . . • • 

8. James F. Longley, Gentleman, 6 Park Drive, Bromneld 

8. Mrs. Ruth Oliver, Widow, Halstead Park, Framley . 


No. of 
Shares 
applied for. 

2,500 

1 

1 

1 

1 

1 

3,000 

500 

10,000 

500 


No. of 
Share* 
allotted 

2,000 

1 

1 

1 

1 

1 

2,495 

nil 

5,500 

nil 


Allotments were made on January 15th in order of application, 
and the shares numbered from 1 upwards. No allotmen s 
made to A. Holdfast and Mrs. Oliver whose deposits wem^u y 
returned in full with Letters of Regret, Nos. 1 and 2. T 7 
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due on allotment were payable by 20th January, by which date 
they were all received. 

Allotments were also made to the vendor and his nominee as 
follows— 

Frank Waldron, Merchant, 1 Penley Mansions, Sidcup, 15,000 shares 

(4,501 to 19,500). 

24^00) G0 ° de ’ Spinster > 114 Hi S h Road > Sydenham, 5,000 Shares (19,501 to 

Write up the Application and Allotments Book, and Share¬ 
holders’ Cash Book, recording the above particulars. 


7* 

Dr. 


SHAREHOLDERS’ CASH BOOK 

(ORDINARY SHARES) 


Date 

1 

Receipts 

Folio 

Amount 

19. . 



£ s. d. 

Jan. 2 

To Application 




A/c— 



2 

Barker, M. B. . 

101 

312 10 - 

3 

Clarke, E. 

102 

2 6 

, 4 

Dalton, J. F. . 

103 

2 6 

, 1 4 

Evans, Fred 

104 

2 6 

.. 6 

Mensper, I. L. 

105 

2 6 

6 

Prince, O. 

106 

2 6 

., 1 

Retrop, T. P. . 

107 

375 - - 

„ 7 

Holdfast, A. . 

c. 

62 10 - 

8 

Longley, J. F. . 

110 

1,250 - - 

„ 8 

Oliver, Mrs. R. 

c. 

62 10 - 




£2,063 2 6 


Dale 


19.. 
Jan.15 


II 

>9 

If 


15 

15 

15 


Payments 


Folio 


By Application 
A/c— 
Holdfast, A 
Oliver, Mrs. R. 
Balance c/f 


c 

c, 


7 1 


Cr. 


Amount 


s. d. 


62 10 - 
62 10 - 
1,938 2 6 


£2,063 2 6 


SHAREHOLDERS’ CASH BOOK 


Dr. (ORDINARY SHARES) Cr. 


Date 

Receipts 

Folio 

Amount 

Date 

Payments 

Folio 

Amount 

19. . 



£ 

s. 

d. 

19.. 

| 


£ /• d. 

Jan. 15 

To Balance b/f . 


1,938 

2 

6 

Jan.20 

By Transfer to 



.. 20 

,, Allotment 






General Cash 




A/c— 






Book . 


5,000 - - 

„ 20 

Barker, M. B. . 

101 

687 

10 

— 





„ 20 

Clarke, E. 

102 


7 

6 





„ 20 

Dalton, J. F. . 

103 


7 

6 





„ 20 

Evans, Fred 

104 


7 

6 





., 20 

Mensper, I. L. . 

105 


7 

6 





.. 20 

Prince, E. O. . 

106 


7 

6 





2U 

Retrop, T. P. . 

107 

872 

10 

— 





„ 20 

Longley, J. F. . 

110 

1,500 

— 

— 








£5,000 

— 

—> 




£5,000 - - 


The work entailed in the making of calls on shares or deben¬ 
tures is almost identical with that already described in connexion 
with an original issue. Call sheets or books in tabular form are 
used, together with a separate Cash Book and Pass Book, the cash 
eventually being posted to the Capital Account. The entries as 
regards the cash are given fully in Section B of this chapter. 
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APPLICATION AND ALLOTMENTS 


r* 

c-.2 
° « 




No. of 

Amount 


No. of 
Shares 
Allotted 

£ £ 
< 

Name 

Address 

Occupation 

Shares 

applied 

for 

paid on 
Applica¬ 
tion 


1 

Darker, Matthew D. 

71 Lime Street, Barnes, 

Solicitor 

2,500 

£ 

312 10 

d. 

2,000 



S. XV. 




2 

Clarke, Edward 

120 Mare Street, Hack¬ 

Solicitor's 

1 

2 

6 

1 


Dalton, John F. 

ney, jX.E. 

Clerk 





3 

194 Mildmay Park, jV. 

H.M.C.S. 

1 

2 

6 

1 

4 

Evans, Fred 

96 Rood Lane, Brixlon , 

Solicitor's 

1 

2 

6 

1 

5 


S. W. 

Clerk 





Mens per, Isaac L. 

25 Leyton Street, Boro, 

V /*' 

Surveyor 

1 

2 

6 

1 

6 

Prince, Ernest 0. 

12 Temple Chambers , 

Accountant 

1 

2 

6 

1 



Hoi born, Ji.C . 






7 

Relrop, Thomas P. 

2 Lucas Street , Bexley 

Solicitor 

3,000 

375 - 


2,495 

8 

Holdfast, Arthur 

726 Lime Street , Liverpool 

Cotton 

500 

62 10 

— 

— 


Langley, James F. 

XI cr chant 





9 

6 Park Drive , Bromfield 

Gentleman 

10,000 

1,250 - 

_ 

5,500 

lu 

Oliver, Mrs. Ruth 

Halstead Park , Framley 

Widow 

500 

62 10 


— 


' 



16,505 

£2,063 2 

6 

10,000 


NO 1 E.— I he shares allotted to the vendor and his nominee have, in this case, been entered from 
Allotments Book, in order to have a complete record. 


The share certificates having been issued, all future changes in 
ownership must take place as the result of a formal transfer. All 
changes must eventually be recorded in the Register of Members, 
but for this purpose, although some companies post direct from the 
transfer form, it is still quite customary to have a subsidiary book— 
a Register of Transfers. 

Register of Transfers. This is a book ruled in tabular form. 
There is no standard ruling, but the book usually contains columns 
to record the names and addresses of both transferor and transferee, 
the number of shares transferred, their distinctive numbers and 
the amount paid up thereon, the date the transfer was registered, 
and the number of new share certificate issued to the transferee. 
Other columns are also met with in some companies’ books, viz. 
date the transfer was lodged with the company, number of old 
share certificate to be cancelled, number of balance certificate 
issued to transferor, amount of consideration received by transferor, 
date and number of minute passing the transfer, etc. 

In large companies, separate Transfer Registers are kept for each 
class of shares, also a separate department and staff. In sma 
companies, one register frequently suffices, transfers of ordinary 
shares being entered in black ink, and transfers of preference shares 
in red; while in many such companies the Register of Transfers is 
frequently bound up with the Share Ledger, and thus forms part 
of it. 
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BOOK (ORDINARY SHARES) 


i 


Distinctive 

Numbers 

u 

o 

Amount 
due on 


Balance 


Cash 




JZ rl 




V O 

it 

Applica¬ 
tion and 


due on 
Allot¬ 


paid on 
Allot¬ 


Cash 

returned 

C/3 u 

• mm 

o ~ 

Remarks 



r* 

Allot¬ 


ment 


ment 




fZ V 


From 

To 

g 

c/) 

ment 









W r \ 1 





£ s. 

d. 

£ 

j. 

d. 

£ s - 

d. 

£ 

t. d. 



1 

2,000 

101 

1,000 - 

— 

687 

10 

— 

687 10 

— 



1 

Signatory 


2,001 

102 

10 

— 


7 

6 

7 

6 



2 

99 


2,002 

103 ! 

10 



7 

6 

7 

6 



3 

If 


2,003 

104 i 

10 

— 


7 

6 

7 

6 



4 

H 

— 

2,004 

105 

10 



7 

6 

7 

6 



5 

U 

— 

2,005 

106 

10 

- 


7 

6 

7 

6 



6 

99 

2,006 

4,500 

107 

1,247 10 

_ 

872 

10 


872 10 




7 

|| 

— 

- — 

— 

— 

- 

- 

- — 

— 

62 

10 - 

— 

Lftter of Ho- 














gret, A'o. 1 

24,501 

30,000 

110 

2,750 - 

— 

1,500 

- 

- 

1 ,500 - 

— 

62 

10 - 

10 

Letter of Ri- 
gret, Ao. 2 

















£5,000 - 

— 

£3,061 

17 

6 

£3,061 17 

6 

£125 

- - 



the Journal into the Share Ledger; some accountants, however, enter them in the Application and 


A suitable ruling is illustrated on the next page. 

The transfer deed has to bear an ad valorem stamp duty based 
on the market price of the shares or stock changing hands. There 
are, however, many occasions when it is necessary for such 
securities to be transferred without a purchase or sale taking place. 
In these cases instead of the true value being entered in the transfer 
deed as the consideration, a “nominal” figure is used, often as 
low as five shillings, and the stamp duty is then only ten shillings, 
however great the value of the shares may be. 

This fixed duty of 10s. is applicable when the transaction falls 
within one of the following descriptions— 

(a) Vesting the property in trustees on the appointment of a new 
trustee of a pre-existing trust, or on the retirement of a trustee. 

( b ) A transfer, as for a nominal consideration, to a mere nominee 
of the transferor where no beneficial interest in the property passes. 

(c) A transfer by way of security for a loan; or a re-transfer to 
the original transferor on repayment of a loan. 

(d) A transfer to a residuary legatee of stock, etc., which forms 
part of the residue devisable under a will. 

(e) A transfer to a beneficiary under a will of a specific legacy 
of stock, etc. 

(/) A transfer of stock, etc., being the property of a person dying 
intestate to the party or parties entitled to it. 
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(g) A transfer to a beneficiary under a settlement on distribution 
of trust funds of stock forming the share of the funds to which he is 
entitled. 

(h) A transfer on the occasion of marriage to trustees of a settle¬ 
ment made in consideration of marriage. 

(i) A transfer by a liquidator of stocks forming part of the assets 
of a company to shareholders in that company in satisfaction of 
their rights on winding up. 

If a transfer, however, is made on a sale, or in liquidation of a 
debt, or in exchange for other securities, ad valorem duty is payable 
on the value, or agreed value, of the consideration. 

Registration of Transfers. Each transfer has to be tor- 
warded, together with the share certificate concerned, to the com¬ 
pany’s registered office for approval and registration. The transfer 
is examined with respect to stamp duty, date, signatures, etc., and 
the distinctive numbers 1 of the shares mentioned therein are com¬ 
pared with the numbers stated in the share certificate, also with 
those in the shareholder’s account in the Share Ledger. The signa¬ 
ture of the transferor is compared with his signature on previous 
transfers or on application forms. In some cases the transferor is 
notified by the company of the lodgment of the transfer, as a pre¬ 
caution against forgery. The transfer is then submitted to the 
Board of Directors. If they approve it, a resolution is passed and 
recorded in the Directors’ Minute Book. Particulars are then entered 
in the Register of Transfers, the transfers being numbered in 
consecutive order. A new share certificate is made' out for the 
transferee. If the shares transferred form only part of a share¬ 
holder’s holding, it is the practice to issue a balance certificate to 
the transferor. A fee of 2s. 6d. is usually charged in respect of 
each transfer. 

Example. The following transfers of Ordinary Shares were 
made, approved, and duly registered in the books of the Waldron 
Manufacturing and Trading Co., Ltd.— 

25th June, 500 shares (1-500) from M. B. Barker to I. L. Mensper; 
No. of transfer deed, No. 1. 

15th July, 500 shares (501-1,000) from M. B Barker to 
E. O. Prince. 

4th August, 1,000 shares (24,501-25,500) from J. F. Longley to 
T. P. Retrop. 

15th September, 200 shares (25,501-25,700) from J. F. Longley 
to J. F. Dalton. 

10th November, 500 shares (25,701-26,200) from J. F. Longley 
to Henry A. Johnson, 65 Old Steine, Brighton. 

1 If al) the issued shares, or all those ot a particular class, are tully paid up and 
rank equally for all purposes, none of those shares needs a distinguishing number. 
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41 REGISTER OF TRANSFERS 


- . 0 

Date 

Iransfci 

Regis¬ 

tered 


Transferor’s 



III 

r* 

S.L. 

F'olio 

Name 

Address 

S.L. 

Folio 

Name 


19. . 






1 

June 25 

101 

Barker , XI. B. 

71 Lime St. 9 Barnes 

105 

Mens pet. /. L. 

2 

July 15 

101 

n yy 

yy yy yy 

106 

Prince, E. 0. 

3 

Aug. 4 

110 

Longlcy, J. F. 

6 Bark Drive , Bromficld 

107 

Retrop, T. P. 

4 

Sept. 15 

110 

yy »> 

yy yy 

103 

Dalton, 7* E. 

5 

A ov. 10 

110 

yy yy 

%y yy 

111 

Johnson , 

Henry A. 

« 

Dee. 15 

110 

yy 

ti ti •« 

112 

Thorpe, 

Fritz B. 


15 December, 500 shares (26,201-26,700) from J. F Longlcy 
to Fritz B. Thorpe, 9 Minstrel Street, Hastings. 

Write up the company’s Register of Transfers. (See above.) 

Forged Transfers. If a forged transfer is passed by the directors, 
the transferee acquires no rights to the shares mentioned therein, 
even though he may have received a share certificate from the 
company; and his name may be removed from the Register of 
Members. The company remains liable to the true owner for any 
dividends he may have lost through their action, and it can be com¬ 
pelled to re-enter his name on the Register of Members in respect 
of such shares. The Forged Transfers Acts, 1891 and 1892, give 
power to joint stock companies, local authorities, incorporated 
friendly societies, and building or other provident societies to 
charge an additional fee on each transfer registered in order to 
provide a fund out of which to compensate the transferee for any 
loss sustained under a forged transfer. 

Blank Transfer. A blank transfer is one signed by the trans¬ 
feror, but in which the name of the transferee and the date 0 
execution are not filled in. It is usually deposited with the lender, 
together with the share certificate concerned, as security for a loan. 
The company will not, of course, recognize a blank transfer; but 
it gives the holder an equitable right to the shares mentione 
therein. If desired, the necessary particulars are filled in and t e 
transfer duly registered, thereby giving the holder the legal tit e 
to such shares. 

Certification of Transfers. This is a practice that has grown 
up owing to the exigencies of Stock Exchange procedure. 1 a 
seller’s share certificate includes more shares than he wishes to 
dispose of, he cannot hand it over to the buyer along with t e 
transfer deed; so he takes his certificate and the transfer to t e 
company’s office, and has his transfer “certificated.” If the docu¬ 
ments are in order, the secretary writes or stamps on them a note 
similar to the following— 
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(ORDINARY SHARES) 41 


Transferee’s 


Shares Transferred 

* O ' 

/ PJ 
^ o 


Address 

No. ! 

Distinctive 

Numbers 

Amount 

Paid Up 

■— 22 
o •- 
. *- 
c « 

Remarks 

From 

To 


25 Leyton St., Boro, S.EA 

500 

1 i 

500 

£ 

375 

11 


12 Temple Chambers, L.C. 1 

500 

501 

1,000 

375 

12 


2 Lucas Street, Bexley 

1,000 

24,501 

25,500 

750 

13 


194 A lildmay Park, jX. 1 

200 

25,501 

25,700 

150 

14 


<->5 Old Steine, Brighton 

500 

! 25,701 

26,200 

375 

15 


9 Minstrel St., Hastings 

500 

j 26,201 ! 

26,700 

375 

16 



Certificate No. .. 216 .. for.500.Shares of. £\ .each. 

...15s.per share paid up, numbered.7S1 .to. 1280. 

inclusive, lodged at the Company’s registered office this.14 th . 

day of September. 

19.. . A. liriller ., Secretary. 


The buyers and their brokers then act on the faith of this certifi¬ 
cation just the same as if the certificate had been lodged with 
themselves. No fee is charged for certification. The object of it is 
to satisfy the transferee that the transferor can give a good title to 
the shares mentioned in the transfer. The old certificate is at once 
cancelled, a new certificate is eventually forwarded to the transferee, 
and a balance certificate to the transferor. Under Section 79 of the 
Companies Act, 1948, the certification of a transfer is a representa¬ 
tion by the company that there have been produced to the company 
such documents as on the face of them show a prima facie title 
to the shares. The certification does not represent that the trans¬ 
feror has any title to the shares but if any person acts on the faith 
of a certification made negligently by the company, the com¬ 
pany will be under the same liability as if it had been made 
fraudulently. 

Scrip. This term is a Stock Exchange contraction for the word 
“subscription.” It denotes a provisional certificate for shares or 
debentures in a joint stock company, or bonds of a Government 
loan. The scrip certificate is issued when the allotment money is 
paid, and is exchanged in due course for the share certificate or 
bond when all the instalments have been paid. The terms “scrip” 
and “share certificate ” are often used , however , as if synonymous. 

The difference between a share certificate and a scrip certificate 
will be seen by reference to the illustrations on pages 532 and 533 
respectively. 














530 


ADVANCED ACCOUNTS 


On the back of the scrip certificate will appear the dates of the 
various payments, similar to the following— 


Date 

Description o 
Payment 

19. . 

1 

Feb. 15 

Application . 

„ 25 

Allotment . 

May 15 

First Call . 

Sept. 15 

Second Call 


Rate 

Amount 

Signature of 

Paid 

Secretary 

10% 

£ 

10 

T. Briller 

20% 

20 

T. Briller 

30% 

30 

T. Briller 

40% 

40 

T. Briller 


Register of Members. 1 his is a book ruled in tabular form, 
and, in addition to stating the name and address of each share¬ 
holder, and the date of becoming and ceasing to be a member, 
contains the number and distinctive numbers of shares acquired 
and transferred, the amount paid or agreed to be considered as 
paid on the shares of each member. W here shares are partly paid 
a cash account for each member showing amounts called and paid 
up is incorporated, forming the Share Ledger. There is no standard 
ruling. For a specimen see page 531. The total of the balances 
in this Register should always agree with the Capital Account in 
the double entry books. 

Separate registers are usually kept for each class of share. 

Further Statutory Provisions. By the Companies Act, 1948, 

no notice of any trust is to be entered on the Register of Members. 

The Register must be kept at the registered office of the company, 
except that 


(1) if the work of making up is done at another office it may 
be kept at that office; 

(2) if the company arranges with another person to make 
up the register it may be kept at the office of that person. 

It must be open to the inspection of any member gratis, and 
to the inspection of any other person on payment of a fee not 
exceeding Is. This right of inspection applies only to a *‘going 
concern; after liquidation has been decided upon, application 
must be made to the Court. Any member or other person may 
acquire a copy of the Register, or of any part of it, on payment of 
the prescribed fee. Circular-advertising agencies generally avail 
themselves of this privilege in order to obtain lists of the investing 
public. A company may, on giving notice by advertisement in 
some paper circulating in the district in which the registered office 
is situate, close the Register for any time or times not exceeding in 
the whole thirty days in each year. The Court has power to rectify 
the Register in case of mistakes or omissions. The Register of 
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ADVANCED ACCOUNTS 



No. 


WALDRON MANUFACTURING AND TRADING COMPANY, 

Limited. 

(Incorporated under the Companies Act, 1948.) 


CAPITAL £100,000. 

50,000 Ordinary Shares of £1 each. 
50,000 6% Preference Shares of £1 each, 


SHARE CERTIFICATE. 


THIS IS TO CERTIFY that 


is the Registered Proprietor of.6% Preference Shares of 

£1 each, numbered.to.inclusive in the Waldron 

Manufacturing and Trading Company, Limited, subject to the 
provisions of the Memorandum and Articles of Association of the 
Company, and that there has been paid in respect to each of the said 
Shares the sum of 


GIVEN UNDER THE COMMON SEAL of the Company this 
.day of. 19. . 



Directors. 


seal 


Secretary. 

No Transfer of the above Shares can be made without the production 
of this Certificate. 
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WALDRON MANUFACTURING AND TRADING COMPANY, 

Limited. 

(Incorporated under the Companies Act, 1948.) 

ISSUE OF £10,000 DEBENTURES in BONDS of £100 EACH, 

bearing interest at £5 per cent per annum on the amount for the time 
being paid up thereon. 



THIS IS TO CERTIFY that 

of. 


is entitled upon payment of all instalments when due, and subject 
to surrendering all receipts for such instalments, and also this SCRIP 
CERTIFICATE, to.DEBENTURES of £. each 

in the above-named Company. 

I 

; On completion of the payments this Certificate is to be surrendered 
to the Company to be exchanged for definitive Debentures. 

This Certificate is issued subject to the conditions contained in the 
Prospectus dated the.day of.19. 

GIVEN UNDER THE COMMON SEAL of the Company this 
.day of. 19. 

| Directors . 


Secretary. 

N.B.—The instalments paid will be indorsed on the back hereof by the Company on 
production of the Bankers receipts. 
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Members is prima facie evidence of any matters directed or 
authorized by the Act to be inserted therein. A company whose 
objects comprise the transaction of business in a colony may, if so 
authorized by its Articles, keep a branch Register of Members in 
that colony, and such Dominion Register is deemed to be part of 
its principal Register. A copy of each entry must be transmitted 
to the registered office in order that duplicate of such Register 
may be kept there. 

Posting of Share Ledger. The Register of Members and Share 
Ledger will be posted up in stages as follows— 

1. The names, addresses, number of shares, distinctive numbers, 
amount due on application and allotment will be entered up from 
the Application and Allotments Book (or sheets) into the various 
shareholders’ accounts. The cash received on application and 
allotment will be posted from the Shareholders’ Cash Book to the 
same accounts. 

2. The amounts due on calls from time to time will be 
posted from the Call Book to the debit of the individual share¬ 
holders’ accounts, and the cash received on account of calls 
will be credited from the Shareholders’ Cash Book to the 
same accounts. 

3. The shares transferred from time to time will be posted 
from the Register of Transfers to the shareholders’ accounts 
concerned. 

A debit balance in the Cash Account of any shareholder will 
indicate calls in arrear; while a credit balance therein will denote 
calls paid in advance. 

At balancing time the total of the balances in the various share¬ 
holders’ accounts should equal the total amount of Called-up 
Capital after adjustment of any Calls in Advance and Calls in 
Arrear. 

Folios. In the posting of the Share Ledger folio numbers must, o 
course, be inserted in order to facilitate subsequent reference, n 
the statutory and statistical books shown in the worked examp es, 
and which have been posted to the Share Ledger, the first p^S e 
of each book has not been numbered page 1, but distinctive folios 
have been adopted, viz. 21, 41, and so on. This has been done in 
order to make the posting clearer to the student, and to ena e 
him to trace the posting references immediately. With a set o 
model books all numbered page 1, there would, to the student, e 
no ready or definite clue as to which book was referred to. n 
actual practice, however, the first page of each book would of course 
commence at page 1, no matter how many books there we *" e - 

Plan of Recall of Columns Comprising a Share 
Students seem nonplussed when called upon to prepare t e or 


COMPANIES—BOOKS 


535 


of statistical books, and to aid them in their difficulty a “plan of 
recall” as applied to the rulings of a Share Ledger is given below— 

Take a sheet of foolscap lengthwise (lines being “perpendicular”) 
and divide it into two equal parts. 

Having done this, the left half must be headed “Cash Account” 
and the right half headed “Shares Account.” Next, fill in the 
“Cash Account” with the usual simple ledger account rulings— 
namely (a) date, (b) particulars, (c) folio, (d) amount. This done, 
the column for “Amount called up per share” will be remembered 
and must accordingly be placed between columns (r) and (d). On 
completion of the Cash Account rulings, the student will find 
particulars regarding shares being recalled, and the three divisions 
regarding the statistical records of shares will occur— (a) Shares 
acquired, (b) shares transferred, (c) balance. Once the divisions 
have been made, the appropriate rulings peculiar to them will 
soon fall in line. As (a) and (b) are ruled alike, the following 
columns will be duplicated— (a) Date, (b) Folio, (c) No. of Shares, 
(d) Distinctive Numbers (from — to —), (e) Amount. The “Bal¬ 
ance” division will easily yield its columns, because it will readily 
occur to the student that the difference between the number of 
shares acquired and transferred must be shown; also that the 
balance of money received to date on the shareholding is neces¬ 
sary; hence, the last two columns, namely, (a) No. of Shares, and 
( b ) Amount Paid-up, will be ruled. 

Register of Stockholders. Where shares have been converted 
into stock, the Register of Members will show the amount of stock 
held by each member instead of the particulars of shares held. As 
stock must be fully paid the Register of Members may be simplified 
as shown on the next page. 

Calls. The Call Book or Sheets are in tabular form and a 
suitable ruling is given on page 539. A notice of the call to 
the shareholders is frequently dispensed with when the calls 
making the shares fully paid are made in quick succession in 
accordance with the terms of the prospectus. Receipt forms are 
attached at the foot of the Letters of Allotment and these should act 
as a sufficient reminder. Where the shares remain partly paid for 
any length of time, notices of calls must be sent out. 

The clerical work follows very closely that already described in 
connexion with the application and allotment, as will be seen 
from the example that follows. 

The call must be made by a resolution of the Board of Directors, 
evidence of which is contained in the Directors’ Minute Book. 

Interest on Calls. Columns are provided, in the Call Book, 
for interest. Some shareholders may not be able to pay the whole 
of the amount due from them within the time stipulated by the 
Call Notice. In such cases, an extension of time is granted to such 
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shareholders ori condition that they pay interest on the sum due 
up to the actual time of payment. Again, some shareholders pay 
their shares in full, not wishing to be troubled by constant calls. 
In these cases, interest may be allowed by the company. (See regu¬ 
lations 18 and 21 of Table A.) 

s 

Example. On 5th May the directors of the Waldron Manu¬ 
facturing and Trading Co., Ltd., made a first Call of 5s. per share 
on the Ordinary Shares. The Call was payable by the 20th May, 
and the following amounts were received— 


19.. 

May 9. E. Clarke 

,, 11. F. Evans . 

,, 13. T. P. Retrop 

„ 14. E. O. Prince 

,, 15. J. F. Dalton 

17. J. F. Longley 
,, 18. M. B. Barker 

,, 20. I. L. Mensper 


1 share 

1 „ 

2,495 shares 
1 share 

1 

5,500 shares 

2,000 „ 

1 share 


£ s- d. 

- 5 - 

- 5 

123 15 - 

- 5 

- 5 - 

1,375 - - 

250 - - 

- 5 


Barker and Retrop were allowed till 20th June to pay the balance, 
plus interest at 5 per cent, on which date the sums due (including 
interest thereon) were duly received. Write up the Call Book and 
the Shareholders’ Cash Book. (See pages 538-539.) 

With a view to consolidating the separate illustrations, the 
Register of Members and Share Ledger on page 540 and the 
following pages is compiled from the Shareholders’ Cash Book and 
Application and Allotments Book on pages 523 and 524, Register 
of Transfers on pages 526 and 528, and Cash Book and Call Book 
on pages 538 and 539. 

■ 

Debenture Application and Allotments Book. This is a 
book ruled in tabular form to record the names and addresses of 
all applicants for debentures, the number of debentures applied 
for, and the amount deposited with such applications. Additional 
columns are also provided to record the number of debentures 
actually allotted, their distinctive numbers, the balance due on 
allotment, and the amounts subsequently received thereon. 

Procedure in Connexion with Applications and Allotment 
of Debentures. The procedure in connexion with applications for 
debentures and allotments thereof is very similar to that adopted 
with respect to shares. A printed form is filled in, and the requisite 
money forwarded to the company’s bankers. Allotments are then 
made, and the further sums payable duly remitted to the company’s 
bankers. If any applications are not accepted, the deposit money 
is returned in full. 
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73 SHAREHOLDERS’ CASH BOOK 


Dr. (ORDINARY SHARES) Cr. 


Date 

I 

Receipts 

1SW 

mm 

Amount 

Date 

Payments 

1S11 

MlI 

Amount 

19. . 



£ 

s. 

d. 

19.. 



£ 

S 

d. 

May 9 

To First Call A/c 





May 20 

By Translcr to 





9 

Clarke, E. 

102 


5 


General Cash 





11 

Evans, F. 

104 


5 

— 


Book . 


1,750 

- 

- 

13 

Rctrop, T. P. 

107 

123 

15 

mm 






14 

Prince, E. O. 

106 


5 

— 







15 

Dalton, J. F. . 

103 


5 

— 







17 

Loni'lcy, J. F. 

110 

1,375 

— 

— 







18 

Barker, M. B. 

101 


— 

— 






20 

Mcnsper, I. L. 

104 


5 

— 










1,750 

— 

- 





- 

- 

June 20 

To First Call A/c 





June 20 

By Transfer to 





20 

Barker, M. B. 

101 

250 

_ 

— 

General Cash 





20 

Rctrop, T P 

107 

500 


— 


Book . 



9 

20 

,, Interest— 





20 

Ditto . 


3 

3 


Barker, M. B. 

101 

1 

i 

3 








Retrop, T P. 

107 

2 

2 

6 










753 

3 

9 




753 

3 

9 
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XOI 


REGISTER OF MEMBERS AND SHARE 


Marne: Barker, Matthew B. 

Address: 71 Lime Street, Barnes, London, S. IVA3 


Dr. CASH ACCOUNT Cr. 


Date 

Particulars 

Folio 

Amount 
called 
up per 
Share 

Total 
Amount 
called up 

Date 

Particulars 

Folio 

Total 
Amount 
paid up 

Jan. 15 

To Appl. and Allot. . 

21 

£ s . d. 
10 - 

£ . d. 

1,000 - - 

19.. 

Jan. 2 
20 

By Cash . 

ft 99 • • * 

71 

72 

£ '■ <*• 
312 10 - 
687 10 - 





1,000 - - 




1,000 - - 

May 5 
June 20 

To First Call . 

„ Interest 

61 

61 

5 - 

500 - - 
1 1 3 

May 18 
20 
20 

By Cash . 

»» n • • • 

„ „ (Interest) 

73 

)) 

99 

250 - - 
250 - - 
I I 3 





501 1 3 




501 I 3 


102 


Clarke, Edward 

120 Mare Street, Hackney, London, E .8 


19.. 
Jan. 15 

To Appl. and Allot. . 

21 

£ s. d. 
10 - 

£ s. d. 
10 - 

19.. 

Jan. 3 
20 

By Cash . 

...» 

71 

72 

£ *• d - 
2 6 

7 6 

May 5 

To First Call . 

61 

5 - 

10 - 

5 - 

May 9 

By Cash . • 

73 

10 - 

5 - 


I03 


Dalton, John F. 

194 Mildrnay Park, London, 7V.1 


19.. 



£ s- d. 

£ s- d. 


Jan 15 

To Appl. and Allot. . 

21 

10 - 

10 - 

Jan. 4 
20 





10 - 


May 5 

To First Call . 

61 

5 - 

5 - 

May 15 


By Cash 


99 99 


By Cash 


XO4 


Evans, Fred 


71 

72 


73 


s. d. 
2 6 
7 6 

10 - 

5 - 





96 Rood Lane, Brixton, London, 

S. W. 2 



19.. 

Jan. 15 

To Appl. and Allot. . 

21 

£ s. d. 
10 - 

£ s- d. 
10 - 

19.. 

Jan. 4 
20 

By Cash 

99 99 





10 - 



May 5 

To First Call . 

61 

5 -! 

5 - 

May 11 

By Cash . 
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LEDGER (ORDINARY SHARES) ioi 

Date entered as a Member: Jan. 15 ih, 19.. 

Date ceased to be a Member: 


SHARES ACCOUNT 


Shares Acquired 

Shares Transferred 

Balance 

l 

.2 

Date ~ 

No. of 
Shares 

j 

Distinctive 

Numbers 

Amount 
! paid up 

Date 

Folio 

No. of 
Shares 

Distinctive 

Numbers 

Amount 
paid up 

! 

No. of 
Shares 

Amount 
paid up 


w 
'. 

From 

To 

From 

! To 

19. . 
Jan. 15 

21 

2,000 

| 

1 

2,000 

£ s- d. 

19. . 

June 25 
July 15 

41 

41 

500 

500 

1 

501 

500 

1,0U0 

i 

£ j. d. 

375 - - 
375 - - 

2,000 

2,000 

1,500 
1,000 

£ s. a. 

1,000 - - 
1,500 - - 

1,125 - - 
750 - - 


Jan. 15//:, 19.. 

4 


102 
















19. . 

Jan. 15 

21 

1 

_ 

2,001 

£ S- d. 

19. . 





£ S. d. 

1 

£ '• d. 

10 - 




1 


1 







1 

15 - 


Jan. 15 th, 19.. 



19. . 





£ s- d. 

19.. 





£ S. d. 


£ s. <L 

Jan. 15 

21 

1 


2,002 








1 

10 - 













1 

15 — 

Sept. 15, 

41 

200 

25,501 

j 25,700 

150 - - 







201 

150 15 - 


Jan. 1 5th, 19.. 




21 

1 


2,003 

£ d. 

19.. 





£ 3- d- 

1 

£ s. d. 
10 - 












1 

15 - 
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105 REGISTER OF MEMBERS AND SHARE 

Name: Mensper, Isaac L. 

Address: 25 Leyton Street , Boro , London , iS'.E.l 


Dr. CASH ACCOUNT Cr. 


Date 

Particulars 

Folio 

Amount 
called 
up per 
Share 

Total 
Amount 
called up 

Date 

Particulars 

Folio 

Total 
Amount 
paid up 

19.. 

Jan. 15 

To Appl. and Allot. . 

21 

£ s. d. 
10 - 

£ d. 

10 - 

19.. 

Jan. 6 
20 

By Cash . 

*» •• # * • 

71 

72 

£ /. d 

2 6 

7 6 





10 - 




10 - 

May 5 

To First Call . 

61 

5 - 

m 

D - 

May 20 

By Cash , . 

73 

5 - 


106 


Prince , Ernest 0. 

12 Temple Chambers , Holborn , London , £.C.l 


107 


Rctrop , Thomas P. 

2 Street, Bexley 


19.. 

Jan. 15 


May 5 
June 20 


To Appl. and Allot. . 


To First Call 
„ Interest 



£ ' i. d. 

£ s- d. 

19.. 

21 

10 - 

1,247 10 - 

Jan. 7 
20 



1,247 10 - 


61 

5 - 

623 15 - 

May 13 



2 2 6 

June 20 

99 



30 



625 17 6 







By Cash 

#» M 


By Cash 


ff »» 

M •• 


(Interest) 


IO8 


Waldron, Frank T. ( Vendor ) 
1 Penley Mansions, Sidcup 


Jan. 15 j To Share Capital 


19.. 



£ d. 

£ s- d. 

19.. 



Jan. 15 

To Appl. and Allot. . 

21 

10 - 

10 - 

Jan. 6 

By Cash . 

71 






20 

» •» • * 

72 





10 - 




May 5 

To First Call . 

61 

5 - 

5 - 

May 14 

By Cash , . 

73 




73 


99 

99 


1,247 10 ' 



625 17 0 


1 




I 



J. 

£ t. d. 

£ i d\ 

15,000 - -I 1 

Issued as fully paid 



£ '• I 

15,000 
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LEDGER (ORDINARY SHARES) 

Date entered as a Member: Jan. 15/A, 19.. 
Date ceased to be a Member: 


*<>5 


SHARES ACCOUNT 


Shares Acquired 


Shares Transferred 


Balance 


Date 


Distinctive 
■jz >J 0 . of Numbers 

Shares -- 

From To 


Amount 
paid up 


Date 


Distinctive 
■1 No. of Numbers 

Shares- 

From To 


Amount iNo. of 
| paid up [Shares 


Amount 
paid up 


r. d. 
10 - 
15 - 
375 15 - 
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109 REGISTER OF MEMBERS AND SHARE 

Name: Goode, Ellen (Miss) 

Address: 114 High Road, Sydenham 


Dr. CASH ACCOUNT Cr. 


Date 

Particulars 

Folio 

Amount 
called 
up per 
Share 

Total 
Amount 
called up 

Date 

Particulars 

Folio 

Total 
Amount 
paid up 

19.. i 
Jan. 15 

To Share Capital 

j. 


£ s. d. 

5,000 - - 


Issued as fully paid 


£ r. 1 
5,000 - - 


HO 


Langley, James F. 

Park Drive, Bromfield 


19.. 

Jan. 15 To Appl. and Allot. 


May 5 To First Call . 



£ S. d. 

£ S- d. 

19.. 



£ *• 

21 

10 - 

2,750 - - 

Jan. 8 

By Cash . 

71 

1,250 - - 




20 

»* »» 

72 

1,500 - - 



2.750 - - 




2,750 - - 

61 

5 - 

1,375 - - 

May 17 

By Cash . • 

73 

1,375 - " 


Ill 


Johnson, Henry A. 

65 Old Steine, Brighton 




112 


Thorpe, Fritz B. 

9 Minstrel Street, Hastings 
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LEDGER (ORDINARY SHARES) 109 

Date entered as a Member: Jan. 15 th, 19.. 

Date ceased to be a Member: 


SHARES ACCOUNT 


Shares Acquired 

Shares Transferred 

Balance 

Date 

§»1 

No. of 
Shares 

Distinctive 

Numbers 

Amount 
paid up 

Date 

I 

.c! 

W 

No. of 
Shares 

Distinctive 

Numbers 

Amount 
paid up 

No. of 
Shares 

Amoum 
paid up 

From | To 

1 

From 1 

To 

19. . 

Jan. 15 

21 

5,000 

19,501 

24.500 

£ i ■ d. 

19.. 


1 



£ *• d • 

5,000 

£ 3 . d. 

5.000 - - 


no 


Jan. 15 th, 19.. 


19. . 




£ *■ d. 






£ f. d. 


£ 

Tan, 15 

21 

5,500 

24,501 

30,000 








5,500 

2,750 - - 




w 









5,500 

4,125 - - 







19.. 














Aug. 4 

41 

1,000 

24,501 

25,500 

750 - - 

4,500 

3,375 - - 







Sept. 15 

41 

200 

25,501 

25,700 

150 

4,300 

3,225 - - 







Nov. 10 

41 

500 

25,701 

26,200 

375 - - 

3,800 

2.850 - - 







Dec. 15 

41 

500 

26,201 

26.700 

375 - - 

3,300 

2,475 - - 


Ill 


Nov. 10 th, 19.. 


19. . 





£ >■ d. 

19.. 




£ •• d. 


£ d. 

Nov. 10 

41 

500 

25,701 

1 

26,200 

375 - - 






500 

375 - - 


112 

Dec. 15 th, 19.. 



19. . 
Dec. 15 

41 

500 

26,201 

26,700 

£ d. 

■ns - - 

19.. 





£ !■ d. 

500 

£ *• a. 

375 - - 
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Dividend Book. This is a book, ruled in tabular form, which 
records at balancing time the names of the shareholders, the amount 
paid up on the shares held by each individual, the gross amount 
ol dividend due, the amount of tax (if any) deductible, and the net 
amount of dividend payable to each shareholder. Separate books 
are kept for the dividends on different classes of shares, Ordinary, 
Preference, Deferred, etc. 

Example. The directors of the Waldron Manufacturing and 
Trading Co., Ltd., resolved to pay a dividend of 10 per cent on 
the Ordinary Shares for the year ending 31st December, according 
to the amounts paid up thereon. From the particulars furnished 
in the Register of Ordinary Shares, write up the Ordinary Share 
Dividend Book. 

ORDINARY SHARE DIVIDEND BOOK 


3 1st DEC., 19.. 


O.S.L. 

Folio 

Name 

Amount 
paid up 
on Shares 

Amount 

of 

Dividend 
at 10% 

Amount 
of Tax 
at 9s. 

Net 

Dividend 

Remarks 



£ 

J. 

d. , 

£ 

J. 

d. 

£ 

j. 

d. 

£ 

J* 

d. 


101 

Barker, M. B. 

750 

— 

— 

75 

• 


33 

15 

— 

41 

5 

— 


102 

Clarke, E. 


15 

_ 


I 

6 



8 



10 


103 

Dalton, J. F. 

150 

15 

• 

15 

1 

6 

6 

15 

8 

8 

5 

10 


104 

Evans, Fred 


15 

_ 


1 

6 



8 



10 


105 

Menspcr, E L. . 

375 

15 

— 

37 

11 

6 

16 

18 

2 

20 

13 

4 


100 

Prince, E. O. 

375 

15 


37 

11 

6 

16 

18 

2 

20 

13 

4 


107 

Retrop, T. P. 

2,621 

5 

— 

262 

2 

6 

117 

19 

2 

144 

3 

4 


108 

Fairlcaf, Frank . 

15,000 

• 

— 

1,500 

— 

— 

675 

— 

— 

825 

— 

- 


109 

Goode, Ellen 

5,000 

_ 

• 

500 

— 

— 

225 

— 

— 

275 

— 

— 


110 

Longlcy, J. F. . 

2,475 


— 

247 

10 

— 

111 

7 

6 

136 

2 

6 


111 

Johnson, FI. A. . 

375 

— 


37 

10 

— 

16 

17 

6 

20 

12 

6 


112 

Thorpe, F. B. 

375 

— 

— 

37 

10 

- 

16 

17 

6 

20 

12 

6 



£ 

27,500 

— 

— — 

2,750 

- 

J 

1,237 

10 


1,512 

10 




Register of Directors and Secretaries. This is one of the 

statutory books. The Companies Act, 1948, Section 200, requires 
every company to keep at its registered office a register containing 
the names, addresses, and occupations and other particulars of its 
directors and the name and address of its secretary, and to send 
to the registrar of companies a copy thereof, and from time to 
time to notify to the registrar any change among its directors or 
secretaries. 

Register of Directors’ Shareholdings. Section 195 of the 

Companies Act, 1948, requires every company to keep a register 
showing the number, description and amount of any shares in or 
debentures of the company (or its holding or subsidiary company) 
held by each director (including those held in trust for him or o 
which he has the right to become the holder). In the case o 
purchases or sales of shares or debentures after 1st July, 1948, the 
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date of the transaction and the price of the shares or debentures 
must also be shown. 


REGISTER OF DIRECTORS AND SECRETARIES 

Particulars of Directors 


Present Christian 
Name or Names 
and Surname 

Any Former 
Christian Name 
or Names 
or Surname 

Nationality 

Usual 
Residential 
j Address 

Business Occupa¬ 
tion and 
Particulars of 
other 

Directorships 

Date 

of 

Birth 

I 







Particulars of the Person who is Secretary 

Present Christian Name 
or Names and Surname 

1 

Any Former Christian 
Name or Names and 
Surname 

Usual Residential Address 




REGISTER OF DIRECTORS’ SHAREHOLDINGS 



ii i 

1 1 



Name 

of 

Director 


Number Whether 
of j Shares 
Shares 


or 

De¬ 

bentures 


or 

De¬ 

bentures 


De¬ 

scrip¬ 

tion 


Tota 

Nom¬ 

inal 

Amount 


of 

Com¬ 
pany 
with 
respect 
to which 
registra¬ 
tion is 
required 


Nature 

of 

Trans¬ 

action 


Date of 
Acquisi¬ 
tion or 
Cessa¬ 
tion of 
Interest 


Price 


Nature 

and 

Extent 

of 

Direc¬ 

tor’s 

Interest 
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Minute Book. This is another oi the statutory books. The 
Companies Act, Section 145, enacts that every company must cause 
minutes of all proceedings of general meetings and (where there 
are directors or managers) of its directors and managers to be 
entered in books kept for that purpose. Any such minute if pur¬ 
porting to be signed by the chairman of the meeting at which the 
proceedings were had, or by the chairman of the next succeeding 
meeting, is evidence of the proceedings. 

In most companies two books are kept: one, called the Share¬ 
holders’ or General Minute Book, to record the proceedings of 
the members in general meetings; and the other, called the 
Directors’ Minute Book, to record the proceedings of board 
meetings. The books should preferably be provided with an 
alphabetical index, in order to facilitate reference. 

Share Warrant Register. This is a register giving particulars 
ol the share warrants which have been issued by the company. 
It is ruled in tabular form. 

Share Warrant. This is a document under the seal ol the 
company, which entitles the holder of it to the shares specified 
therein. It is subject to a stamp duty equal to three times the 
amount of the ad valorem duty chargeable on a deed transferring 
shares of the same nominal value, i.e. £6 per cent. It is trans¬ 
ferable by mere delivery; and this fact makes it a very convenient 
instrument, particularly in the case of companies having foreign 
shareholders. The following is a specimen— 

Ao . 

ZENO TRADING COMPANY, LIMITED. 

(Incorporated under the Companies Act, 1948.) 

CAPITAL £100,000. 

50,000 Ordinary Shares of £1 each. 

50,000 6% Preference Shares of £1 each. 


This is to Certify that the Bearer of this Warrant is the proprietor of 

fully paid-up 6% Preference Shares of £1 each, numbered.to 

inclusive in the Zeno Trading Company, Limited, subject to the provisions o 
the Memorandum and Articles of Association of the Company. 

Given under the Common Seal of the Company this. 

day of.19. 

j Directors. 





Secretary. 
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The bearer of a share warrant is, subject to the Articles of the 
company, entitled on surrendering it for cancellation, to have his 
name entered as a member in the Register of Members. The date 
of such surrender must also be entered in the Register as if it were 
the date at which a person commenced to be a member. 

Statutory Provisions. Section 83 of the Companies Act enacts 
as follows— 

(1) A company limited by shares, it so authorized by its articles, may, with 
respect to any fully paid up shares, issue under its common seal a warrant stating 
that the bearer of the warrant is entitled to the shares therein specified, and may 
provide, by coupons or otherwise, for the payment of the future dividends on the 
shares included in the warrant. 

(2) Such a warrant as aforesaid is in this Act termed a “share warrant.” 

(3) A share warrant shall entitle the bearer thereof to the shares therein 
specified, and the share* or stork may be transferred by delivery of the warrant. 

Register of Probates and Letters of Administration. The 

Probate is the official evidence that the person named therein is 
the executor of a deceased shareholder, and Letters of Administra¬ 
tion authorize the person named therein to administer the estate 
of a shareholder who has died intestate. Both documents bear the 
seal of the Court of Probate. 

When a shareholder dies leaving an executor, or if, tor any 
reason, there is no executor and the Court appoints an Ad¬ 
ministrator, the Probate or Letters of Administration are 
lodged at the company’s office by the executor or administrator. 
Such person, being the legal personal representative, has two 
alternatives— 

1. He may (unless the Articles give the company the right to 
insist upon a personal representative becoming registered as a 
member or selling the shares) content himself with simply regis¬ 
tering his right to deal with the deceased shareholder’s stocks and 
shares in the company. 

2. He may, when lodging the probate or letters of administration, 
ask to be registered as a member. 

If the first course is adopted the secretary of the company makes 

a memorandum in the Share Register against the deceased share¬ 
holder’s name. 

“ Probate or 

Letters of administration granted on. 

to .of etc., Executor or 


Date 


Administrator. 
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He makes a similar memorandum on the back of the share 
certificate and returns it endorsed to the executor or administrator. 
The advantages of this procedure to the executor are— 

(a) He is liable only to the extent of the estate for any calls on 
the shares, (b) He can transfer the shares by virtue of Section 76 
of the Companies Act. 

If the second alternative is adopted by the executor and he 
desires to become registered as a member, the secretary closes the 
deceased shareholder’s account in the Share Register and opens a 
new account in the name of the executor, who becomes thereby 
responsible personally for any uncalled liability on the shares. The 
procedure necessarily depends on the Articles of Association. Some¬ 
times, a “Letter of Request” is all that is required, but in many 
cases the directors insist upon a transfer from the personal repre¬ 
sentative as executor to the personal representative personally .. 

In large companies, a Register is frequently kept, giving the 
deceased shareholders’ names and folios in the Share Ledger, the 
names and addresses of the executors or administrators, date of 
death, date of probate, date probate was registered, and any fur¬ 
ther particulars that may be thought desirable. 

Annual Return. Section 124 of the Companies Act, 1948, 
directs that— 

1. Every company having a share capital shall, once at least in every y ear > 
make a return containing with respect to the registered office of the company, 
registers of members and debenture holders, shares and debentures, indebtedness, 
past and present members and directors and secretary, the matters specified in 
Part I of the Sixth Schedule to this Act, and the said return shall be in the lorm 
set out in Part II of that Schedule or as near thereto as circumstances admit. 
Provided that— 

(a) a company need not make a return under this subsection either in the 
year of its incorporation or, if it is not required by Section 131 ol this Ac 
hold an annual general meeting during the following year, in that year; 

( b) where a company has converted any of its shares into stock and g ,v .^ 

notice of the conversion to the regislrar of companies, the list referred to 
paragraph 5 of Part I of the Sixth Schedule must state the amount o s o 
held by each of the existing members instead of the amount of shares an 
particulars relating to shares required by that paragraph; . 

(c) the return may, in any year, if the return for either ol the two im 
diately preceding years has given as at the date of that return the lul P 
ticulars required by the said paragraph 5, give only such of the P£ rt,C ’L„ 
required by that paragraph as relates to persons ceasing to be or bcco 
members since the date of the last return and to shares transferred since 
date or to changes as compared with that date in the amount of stock e 

a member. . . . 

Part I of the Sixth Schedule requires that the Annual Return 
shall contain— 

1. The address ot the registered office of the company. t 

2. (1) If the Register of Members is, under the provisions ol this T'* j ace 
elsewhere than at the registered office of the company, the address ol the p 
where it is kept. 
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(2) If any register of holders ot debentures . . . is . . . kept . . . else¬ 

where than at the registered office of the company, the address of the place 
where it is kept. 

3. A summary, distinguishing between shares issued for cash and shares issued 
as fully or partly paid up otherwise than in cash, specifying the following 
particulars— 

(a) the amount ot the share capital ol the company and the number of 
shares into which it is divided; 

( b) the number of shares taken Irom the commencement ol the company 
up to the date of the return; 

(c) the amount called up on each share; 

(d) the total amount of calls received; 

(e) the total amount of calls unpaid; 

(/) the total amount of the sums (if any) paid by way of commission in 
respect of any shares or debentures; 

(g) the discount allowed on the issue ot any shares issued at a discount or 
so much of that discount as has not been written off at the date on which the 
return is made; 

( h ) the total amount of the sums (if any) allowed by way ot discount in 
respect of any debentures since the date of the last return 1 

(i) the total number of shares forfeited: 

(j) the total amount of shares for which share warrants are outstanding at 
the date of the return and of share warrants issued and surrendered respectively 
since the date of the last return, and the number of shares comprised in each 
warrant. 

4. Particulars ol the total amount ol the indebtedness ol the company in 
respect of all mortgages and charges which are required (or, in ihe case of a 
company registered in Scotland, which, if the company had been registered in 
England, would be required) to be registered with the registrar of companies 
under this Act. . . 

5. A list— 

(a) containing the names and addresses ol all persons who, on the tourteenth 
day after the company’s annual general meeting for the year, are members of 
the company, and of persons who have ceased to be members since the date 
of the last return or, in the case of the first return, since the incorporation of 
the company; 

{b) stating the number ol share* held by each of the existing members at the 
date of the return, specifying shares transferred since the date of the last return 
(or, in the case of the first return, since the incorporation of the company) bv 
persons who are still members and have ceased to be members respectively 
and the dates of registration of the transfers; 

(c) if the names aforesaid are not arranged in alphabetical order, having 
annexed thereto an index sufficient to enable the name of any person therein 
to be easily found. 

6. All such particulars with respect to the persons who at the date ol the 
return are the directors of the company and any person who at that date is the 
secretary of the company as are by this Act required to be contained with respect 
to directors and the secretary respectively in the Register of the Directors and 
Secretaries of the company 

Unless the company is an exempt private company there shall 
be annexed to the annual return— 

(a) A written copy, certified both by a director and the secretary ol the com¬ 
pany to be a true copy, of every Balance Sheet laid before the company in general 
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meeting during the period to which the return relates (including every document 
required by the law to be annexed thereto). 

(b) A copy, certified as aforesaid, of the report of the auditors on, and of the 
report of the directors accompanying, each such Balance Sheet. (Section 127.) 

The documents to be annexed to the Balance Sheet are the 
Profit and Loss Account and any group accounts (Section 156). 

A private company must send with the return— 

(1) A certificate signed by a director and by the secretary that 
the company has not since the date of the last return (or in the case 
of the first return since the incorporation of the company) issued 
any invitation to the public to subscribe for any shares or debentures 
of the company. 

(2) If the number of members, as shown by the return, exceeds 
fifty a certificate signed by a director and the secretary that the 
excess consists of employees of the company or past employees who 
were members whilst in the employment of the company and have 
since continued to be members. 

An exempt private company must send a certificate similarly 
signed that the conditions mentioned in Section 129 (2) are satisfied 
at the date of the return and have been satisfied at all times since 
1st July, 1948, or the incorporation of the company, whichever is 
the later. 

Example. From the particulars recorded in the Ordinary 
Share Ledger, Transfer Register, Register of Directors, etc., pre¬ 
pare the company’s Annual Return, and draw up a Balance Sheet. 
(See following pages.) \ 

Note. The issue of the Preference shares has not been illus¬ 
trated, but they are included in the Annual Return. 

QUESTIONS 

1 . What books is a company compelled by law to keep/ 

2 . What statistical books are usually kept by a company? 

3. Explain the nature and use of an Application and Allotments Book. 

4. Explain the following and their use: (a) letter of allotment, ( b) letter of 
regret. 

5 . Explain the following: (a) letter of renunciation, ( b) return of allotments. 

0 . What subsidiary Cash Books are used in connexion with the receipt of 

money on shares? What objection is raised against them? What alternative 

procedure,is there? 

7. Explain the nature and use of a Call Book. 

8 . How are calls made? What is a Notice of Call? 

9. How does the question of interest arise in connexion with calls, and how 
is it treated? 

10. Submit pro forma ruling of a Call Book, and enter therein six specimen 
entries. 

11. Explain the nature and use of a Register of Transfers. 

12. Submit pro forma ruling of a Register of Transfers and enter therein six 
specimen entries. 

13. What are the provisions of the Companies Act with regard to share 
certificates? 
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Annual Return of a C 
A Share Capital 


Annual Return of. Waldron Manufacturing and Trading 


Company .Limited, 


made up to the 


14 Ih .dav of. February . 19— 


(being the fourteenth day after the date of the Annual General Meeting 


for the year 19..). 


i. Address 

Address of the registered office of the company. 


2. Situation of Registers of Members and Debenture-holders 


(Address of place at which the register of members is kept, if other than the registered office 
of the company.) 


(Address of any place in Great Britain other than the registered office of the company at 
which is kept any register of holders of debentures of the company or any duplicate of any 
such register or part of any such register which is kept outside Great Britain.) 
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3 . Summary of Share Capital and Debentures 

(a) Nominal Share Capital 


1. Nominal share capital £... 

. 100 , 000 .... 

... divided into: 



... 50,000. 

... Ordinary . 

.shares of.. 

...r 1 . 

.each 

...50,000. 

.. P eference .... 

shares of 

/1 

each 



shares of 

.A j *. 

each 



.shares of. 


.each 



(b) Issued Share Capital and Debentures 



Number 

Class 


Number of shares of each 
class taken up to the 
date of this return (which 
number must agree with< 
the total shown in the 

...30,000. 

... 28.600. 

. Ordinary . 

. Preference . 

..• shares 

. shares 

. shares 

.. shares 

. shares 

list as held by existing 
members). 

. shares 

1 


. shares 


3. Number of shares of each / 10,000... 

class issued subject to ...28,600.... 
payment wholly in cash . 


Ordinary . shares 

Preference . shares 

. shares 

. shares 


4. Number of shares of each 
class issued as fully paid 
up for a consideration 
other than cash. 


20 , 000 .. 



Number of shares of each 
class issued as partly paid 
up for a consideration 
other than cash and ex¬ 
tent to which each such 
share is so paid up. 



Ordinary . shares 

. shares 

. shares 

. shares 



6 . Number of shares (if any) 
of each class issued at a 
discount 


Number 



Class 

. shares 

. shares 

. shares 

. shares 


7. Amount of discount on the 
issue of shares which has 
not been written off at 
r he date of this return. 




Amount called up 
on number of 
shares of each class. 


Number 

.15r. per share on ...10,000 .. 

....15j . per share on ... 28,600 . 

£ .per share on. 

£ . per share on . 


Class 

.. Ordinary ... shares 
..Preference .... shares 

. shares 

. shares 


9. Total amount of calls received, including payments on | 

application and allotment and any sums received on >. £29,650 

shares forfeited. J 
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Wm/v» 


( 7.1»« 


11 


/. A il 


on 


10. Total amount (it nnv) 
agreed u> \k con¬ 
sidered as pud on 
number ol dunes ol \ £20,000 

riich class issued as 

lully paid up lor a 
consideration other 
than cash. 

Total amount (il tmv) 
agreed to he «on* 
sidered as paid on 
liumher ol shares ol 
each t lass issued as 
partly paiil up for a 
«onsideiatiou olhei 
than cash. 

12. Total amount ol calls unpaid 

IT Total amount ol the sums (il any) paid by \ 
way ol commission in respet l ol anv f 
shares or debentures. 

IT Total amount ol the sums (il any) allowed 
by way ol disiount in respect ol anv de¬ 
bentures since the dale ol the last it tin 11 . 

.Numhn 

15. Total number ol shares 


o| eat li t lass loi leited. 


1. 


lilt 


lb. Total amount paid (il any) on shares Ini 
leited. 

17 'Total amount o! shares loi which share 
warrants to bearer are outstanding. 

18. Total amount ol share wan ants \ Issued: 
to brain issued and hiii- 
renderetl respet lively since 
the dale ol thr* last return. 

It). Number ol slimes comprised in rat h 
share warrant to bearer, spn -dying in 
the ease ol warrants ol tlillereiil kinds, 
particiilars ol em h kind. 


20.000 


ct./in.in 


L 


Vtl 


/;.A-*/ 


/;. mi 

(/.in 
. I'lr/firtHc 


i 

L 

i 


700 

.Nil 

Nil 


Siinenilrietl: . At/ 


Ml 


PiirtleidnCM of liidebtcdnenM 

'Total amount ol indebtedness ol ilir coin- 
puny in respect ol nil mortgages and 
charges which are required (or, in the 
case of a company registered in Scotland, 
whit li, if the i ompany had been rrgislrird \ f 
in England. woiiUI hr required) to he 
registered with the registrar ol companies 
under the Companies Act, 1048, or width 
would have hern required so to he regis¬ 
tered d efeated alter 1st July, 1008. 


10,000 


shaies 
dunes 
sltaics 
slim es 

shales 
shaies 
sll.ll es 


slum 


1 


• • » (All » I 


sluu« s 
slum > 
slum s 
slum i 


• • .Mill 


I • 
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5. List of Past and 

List ot persons holding shares or stock in the company on the fourteenth day 
or stock therein at any time since the date of the last return, or in the case of the 

not arranged in alphabetical order , an index sufficient to enable 


Folio in Register 
Ledger containing 
particulars 


Names and Addressee 


O.S.L 

101 

102 

103 

104 

105 

106 

107 

108 

109 

110 


Matthew Barker, 1 1 Lime Street, Barrie* 

Edward Clarke, 120 Mare Street, Hackney, £.8 
John Dalton, 194 Mildmay Bark, London, N. 1 
Fred Evans, 96 Rood Lane, Brixton, S. W.2 
Isaac Mensper, 25 Leyton Street, Boro, London, S.E.l 
Ernest Prince, 12 Temple Chambers, Holborn, E.C. 1 
Thomas Retrop, 2 Lucas Street, Bexley 
Frank Waldron, 1 Penley Mansions, Sidcup 
Ellen Goode, 114 High Road, Sydenham 
Jarnes Longley , 6 Park Drive, Brom field 


111 

112 

P.S.L 

261 

262 

263 

264 

265 

266 

267 

268 

269 

270 

271 

272 


Henry Johnson, 65 Old Sterne, Brighton 
Fritz Thorpe, 9 Minstrel Street, Hastings 

Percy Holloway, 57 Luton Road, Bedfora 
Albert Cooper, The Cedars, Farnharn, Surrey 
Henry Edwards, 3 Green Lanes, Mitcham 
James Newton, 7 The Meat Market, Reading 
Frederick Archer, 111 High Street, Cardiff 
Edward Greale, 21 Park Fields, Buckley 
George Rawlings, 114 Maida Vale , London, W.9 
Samuel Brooke, 15 Long Street, Burton 
Rufus Lipton, 42 Littleton Street, Devi zes 
Claude Penley, 15 Tothill Mansions, Paignton 
Percy Truefitt, 12 High Street, Wycombe 
Oswald Vickers, 179 Greene Street, Thurston 


NOTES ^ {jate 0 f t hat 

If the return for either of the two immediately preceding years h^ given an d stock held 

return the full particulars required as to past and present r ^ rc , a{c tQ per sons ceasing 

and transferred by them, only such of the particulars need b g transferred since that • 

be or becoming members since the date of the last return andI to sharei tr ^ 

or to changes as compared with that date .n the amount of stock held ny 
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Present Members. 

after the annual general meeting lor 19.and of persons who have held shares 
first return, of the incorporation of the company. .A .B. —// the names in the list are 
the name of any person to be readily found must be annexed. 


ACCOUNT OF SHARES 


Number of Shares ; 
held by existing 
Members at date 
of Return* 1 


Particulars of Shares transferred since the date ol the 
last Return, or. in the case of the first Return, of the 
incorporation of the Company, by (a) persons who arc 
still Members and ( b) persons who have ceased to be 

Members^ 


Ord. 

1.000 

1 

201 

1 

501 

501 

3,495 

15,000 

5,000 

3.300 


500 

500 


Numbcrt 


Pref. 


3,000 i 
4,500 I 


3,000 
5,300 
2,000 
1,900 

2.450 

1.450 

3,000 
1,000 
1,000 

30,000 28,600 


Ord. 

500 

500 


Pref. 


1.000 

200 

500 

500 


Date of Registration of Transfer 


(a) 

25 June , 19.. 
15 July, 19.. 


4 Aug., 19. . 
15 Sept., 19.. 
10 jXov., 19.. 
15 Dec., 19.. 


300 2 July, 19.. 

500 19 Aug., 19.. 


400 8 Sept., 19 

1,000 22 Oct., 19 


1,000 

1,000 


15 Xov., 19.. 
19 Nov., 19.. 




Remark' 


Mens per, l.L. 
Prince, E. 0. 


Retrop, T. P. 
Dalton, J. F. 
Johnson, H. A. 
Thorpe, F. B. 


Archer, F. 
Brooke, S. L. 
1400 Pref. 
Shares for¬ 
feited 

Rawlings, G. 
Ate her, F. 


I Trueftt, P. 
\ Vickers, 0. 


• The aggregate number of shares held by each member must be stated, and the aggregates 
must be added up so as to agree with the number of shares stated in the Summary of Share Capital 
and Debentures to have been taken up. 

t When the shares arc of different classes these columns should be subdivided so that the number 
of each class held, or transferred, may be shown separately. Where any shares have been con¬ 
verted into stock the amount of stock held by each member must be shown. 

t The date of registration of each transfer should be given as well as the number of shares trans¬ 
ferred on each date. The particulars should be placed opposite the name of the transferor and not 
opposite that of the transferee, but the name of the transferee may be inserted in the “Remarks” 
column immediately opposite the particulars of each transfer. 
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6 . Particulars of 

Particulars of the persons who are directors 


Name 

(In the case of an individual, present 
Christian name or names and surname. 
In the case of a corporation, the cor¬ 
porate name) 


Waldron , Frank T. 
Retrop, Thomas 
Cooper, Albert 0. 
Arthur . Frederick 
Longley, James F. 
Renley, Claude N. 


Any former Christian 

Name or Names and | Nationals 

Surname 


Otto Braun 


British 

British 

British 

British 

British 

U.S.A. 



Particulars of the person who is secretary of the company at the date 

of this return. 


Name 

(In the case of an individual, present 
Christian Name or Names and Sur¬ 
name. In the case of a corporation or 
a Scottish firm, the corporate or firm 

name) 

Any former Christian 
Name or Names and 
Surname 

1 

Usual 

Residential Address 
(In the case of a corpora¬ 
tion or Scottish firm, the 
registered or principal 
office) __ 

Shales, Cuthben H. 

1 

34 John Street., 
Mitcham 


NOTES 

“Director” includes any person who occupies the position of a director by Jf^the 

called, and any person in accordance with whose directions or instructions the cnr 

company are accustomed to act. . _ usually 

“Christian name” includes a forename, and “surname,” in the case o! a peer or p 
known by a title different from his surname, means that title. 

“Former Christian name” and “former surname” do not include— c.imame, 

(a) in the case of a peer or a person usually known by a British title different fan ha mu* 

the name by which he was known previous to the adoption of or succession name or sur- 

(b) in the case of any person, a former Christian name or surname : v-■ ic a f ci „hteen 

name was changed or disused before the person bearing the name attaintthe age o. k 
years or has been changed or disused for a period of not less than twenty y -. previous 

(c) in the case of a married woman the name or surname by which she was Know v 

to the marriage. 
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Directors and Secretaries 

of the company at the date oi this return. 


Usual Residential Address 
(I n the case of a corporation, the registered 
or principal office) 

Business Occupation and 
particulars of other 
Directorships 

Date ol Birth 

1 Penley Mansions , Sidcup 

Commercial Traveller 

Vlthjan., 1906 

2 Lucas Sheet, Bexley 

None 

8th Oct., 1899 

The Cedars, Farnharn 

Norn 

27 th Aug., 1912 

111 High Sheet, Cardiff 

Pr inter 

30 th Sept., 1909 

6 Park Drive, Bromfteld 

Non• 

\8thjune, 1890 

15 Tothill Mansions, Paignton 

j Director, XY£ Ltd. 

15//< Oct., 1895 

Signed. F. T. Waldron ., Director. 

Signed. C. H. Shales.. 



The name of all bodies corporate incorporated in Great Britain of which the director is also a 
director, should be given, except bodies corporate of which the company making the return is the 
wholly-owned subsidiary or bodies corporate which are the wholly-owned subsidiaries either of the 
company or of another company of which the company is the wholly-owned subsidiary. A body 
corporate is deemed to be the wholly-owned subsidiary of another if it has no members except that 
other and that other’s wholly-owned subsidiaries and its or their nominees. If the space provided in 
the form is insufficient, particulars of other directorships should be listed on a separate statement 
attached to this return. 

Dates of birth need only be given in the case of a company which is subject to section 185 of the 
Companies Act, 1948, namely, a company which is not a private company or which, being a private 
company, is the subsidiary of a body corporate incorporated in the United Kingdom which is 
neither a private company nor a company registered under the law relating to companies for the 
time being in force in Northern Ireland and having provisions in its constitution which would, if it 
had been registered in Great Britain, entitle it to rank as a private company. 

Where all the partners in a firm are oint secretaries, the name and principal office of the firm 
may be stated. 
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Certificates and other Documents accompanying Annual Return 

Certificate to be given by a Director and the Secretary of every 
Private Company (whether an Exempt Private Company or not) 

We certify that the company has not since the date of* [the incorporation of 
the company/the last annual return] issued any invitation to the public to 
subscribe for any shares or debentures of the company. 

Signed., Director. 

Signed., Secretary. 

Further Certificate to be given as aforesaid if the Number of 

Members of the Company exceeds Fifty 

We certify that the excess of the number of members of the company over fifty 
consists wholly of persons who, under paragraph ( b) of subsection (1) of section 
twenty-eight of the Companies Act, 1948, are not to be included in reckoning 
the number of fifty. 

Signed.. Director. 

Signed.. Secretary. 

Certified Copies of Accounts 

Except where the company is either an exempt private company as defined by 
section 129 (4) of the Companies Act, 1948, which sends with this return a 
certificate in the form set out below or an assurance company which has com¬ 
plied with the provisions of section 7 (4) of the Assurance Companies Act, 1909, 
there must be annexed to this return a written copy, certified both by a director 
and by the secretary of the company to be a true copy, of every balance sheet 
laid before the company in general meeting during the period to which this 
return relates (including every document required by law to be annexed to the 
balance sheet) and a copy (certified as aforesaid) of the report of the auditors on, 
and of the report of the directors accompanying, each such balance sheet. If 
any such balance sheet or document required by law to be annexed thereto is in 
a foreign language there must also be annexed to that balance sheet a trans¬ 
lation in English of the balance sheet or document certified in the prescribed 
manner to be a correct translation. If any such balance sheet as aforesaid or 
document required by law to be annexed thereto did not comply with the 
requirements of the law as in force at the date of the audit with respect to the 
form of balance sheets or documents aforesaid, as the case may be, there must 
be made such additions to and corrections in the copy as would have been 
required to be made in the balance sheet or document in order to make it 
comply with the said requirements, and the fact that the copy has been so 
amended must be stated thereon. 

Additional Certificate to be given in the case of an Exempt 
Private Company by the Persons signing the above-mentioned Certificates 

We certify that, to the best of our knowledge and belief, the conditions men¬ 
tioned in subsection (2) of section one hundred and twenty-nine of the 9°™! 
panies Act, 1948, are satisfied at the date of this return and have been satisne 
at all times since.t 


Signed 

Signed 


Director. 

Secretary. 


* In the case of the first return, strike out the second alternative. In the case of a sec 
subsequent return, strike out the first alternative. . . , nr if the 

t Insert “1st July, 1948” (the date of the commencement of the Companies Ac , ' •. ((J 

company was registered after that date, the date on which it was registered, or, i P . waJ 

s. 129 (1) of the Companies Act, 1948, has effect in relation to the return, the tim 
shown to the Board of Trade that the conditions mentioned in the certificate we 
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14 What is a “scrip” certificate? What stamp docs it require? 

15. Explain the nawre and use of the Register of Members^and Share Ledger. 

What are the statutorv requirements in connexion therewith. 

16 What date should be entered in the Register of Members as date of entry 

17 State briefly some of the statutory provisions with respect to the Register 
of Members. Can a company keep a Dominion Register. 

iq How are Share Ledgers indexed? . . 

19 State briefly the various steps by which the Share Ledger is Pasted. 

20. What does' (a) a debit balance, ( b) a credit balance in the Cash Account 

° f 2L y Howe" ba“ fn^e ? Share Ledger be agreed with those in the 
fin -‘"Explain the use of the “Balance” column in a Share Ledger Account 

23 Subm ? Z froma ruling of a Register of Members and Share Ledger 
and enter therein six specimen entries; also proforma ruling of a Register of 

St 24 kh ExpTain the nature and use of a Register of Charges. Submit pro forma 

ruling. Rrc/Ktcr of Debenture Holders, and enter 

- ■ «*- - 

St0 26 kh Expiain the nature and use of a Dividend Book. Submit pro forma ruling, 

%**£££ %2^'ZSrZ use of the following: M Register of 
Directors and Secretaries, (i) Minute Book, (c) Share W arrant and Share arrant 

n^^Give some'particulars^regarding a Company’s Annua, Return. 

EXERCISE XV (A) 

15 ,,n, day him . km.r of .all. 

to the further 500 shares for which he had applied. « 

T Willineton paid for the shares allotted to him as follows. 1th January 
5 s per Ire on "application; 20,h January. 5s. per share on allotment; and 

10s per share (final call) on 20th February. v , _ 

On 28th February, E. Willington purchased a further 500 shares Nos. 1 to 
-no n \hr Stoc k Exchange, for which he paid -Is. per share. I he transfer 
was' lodged*" and approtd^on 6,1, March. These shares were purchased from 

R "OrT^ 1 si liburchJE^w'ilBngWn mid 100 shares, Nos. 1 to 100, to Peter Robinson 
14 Dowgate Street, Southminster, at 25s. per share, the transfer being lodged 

“"show "the a tmntacdons d as n tiiey would appear in the statistical books of the 
Eastwood Timber Co., Ltd. Ignore all questions of brokerage, stamps, and 

transfer fees. (R.S.A.) 

2 Give suitable rulings for the Share Ledger of a limited Company and enter 
♦herein the following particulars— 

i 0 hn Smith, Cork Merchant, 440 Austin Friars, E.C., applied, on 2nd January, 
for 150 Ordinary Shares of £1 each, and forwarded the necessary is. 6d. per 

share with his application. . , . 

On 12th January, John Smith forwarded a further 2s. 6d. per share on being 

informed by the company that 150 Ordinary Shares (numbered 1 to loOj had 

been allotted to him. , ~ , 

On 10th March, a call of 5s. per share was notified by the Company, and 

was duly paid by John Smith on his holding on 15th March. 
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On 3rd April, John Smith sold 100 of his shares (numbered 1 to 100) to William 
Brown, Hatter, 486 Bond Street, W., at 12s. 6d. per share, the transfer being in 
due course accepted by the company. (London Chamber of Commerce.) 

3. The Companies Act, 1948, enacts that every Public Limited Company 
shall make an “Annual Return.” Give an example of such a “Return,” inserting 
all the details necessary that the document prepared shows all the particulars 
required, as enumerated in Part I, Sixth Schedule, of the Act. 


4. The undermentioned persons applied for shares in the X Y Z Manufac¬ 
turing Co., Ltd. The shares offered for subscription were shares of £1 each, 
payable 5s. per share on application, 7s. 6d. on allotment, and the balance as 
and when required. The distinctive numbers of the shares allotted ran from 
No. 1 upwards. The list was closed on 1st February, and some of the allotments 
made were as under— 


Shares Shares 

Applied for Allotted 

Arthur Roberts, Wool Merchant, 10 Finsbury Street, 

Burnton ........ 4,000 3,000 

Henry P. Richards, Gentleman, The Grange, Lynford, 

Hants. 3,000 2,000 

Lucas Norton, Iron Manufacturer, 114 Princes Street, 

Sheffield. 5,000 4,000 

Ellen Allerton, Spinster, Park Grove, Finchley . . 200 nil 

Norman Princeton, Stock Broker, 120 Lombard Street, 

London, E.C.3 . 5,000 4,000 

George L. Lloyd, Lace Manufacturer, 178 High Road, 

Nottingham ....... 500 500 


All moneys due on allotment were received by 15th 
the Application and Allotments Book for the above. 


February. 


Write up 


5. The Pneumatic Tyre Co., Ltd., on 1st March, allotted to Robert Essley, 
Merchant, of 115 Walkley Road, Thornheath, 500 Ordinary Shares of £1 each, 
number 721 to 1220 inclusive, upon an application dated 23rd February, Essley 
having on that day paid to the Company’s Bankers a deposit of 2s. 6d. per share 
on 100 shares. The amount due on allotment was 5s. per share, which was duly 

paid on 10th March. On 1st May the company made a First Call of 5s. per 
share, which was duly paid on the 15th May., On 25th June, Essley pure as 
from Thomas King, Surveyor, of 14 The Lanes, Farnham, the last 100 ot mg 
500 shares (numbered 1 to 500 inclusive), upon which 12s. 6d. per share 
been paid up; the transfer was registered on 1st July. On 31st August t c c 
pany made a further call of 2s. 6d. per share, which was duly paid on 
September. On 1st October, Essley sold to John Tinton (a new shareholder;, 
Merchant, of 115 Lime Street, Halifax, 80 shares, numbered 801 to 880 inclusive, 
15s. per share paid up, the transfer being registered on 12th October. , , 
October the company called up the remaining 5s. per share, whic was 
paid on 25th October. On 25th November, Essley sold to Philip Brown ( 
shareholder), Engineer, of 9 Lupus Street, Benfield, the remainder o is^ » 

the transfer being registered on 2nd December. Write up the above ra 
in the Company’s Share Ledger, showing the accounts of Essley, mg, > 


and Brown. 

6. Referring to the previous exercise, enter the transfers therein mentione^ 
into the company’s Transfer Register, assuming the numbers 

deeds and of new certificates. 

7. On 5th May, the directors of the Auto Brake Co., Ltd., made a firs 
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of 5s. per share on the Ordinary Shares. The call was payable by the 20th May, 


and the following amounts were received— 

£ s. d. 

May 9. R. T. Lake . . . 2,000 Shares 300 - - 

,, 11. A. F. Brown ... 1 Share 5 - 

,, 13. F. Cassell ... 1 ,, 5 - 

„ 14. T. O. Neller ... 1 »» 5 - 

,, 15. N. P. Locksley . . 1 ,, 5 - 

,, 17. E. Chalmers ... 1 ,, 5 - 

„ 18. F. T. Bullen . . . 2,495 Shares 323 15 - 

„ 20. J. P. Silverlock . . 5,500 „ 1,375 - - 


Lake and Bullen were allowed till 20th June to pay the balance, plus interest 
at 5 per cent, on which date the sums due (including interest thereon) were duly 
received. Write up the Call Book and the subsidiary Cash Book. 

8. The Auto Brake Co., Ltd., having taken power in its Memorandum of 
Association to issue £10,000 debentures in bonds of £100 each, offered the same 
for public subscription on 1st March, payable 40 per cent on application and 60 
per cent on allotment. Applications were received, and allotments made, as 
under— 

Applied Allotted 

Mar. 2. Robert E. Adams, Baker, 61 Carnaby Street, for 

Birmingham ...... 30 20 

,, 4. Alfred Brady, Surveyor, 17 Seaford Road, 

Liverpool ...... 10 10 

,, 4. William S. Cooper, Butcher, 21 Regent Street, 

Leeds ....... 6 nil 

,, 4. Charles T. Dawson, Architect, 44 Windsor 

Road, Manchester ..... 10 5 

,, 5. Henry Ellis, Solicitor, 21 Crofton Street, 

Warwick ....... 6 5 

,, 5. Philip O. Forster, Artist, 12 Pcnton Road, 

Nottingham ...... 6 5 

„ 6. Edward Goodwin, Journalist, 75 Percy Street, 

Reading ....... 10 10 

M 7. Catherine E. Howard, Spinster, 25 Burnaby 

Gardens. Winchester ..... 25 20 

>» 7. Walter Irving, Engineer, 112 Brockley Road, 

Southampton ...... 10 5 

,, 8. Thomas D. Jeffries, Merchant, 29 Granville 

Street, London, W. 5 nil 

„ 8. Matthew Lockwood, Barrister, 108 Westbourne 

Grove, Windsor.5 5 

„ 8. Lionel F. Taylor, Gentleman, 76 Stewart Road, 

London, W.20 15 

Allotment was made on 10th March in order of application, the numbers of 
the debentures running from 1 upwards. No allotment was made to Cooper 
and Jeffries, whose deposits were duly returned with Letters of Regret, Nos. 5 
and 6. The moneys payable on allotment were all received by 20th March. 
Write up the Debenture Applications and Allotments Book and subsidiary Cash 
Book. ' 

9. The following transfers of debentures were made, approved, and duly 
registered in the books of the Auto Brake Co., Ltd.— 

May 15th, 5 Debentures (1-5) from R. E. Adams to C. T. Dawson: No of 

transfer deed, No. 101. 


iy—(13. 1405 ) 
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June 10th, 5 Debentures (56-60) from C. E. Howard to H. Ellis. 

„ 15th, 5 Debentures (86-90) from L. F. Taylor to P. O. Foster. 

„ 25th, 5 Debentures (61-65) from C. E. Howard to H. Ellis. 

July 9th, 5 Debentures (6-10) from R. E. Adams to James Burnaby, 

Merchant, 112 Leman Street, Northampton. 

Aug. 22nd,5 Debentures (91-95) from L. F. Taylor to Rupert Armstrong, 

Engineer, 95 Bromley Road, Newcastle. 

Write up the Debenture Transfer Register. 


10. A Retail Trader has 4 shops (A, B, C, and D). His total figures for the 
year are Sales A £4,000, B £3,600, C £3,800, D £2,000. The Stock at the begin¬ 
ning of the year is £5,500, and at the end £5,300. The Purchases are £9,800. 
The Expenses not kept separately for each shop are Printing, Stationery, and 
Advertising £48, Trade Expenses £210. 

The Rents and Rates are A £150, B £110, C £180, D £113, and the Wages 
are A £218, B £194, C £234, D £180. On the basis that each shop earns the 
same rate of gross profit, prepare a statement showing the net profit at each 
shop, dividing the expenses in proportion to the business done. {West Riding of 
Yorkshire.) 

11. A friend desires you to advise him as to whether he should invest £1,000 
(which he has free) in— 

{a) Ordinary Shares of a Company which has paid 8 per cent per annum 
during the last three years; or 

{b) In 6 per cent Cumulative Preference Shares of the same Company: or 

( c) In 4 per cent Debentures of the same Company. 

How would you advise him? ( U.L.C.I .) 


12. A sold goods to the value of £600 to B on 2nd January. On 2nd I-ebruary 
B sent A a bill, dated that day, for £600 at 4 months. On 5th March, A dis¬ 
counted the bill with his bankers at 6 per cent per annum. On 28th May, B 
wrote to A and informed him that he was unable to meet the bill, and requested 
A to retire it, which A did. At the same time, B sent A a cheque for £200 (which 
was duly met), and a bill at 3 months dated 2nd June for £400 and interest at 
5 per cent per annum. Make the entries in As books, recording the above 
transactions, opening and posting in the Ledger the accounts which are anected. 
(Chartered Accountants.) 

13. A firm of three partners, G, H, and J, who were interested in the profits 
or losses of their general business in the proportions of 40 per cent, 30 per cen , 
and 30 per cent respectively, entered, at the instance of H, into two outsi e 
ventures on the understanding that, if a profit resulted in either case, H s pro¬ 
portion thereof should exceed his usual proportion by 10 per cent, and i , on 
the other hand, a loss resulted from either transaction, H’s proportion I : cT ^° 
should exceed his usual proportion by 15 per cent. Venture No. 1 yie e 
profit of £1,000. Venture No. 2 resulted in a loss of £500. The ordinary ^sine- 
showed a profit of £2,000. Divide up the results in the manner agree , a 
show their effect in a personal account with each partner. (Chartered Accoun an .) 

14. From the following extract from the books ol Henry & Co. you are rejquired 
to prepare the Sales Ledger and Purchases Ledger Adjustment Accounts o 
year ended 31st March, 1949, and to bring down the balances. 

£ ,. 

Sales Ledger balances at 31st March, 1948. . • 20,196 2 

Purchases Ledger balances at 31st March, 1948 
Credit Purchases . 

Credit Sales ....•• 

Cash received from Customers . 

Cash paid to Creditors .... 


12,375 18 
101,150 7 
132,823 - 

90,987 19 
71,556 17 


d. 

5 

6 
9 

11 

4 

10 
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Interest charged to Customeis . 

Discount allowed . 

Discount received . • • • • 

Creditors’ Accounts paid through Petty Cash 
Bills Receivable received . 

Bills Receivable met • 

Returns Inwards . 

Returns Outwards . 

Bad Debts 

Bills Receivable dishonoured . 

Bills Payable met . 

Bills Payable accepted • 

Cash paid to Customers .... 
Transfer from Sales to Purchases Ledger . 


£ *• d • 
71 5 - 

2,080 10 9 

1,226 1 3 

39 6 7 

22,800 - - 

22,360 - - 

4,875 16 6 

5,203 12 7 

2,209 13 2 

150 - - 

23,720 - - 

23,850 - - 

47 8 6 

78 8 11 


On 31st March, 1948, there were credit balances in the Sales Ledger amounting 
to £50 9s. 6d. (R.S.A.) 


15. On 1st January A and B entered into partnership, but without any tormal 
deed of partnership. A provided £10,000 as capital, and B provided £o00. 

On 1st July A advanced £2,000 on loan to the firm 

Accounts were prepared and disclosed a profit of £3,000 for the year to 31st 
December, but the partners could not agree as to how this sum should be Divided 
between them. A contended that the partners should receive 5 per cent interest 
on capital and that he should receive 6 per cent interest on his loan to the hrm, 
and the balance then available should be divided equally. B contended that, as 
he did most of the work, he should be paid a salary before any division ot proht 

'^YoiTare required to show how the profits of the firm should be divider! and 
to state what different division, if any, would be made if A had written a letter 
to B agreeing that a partnership salary of £500 should be paid to him. (R.S.A.) 

16 A and B were partners sharing profits and losses in the proportions of 
three-fifths and two-fifths. They agreed to admit C as a partner as from 1st 
January, with two-fifths share of the profits—A and B to share in the same 

relative proportions as before. , 

It was agreed that on C’s entry a revaluation ot the assets should be made. 
This revaluation was made which resulted in an increase in value of Land and 
Buildings of £1,200, and reductions in value of the following assets— 


Plant and Machinery by 
Stock by 

Patents bv 

# 



It was also agreed that a provision tor bad debts be created equivalent to 5 per 
cent of Sundry Debtors of £7,800. 

On C’s entry a Goodwill Account was to be raised in the books of the firm of 
£8,000, which was to be credited to the three partners in their profit-sharing 
proportions. 

C paid in £5,000 as his capital in the business and, in addition, the sum credited 
to him in respect of Goodwill. This latter amount to be credited to A and B as 
to three-quarters to A and one-quarter to B. 

Prepare the Journal entries necessary to give effect to the above (R S.A.) 

17. Explain the difference between a Receipts and Payments Account and an 
Income and Expenditure Account. 
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On 30th April, 1948, the assets and liabilities ot the Society for the Encourage¬ 
ment of Good Book-keeping were as follows— 


Cash at Bank and in hand. ..... 212 

Office Furniture ....... 350 

4 per cent Consols, £600 at cost. .... 636 

Stock of Literature ....... 47 

Subscriptions for 1948-49 received in advance . . 42 

Rent outstanding, 1 month ..... 20 


The following is a summary ol the cash transactions during the year— 



£ 

In hand, 30th April, 1948 . 212 

Subscriptions and Donations . 741 

Subscriptions, 1949-50, in ad¬ 
vance .... 28 

Interest on Consols . . 24 

Literature Sales . . . 715 

Proceeds of £200 Consols (sold 
April) .... 205 

Receipts from Lecture Tickets. 109 


£2,034 


Rent of Office 

• 

£ 

240 

Office Salaries 

• 

650 

Office Expenses 

• 

73 

Cost of £300 Local Loans 3 per 

255 

cent Stock 

• 

Lecturer’s Fees and Hire 

of 

136 

g r\ 

Halls 

• 

New Office Furniture 

• 

40 

Literature Purchases 

• 

418 

In hand, 30th April, 1949 

• 

222 



7^034 


On 30th April, 1949, £20 was outstanding for rent accrued, and the stock o 
literature on hand was valued at £56. £25 is to be written off the furniture as 
depreciation. . 

Prepare Accounts for the Society in the form you think would be most suitab e 
for distribution to subscribers. (R.S.A.) 




CHAPTER XV (contd.) 

COMPANIES 


Section (B) 

Raising of Capital 

ISSUE OF SHARES AND DEBENTURES 

How Shares and Debentures may be Issued. Shares and 
debentures may-be issued in different ways both as regards terms 
of payment and also as regards price. 

1. As regards Price. Shares and debentures may be issued at 
par , that is, at a price equal to their nominal value, as, for instance, 
a £1 share for £1, or a £50 debenture bond for £50. They may 
likewise be issued at a premium, that is, at a price above their 
nominal or face value, as, for instance, a £1 share for £1 2s. 6d., 
or a £100 debenture bond for £105. They may also be issued 
at a discount, that is, at a price below their nominal value. Shares 
may only be issued at a discount if of a class already issued and 
if the issue otherwise complies with Section 57 of the Companies 
Act, 1948, which stipulates— 

(a) The issue of the shares at a discount must be authorized by resolution 
passed in general meeting of the company, and must be sanctioned by the 
Court. 

( b ) The resolution must specify the maximum rate of discount at which 
the shares are to be issued. 

(c) Not less than one year must at the date of the issue have elapsed since 
the date on which the company was entitled to commence business. 

( d) The shares to be issued at a discount must be issued within one month 
after the date on which the issue is sanctioned by the Court or within such 
extended time as the Court may allow. 

[Also, every prospectus relating to the issue of shares and every 
Balance Sheet must contain particulars of the discount allowed on 
the shares, or of so much of that discount as has not been written off 
at the date of the issue of the document in question.] 

2. As regards Terms of Payment. Shares and debentures 
may be issued payable in full on application. They may also be 
issued payable by instalments as and when the money is required 
by the company. 

I. SHARES AND DEBENTURES PAYABLE IN FULL 

(a) Shares and Debentures at par 

When shares and debentures are issued payable in full on applica¬ 
tion, a separate account must be opened for each class of share¬ 
holders or debenture holders, and also for each kind of share capital 

567 


568 


ADVANCED ACCOUNTS 


or debentures. The people who take the ordinary shares will be 
called Ordinary Shareholders, and the money they pay for these 
shares will be called Ordinary Share Capital, and so with other 
kinds of shares. 

Example. A limited company issued at par 30,000 Ordinary 
Shares of £1 each, and £10,000 per cent Debentures in bonds of 
£50 each; which were all subscribed and fully paid up. Make the 
necessary Journal and Cash Book entries, post to Ledger, extract 
Trial Balance, and draw up the company’s Balance Sheet. 


JOURNAL Dr. Cr. 



Ordinary Shareholders .... 

To Ordinary Share Capital 

30,000 Shares of£l each. 

£ 

30,000 

£ 

30,000 


Debenture Holders ..... 

To Debentures ..... 

200 bonds of £50 each. 

10,000 

10,000 


Dr. 


CASH BOOK 


Receipts 


Bank 


To Ordinary Shareholders 
,, Debenture Holders . 


£ 

30,000 

10,000 


Dr. 


LEDGER 
Ordinary Shareholders 


To Ord. Share 

£ 



Capital . 

1 

30,000 


By Cash . 


Cr. 
30,000 


Dr. 


Ordinary Share Capital 


Debenture Holders 


Cr. 




£ 



To Debentures 

10,000 


By Cash . 


Cr. 

£ A 
10,000 





TRIAL BALANCE 


Dr. 


Cr. 



Narration. At the foot ot each Journal entry the student will 
notice an explanatory remark; this is called a narration. Narra¬ 
tions should always be inserted in Journal entries. Not only do they 
assist the student to arrive at the correct figures to extend into the 
money columns, but they greatly facilitate the subsequent checking 
or auditing of the work. 

Treatment of Details. The details as to the individual share¬ 
holders, the particular shares held, and the respective amounts paid 
on them, are omitted in the Journal, Cash Book, and General 
Ledger; they are not, however, ignored altogether, but are entered 
into the various statistical books explained in the previous section. 


y (b) Shares and Debentures at a Premium 

A separate account must be opened in the Ledger for the pre¬ 
mium. A premium on the issue of shares must be treated in accor¬ 
dance with Section 56, Companies Act, 1948—i.e. as a capita l 
reser ve which can bej ised o nly fo r certain specified purposes such 
as to pay up bonus shares or to write off preliminary expenses or 
commission on shares. 

Example. A limited company issued 20,000 Preference Shares 
of £1 each at 22s. 6d. per share, and £10,000 4| per cent Deben¬ 
tures, in bonds of £50 each, at a premium of 5 per cent; which 
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were all subscribed and fully paid up. Make the necessary Journal 
and Cash Book entries, and show also the company’s Balance 
Sheet. 


JOURNAL Dr. Cr. 




£ 

£ 


Preference Shareholders .... 

22,500 



To Preference Share Capital 


20,000 


20,000 Shares of £1 each. 




To Share Premium A/c .... 


2,500 


2s. 6d. per share on 20,000 shares. 




Debenture Holders ..... 

10,500 

. A /-v A A 


To Debentures ..... 


10,000 


200 bonds of £50 each. 


•A A 


To Debenture Premium .... 


oOO 


5% on £10,000. 




Dr. CASH BOOK 

Receipts 

Bank 

To Preference Shareholders 

,, Debenture Holders ....•••• 

£ 

22.500 

10.500 


BALANCE SHEET 


4 

Prelerence Share Capital— 

£ 

Cash at Bank . • 


20,000 Shares of £1 each . 

20,000 



Share Premium A/c 

2,500 



Debenture Premium A/c 

500 



4£% Debentures— 




200 Bonds of £50 each 

10,000 


_. 


£33,000 

| 

£33^000^ 
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(c) Shares and Debentures at a Discount 

The discount must be separated from the amount payable on the 
shares and debentures; it must be posted to a separate account in 
the Ledger, as it forms no part of the shares an d debentur es, but 
is merely a l oss sust ained by the company in issuing the shares and 
debentures. 

Example. A limited company, having complied with the 
regulations as contained in the Companies Act, 1948 (Section 57), 
issued 10,000 Shares of £\ each at a discount of 5 per cent; which 
were all subscribed and fully paid. Make the necessary Journal, 
Cash Book, and Ledger records; also show the company’s Balance 
Sheet. 


JOURNAL Dr. Cr. 




£ 

£ 


Sundry Shareholders ..... 

9,500 



Share Discount A/c ..... 

500 



To Share Capital A/c . • 


10,000 


Issue of 10,000 shares of £1 each at a discount 




of 5%. 





£10,000 

£10,000 


CASH BOOK 

(Debit Side) Bank 





£ 

To Sundry Shareholders 

• •••••« 

• 

9,500 


LEDGER 



Dr. 

Share Capital Account 


Cr. 






By Balance b/d 
„ Sundry Share¬ 
holders . 

„ Share Discount A/c 

£ 

10,000 

9,500 

500 

Dr. 

Sundry Shareholders 

Cr. 


To Share Capital A/c 

£ 

9,500 



£ 
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Dr. Share Discount Account Cr . 



£ 



£ 

I To Share Capital A/c 

| 

500 





Balance Sheet 


Nominal Capital — 
20,000 Shares at 
£1 each . 

£ 

20,000 

£ 

Sundry Assets . . 

Cash at Bank 

£ 

10,000 

9,500 

^ » 

Issued Capital — 
20,000 Shares of 
£1 each . 


20,000 

£20,000 

Share Discount A/c 

500 

£20,000 


Example. A limited company issued £10,000 4$ per cent 
Debentures, in bonds of £50 each, at £45 per bond; which were 
all subscribed and fully paid up. Make the necessary Journal and 
Cash Book entries, and show also the company’s Balance Sheet. 
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Debenture Holders ..... 
Debenture Discount ..... 

To Debentures ..... 

Issue of 200 Bonds of £50 each at a discount 
of £5 per bond. 

£ 

9,000 

1,000 

£ 

10,000 

Dr. 

CASH BOOK 




Receipts 

Bank 

To Debenture Holders ...... 

• • 

£ 

9,000 


BALANCE SHEET 


A\% Debentures— 

200 Bonds of £50 each . 

£ 

10,000 

Cash at Bank . 

Debenture Discount . 

£ 

9,000 

1,000 


£10,000 


£10,000_ 
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II. SHARES AND DEBENTURES PAYABLE BY 

INSTALMENTS 

Shares and debentures are most frequently issued payable by 
instalments at certain intervals. In such cases a separate account 
is opened for the amount due on Application and Allotment and 
for each Call. 

(a) Shares at par 

Example. A limited company issued 50,000 Ordinary Shares 
of £\ each, payable 2s. 6d. per share on application, 7s. 6d. on 
allotment, and 5s. on each of two subsequent calls; which were all 
subscribed and the money duly received. Make the necessary 
Journal and Cash Book entries, post to Ledger, and draw up Trial 
Balance and Balance Sheet. 
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Application and Allotment A/c (Old. Shares) . 

To Ordinary Share Capital 

Allotment of 50,000 Ordinary shares, payable 
2s. 6d. on application and 7s. 6d. on allotment. 

£ 

25,000 

£ 

25,000 


First Call A/c (Ord. Shares) ... 

To Ordinary Share Capital 

5s. per share on 50,000 shares. 

12,500 

12,500 


Second Call A/c (Ord. Shares) 

To Ordinary Share Capital 

5s. per share on 50,000 shares. 

12,500 

12,500 

Dr. 

CASH BOOK 



Receipts 

Bank 

To Application and Allotment A/c (Ordinary Shares) (Application 
Money) .......... 

„ Application and Allotment A/c (Ordinary Shares) (Amount due 
on Allotment) ......... 

„ First Call A/c (Ordinary Shares). 

„ Second Call A/c „ 

£ 

6,250 

18,750 

12,500 

12,500 


LEDGER 

Dr. Application and Allotment Account Cr. 

(Ordinary Shares) 


To Ord. Share 
Capital . 

£ 

. 25,000 


By Cash (Application 
„ „ (Allotment) . 

£ 

6,250 

18,750 


£25,000 



£25,000 
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Dr. First Call Account (Ordinary Shares) Cr. 



To Ord. Share 
Capital . 

£ 

12,500 


By Cash . 

£ 

12,500 

Dr. 

Second Call Account (Ordinary Shares) 

Cr. 


To Ord. Share 
Capital . 

£ 

12,500 


By Cash . 

£ 

12,500 

Dr. 

Ordinary Share Capital 

Cr. 





By Application and 
Allotment A/c . 
„ First Call A/c . 

„ Second Call A/c . 


Balance Sheet 

Ordinary Share Capital— 
50,000 Shares of £1 each . 

£ 

50,000 

Cash at Bank • « 

£ 

50,000 



£50,000 



£50,000 

- 1 

( b ) Shares ai 

Example. A limited company 
of £1 each at a premium of 2s. 6c 
on application, 7s. 6d. on alloi 
and 5s. per share on each of twc 
subscribed and the money dul) 
Journal and Cash Book entries. 

i 

t a Premium 

y issued 50,000 Preference Shares 
i. per share, payable 5s. per share 
tment (including the premium), 

) later calls. The shares were all 
r received. Make the necessary 
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£ A 

£ 

Application and Allotment A/c (Pref. Shares) . 

31,250 

25,000 

6,250 

To Preference Share Capital . 


„ Share Premium A/c . 


Issue of 50,000 Pref. Shares of£l each, payable 
5s. on application and 7s. 6d. (including pre¬ 
mium of 2s. 6d.) on allotment. 



First Call A/c (Pref. Shares) . 

12,500 

12,500 

To Preference Share Capital . 


5s. per share on 50,000 shares. 



Second Call A/c (Pref. Shares) 

12,500 

12,500 

To Preference Share Capital . 


5s. per share on 50,000 shares. 
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CASH BOOR 


Receipts 

Bank 


! £ 

To Application and Allotment A/c (Preference Shares) 

„ Application and Allotment A/c (including sum on account of 

12,500 

premium) . . . . . . . . . | 

13,750 

„ First Call A/c (Preference Shares) ..... 

12,500 

„ Second Call A/c „ „ ..... 

12,500 


(c) Debentures at par 

Example. A limited company issued £100,000 per cent 
Mortgage Debentures at par, payable 25 per cent on application, 
25 per cent on allotment, and the balance three months later. All 
the money was duly received. Make the necessary Journal and 
Cash Book entries. 
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Application and Allotment A/c (Debentures) . 

• To 4A% Debentures A/c. 

Issue of £l00,000 Debentures, payable 25% on 
application and 25% on allotment. 

£ 

50,000 

£ 

50,000 

Call A/c (Debentures) ..... 

50,000 


To 4£% Debentures .... 


50,000 

50% of £100,000. 




Dr. CASH BOOK 


Receipts 

Bank 


£ 

To Application and Allotment A/c (Debentures) 

25,000 

„ Application and Allotment A/c „ .... 

25,000 

„ Call A/c (Debentures) 

50,000 


(d) Debentures at a Premium 

Example. A limited company issued £100,000 Debentures in 
bonds of £100 each at a premium of £5 per bond, payable £30 per 
bond on application (including the premium), and the balance on 
allotment. The money was duly received. Make the necessary 
Journal and Cash Book entries. 
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£ 

£ 

Application and Allotment A/c (Debentures) . 

105,000 


To Debentures A/c .... 


100,000 

„ Debenture Premium A/c . 

£30 per bond (including £5 premium) on 
application and £75 per bond on allotment 
of 1,000 bonds of £100 each. 


5,000 


Dr. CASH BOOK 

Receipts 

Bank 

To Application and Allotment A/c (Debentures) 

yy yy yy >>•••• 

£ 

30,000 

75,000 


(e) Shares and Debentures at a Discount 

Example i. A limited company, having taken the necessary 
steps to be empowered to issue shares at a discount, issued 10,000 
shares of £\ each at a discount of 5 per cent. The shares were 
payable as to 20 per cent on application and the balance on 
allotment. 

Make the necessary Journal, Cash Book, and Ledger records; 
also a Balance Sheet. 
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Application and Allotment A/c . 

Share Discount A/c . 

To Share Capital A/c 

Allotment of 10,000 Shares of £1 each at a 
discount of 5% 

£ 

9,500 

500 

£ 

10,000 



£10,000 

/;io,ooo . 


CASH BOOK 
(Debit Side) 


Bank 


To Application and Allotment A/c (Shares) 




yy 


yy 


£ 

2,000 

7,500 


yy 
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Dr. 


LEDGER 

Share Capital Account 


By Balance b/d. . | 
„ Share Discount . | 
„ Application and 
Allotment 


£ 

10,000 

500 

9,500 


Dr. 


Application and Allotment Account (Shares) 


Cr. 


To Share Capital . 9,500 


Dr. 


Share Discount Account 




£ 

To Share Capital 

500 



Balance Sheet 


Nominal Capital — 
20,000 Shares of 
£1 each . 

Issued Capital — 
20,000 Shares of 
£1 each, fully 
called 


20,000 


20,000 

£ 20,000 


Sundry Assets 
Cash at Bank 
Share Discount A/c 


10,000 

9,500 

500 


£20,000 


Example 2 . A limited company issued 1,000 4£ per cent 
Debenture Bonds of £100 each at a discount of 5 per cent, payable 
25 per cent on application, and the balance on allotment. The 
money was duly received. Make the necessary Journal and Gash 
Book entries. 
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£ 

£ 

Application and Allotment A/c (Debentures) . 

95,000 


Debenture Discount A/c .... 

5,000 


To 4£% Debentures .... 

Issue of 1,000 4£% Debentures of £100 each at 
a discount of 5%. 


100,000 
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CASH BOOK 


Receipts 


Bank 


To Application and Allotment A/c (Debentures) (payable on 
application). 

„ Application and Allotment A/c (Debentures) (payable on 
allotment) ..... 


25,000 

70,000 


Note re Premiums and Discounts. The premiums and dis¬ 
counts are shown only in the Journal, and are never mentioned in 
the Cash Book. As far as the Cash Book is concerned, the receipts 
in the case of a premium will be more , and in the case of a discount 
less, than the nominal value of the shares or debentures. If the 
premium were shown separately in both the Cash Book and the 
Journal, we should have the Premium Account credited from the 
Journal and credited again from the Cash Book, and the result 
would be to double the premium. 


SHARES OVER-SUBSCRIBED 

Method of Procedure. It frequently happens that more shares 
are applied for than there are shares to allot, and in such cases 
the shares are said to be “ oversubscribed .” Those applicants to 
whom no allotment is made, have their money refunded in full. 
But those subscribers who are allotted a smaller number of shares 
than they have applied for, do not have all the money returned to 
them; the amount they have over-paid on application is carried 
forward to the credit of the amount due from them on allotment. 

Example. A limited company offered for subscription 50,000 
shares of £1 each, payable 2s. 6d. per share on application, and 5s. 
per share on allotment. Applications were received for 60,000 
shares. The deposits on 5,000 shares were returned to those appli¬ 
cants to whom no shares were allotted. The deposits on the other 
5,000 shares were carried forward against the amounts due on 
allotment, these subscribers having paid for more shares than were 
allotted to them. The moneys payable on allotment were duly 
received. Make the necessary entries in the company’s books to 
record the above transactions. 
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£ 

Application and Allotment A/c 

18,750 

To Share Capital A/c . 


Allotment of 50,000 shares, payable 2s. 6d. on 


application and 5s. on allotment. 




Dr. 
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Cr. 


Receipts 


To Application and Allotment 
A/c . 

„ Application and Allot¬ 
ment A/c . 



To Balance b/d . 


£ 19,375 

18,750 


Bank 


By Application and Allot¬ 
ment A/c (deposits re¬ 
turned to non-allottees, 
2s. 6d. per share on 
5,000 shares) 

„ Balance c/d . 


£ 


625 

18,750 


£19,375 


LEDGER 



Application and Allotment Account 




To Share Capital 
„ Cash (returned) 

£ 

18,750 

625 


By Cash on Applica¬ 
tion 

„ Cash on Allot¬ 
ment 



£19,375 









£ 

7,500 

11,875 

£19,375 


D r Share Capital Account Cr. 






£ 




By Application and 





Allotment A/c . 

18,750 


Note. The foregoing Journal entry is made, it should be noted, 
for the number of shares actually allotted , and not for the number 
of shares applied for. In the Cash Book, however, the exact amount 
of money received on application must, of course, be recorded, 
and when the Cash is posted to the Ledger the Application and 
Allotment Account is over-credited. The cash returned to non¬ 
allottees is therefore posted to the debit of that account, thus 
closing it. 
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CALLS IN ADVANCE AND IN ARREAR 
Calls in Arrear. Shareholders sometimes fail to pay the sums 
mem Th 'ru r Sh f“ hold. In such cases, 5 the 

method of entry has been adopted) will show as debit balances 
the amounts owing. 1 he total of these amounts will constitute the 
calls in arrear There may, however, be a separate Calls in Arrear 

SS n w m thC L ? dger ’, as the various sums due by defaulting 

1-N < . i. j 1,^ * 1 • ^ to one special account; 

but this procedure is not usual. The Articles of Association generally 

give the directors power to charge interest on calls in arrear! 

( ause o Table A see page 585—names 5 per cent per annum 
as the interest payable.) 

CaUs in Advance. Some shareholders, who do not wish to be 
rou ) e y repeated calls, pay their shares in full before the proper 
ime n such cases, the money received by the company in excess 
of what has been called up must be put to a separate'“Calls in 
vance Account. No dividend will be payable on this monev, 
lor it does not as yet form part of the company’s capital. Most 
rtic es of Association, however, give the directors power to pay 
interest on such calls received in advance. When the company does 
ca 1 up such money, a transfer must be made debiting the Calls in 
Advance Account and crediting Share Capital Account. 

How Calls are Shown on the Balance Sheet. Although the 
alls in Arrear and Calls in Advance are separate accounts in the 
edger, yet the Calls in Arrear are not shown as a separate item 
on the assets side of the Balance Sheet, nor the Calls in Advance 
as a separate item on the liabilities side; the Calls in Advance 
being added, and the Calls in Arrear deducted from capital account. 
Some accountants, however, show the Calls in Advance separately. 

Nominal Capital Shown on Balance Sheet. When a limited 
company s shares are payable by instalments, the books at any 
date will record only such part of the capital as has been actually 
called up at this date. On the Balance Sheet, however, it is usual 
to show both the nominal and the issued capital, together with the 
amount called up on the shares so issued. 

Example. A limited company with an authorized capital of 
£100,000, in shares of £1 each, issued 50,000 of such shares, pay¬ 
able 2s. 6d. per share on application, 2s. 6d. on allotment, 5s. three 
months later, and the balance as and when required. All moneys 
payable on allotment were duly received. But when the call of 5s. 
per share was made, one shareholder failed to pay the amount due 
on his 100 shares: and another shareholder, who held 75 shares, 
paid them in full. Make the necessary entries in the company s 
books to record the above transactions, and show the Capital on 
the company’s Balance Sheet. 
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Application and Allotment A/c 

To Share Capital A/c 

Allotment of 50,000 shares, payable 2s. 6d. per 
share on application and 2s. 6d. on allotment. J 

£ 

12,500 

£ 

12,500 


First Call A/c . . . . • . j 

To Share Capital A/c . . . . j 

5s. per share on 50,000 shares. 

12,500 

12,500 

Dr. 

CASH BOOK 



Receipts 


Bank 


To Application and Allotment A/c 

£ »• d. 

6,250 - - 

Application and Allotment A/c ..... 

6,250 - - 

„ First Call A/c (£12,500 - £25) . 

12,475 - - 

„ Calls in Advance A/c (10s. per share on 75 shares) 

37 10 - 


BALANCE SHEET 



£ d. 

£ d. 

Authorized Capital— 



100,000 Shares of £\ each. 

100,000 - - 


Issued Capital— 

50,000 Shares of £1 each, 10s. per share 



called up . . . . . 

25,000 - - ' 


Add Calls Paid in Advance . . . j 

37 10 - 

25,037 10 - 


Less Calls in Arrear .... 

25 - - 

25,012 10 - 


FORFEITURE OF SHARES 

What Forfeiture Means. It has been shown that if a share¬ 
holder fails to pay th e sums^ jmJrom him when the directors 
m ake a ca lj^uch sums are treated as calls in arrear. Should the 
shareholder not pay the money within a further stipulated time, 
the directors generally have power conferred on them by the 
Articles of Association to cancel such shares, after due notice has 
been given to the shareholder, and to appropriate to the company’s 
own use any money already paid up on them. These shares are 
then said to be forfeited, and the shareholder ceases to be a mem¬ 
ber of the company. The Articles must be strictly complied with, 
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otherwise the forfeiture may not be valid; and particulars of all 
forfeited shares must be given in the Annual Return. 

Provisions of Table A. As regards forfeiture of shares the 
following provisions of Table A, which are typical of most Articles 
of Association, should be carefully noted— 

33. If a member fails to pay any call or instalment of a call on the day 
appointed for payment thereof, the directors may, at any time thereafter during 
such time as any part of the call or instalment remains unpaid, serve a notice 
on him requiring payment of so much of the call or instalment as is unpaid, 
together with any interest which may have accrued. 

34. The notice shall name a further day (not earlier than the expiration of 
fourteen days from the date of service of the notice) on or before which the pay¬ 
ment required by the notice is to be made, and shall state that in the event of 
non-payment at or before the time appointed the shares in respect of which the 
call was made will be liable to be forfeited. 

35. If the requirements of any such notice as aforesaid are not complied with, 
any share in respect of which the notice has been given may at any time there¬ 
after, before the payment required by the notice has been made, be forfeited by 
a resolution of the directors to that effect. 

36. A forfeited share may be sold or otherwise disposed of on such terms and 
in such manner as the directors think fit, and at any time before a sale or dis¬ 
position the forfeiture may be cancelled on such terms as the directors think fit. 

37. A person whose shares have been forfeited shall cease to be a member in 
respect of the forfeited shares, but shall, notwithstanding, remain liable to pay to 
the company all moneys which, at the date of forfeiture, were payable by him to 
the company in respect of the shares, but his liability shall cease if and when the 
company shall have received payment in full of all such moneys in respect o 
the shares. 

39. The provisions of these regulations as to forfeiture shall apply in the case 
of non-payment of any sum, which, by the terms of issue of a share, becomes 
payable at a fixed time, whether on account of the nominal value of the s are, 
or by way of premium, as if the same has been payable by virtue of a call uy 
made and notified. 

Note re 34 Above. Students must not be of the opinion that—at the ex P’ ra a 
tion of fourteen days—the secretary of the company must proceed to sen 
notice re Calls in Arrear with a view to their forfeiture. There may c co 
siderable delay, and careful inquiry is prosecuted before the notice ,n 
forfeiture) is sent. ~ 

Circumstances occasioning delay in payment of calls are often extenua > 
and the secretary of a company is diffident of taking steps to enforce t e pay 
of arrears 

Liability of Ex-shareholder. The ex-shareholder is, strictly 
speaking, still liable, even after forfeiture, for the sum_o\ying_J2fl 
the_shares. But the amount is, for all practical ^ pll ^. 

delTt, and is usually wntterTofT. Moreover, a shareholder o^s ^ 
stance cannot simply abstain from paying calls and ex P e ? 
shares to be forfeited. It is the duty of the dire ctors 
ment if it can be obtained. The ex-shareholder s habi 1 y ^ 
however, so soon as the company receives payment in u 

particular shares forfeited. . - T . 

Entries Required when Shares are Forfeited, ine ^ 

amount called up on the shares has, of course, been cr 
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Capital Account in the expectation of receiving the money; these 
sums must now be debited back to the Share Capital Account in 
order to cancel them. The amount actually paid on the forfeited 
shares, i.e. on Application, or on Application and Allotment, must 
be transferred to a “Forfeited Shares Account,” or to a “Cash 
Paid on Forfeited Shares Account.” Again, the amounts owing on 
the shares have been debited to the Allotment Account and to the 
Call Account when the money was called up; these amounts must 
now be credited back to the Allotment Account, or Call Account 
as the case may be, in order to cancel them. 

An alternative method is to debit the Share Capital Account 
with the full amount called up on the forfeited shares, and to credit 
the same amount to a Forfeited Shares Account. The Forfeited 
Shares Account is then debited with the amounts owing on the 
shares, and these amounts are credited back to the Allotment 
Account, or Call Account, as the case may be. This method is not 
recommended. 

Example. A limited company has an Issued Capital of 
£60,000 in shares of £1 each, 15s. per share called up. The directors 
resolve that 160 shares, on which the first and second calls of 5s. 
per share each had not been paid, should be forfeited. Make the 
necessary Journal entries and show the effect on the company’s 
Balance Sheet. 

First Method— 


JOURNAL Dr. Cr. 



Share Capital A/c {full amount called up) . 

£ 

120 

£ 


To Forfeited Shares A/c {amount paid) 




„ First Call A/c {amount due) 

,, Second Call A/c {amount due) 

160 Shares Nos..to.forfeited by 

order of the Board for non-payment of calls. 





Resolution No.dated . 



Alternative Method— 
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Share Capital A/c . 

£ 

120 

£ 


To Forfeited Shares A/c . . * * 

160 Shares of £1 each, 15s. called up, forfeited, 
as per Resolution dated. 

120 




Forfeited Shares A/c 

80 



To First Call A/c • . . ! * 

40 

40 


,, Second Call A/c . . . ] * 

Amount of unpaid calls written back. 
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Both Methods— 

BALANCE SHEET 



£ 

£ 

Issued Capital— : 



60,000 Shs. of £1 ea., 15s. called up 

45,000 


Less 160 ,, ,, forfeited . 

120 

44,880 

59,840 


Forfeited Shares A/c ...... 


40 


In the Share Ledger a note would be made in red ink , in the 
shareholder’s account, stating that the shares were forfeited, and 
giving the date of the directors’ resolution. 

What is Done with the Cash Received on Forfeited Shares. 

The money received on forfeited shares is, as we have seen, placed 
to the credit of a Forfeited Shares Account. This money is, of 
course, a profit to the company, but it is a capital profit, and must 
not be taken to Profit and Loss Account. If it is proposed to 
re-issue the shares, the amount is left in the Forfeited Shares 
Account, to be dealt with whenever such re-issue takes place. After 
re-issue any balance remaining in the account represents a premium 
on the shares and must be transferred to the Share Premium 
Account in accordance with Section 56 of the Companies Act, 1948. 

RE-ISSUE OF FORFEITED SHARES 

Power to Re-issue. As the forfeiture of shares is not a reduc¬ 
t ion of capital wit hin the meaning of the Companies Act, t e 
Articles of Association of a company usually give the directors 
power to re-issue forfeited shares. Such shares may be issue a 
par, at a premium, or even at a reduced price. The reduction, 
however, should not exceed the amount already paid up on es 
shares, as otherwise this would be tantamount to the issue o s 
at a discount, which is only legal under special conditions as s a 

on page 567. . . 

Entries on Re-issue. On re-issue, a Journal entry is m■ > 

debiting the person to whom the shares have been re-allotte 
the amount he has agreed to pay for them, debiting or . 
Shares Account with the reduction in price (if any), an ere 
Share Capital Account with the called-up value of the s ar ^ s *, 
balance remaining on Forfeited Shares Account after a 
have been re-issued is transferred to Share Premium cc0l *n ' j vec j 

Example. The directors of the aforesaid company 
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that the previously mentioned shares, namely 160 shares of £1 
each, 15s. per share called up, 5s. per share paid up, should be 
issued to John Smith, credited with 15s. per share paid, for £100. 
Make the necessary entries in the company’s books. 


JOURNAL Dr. Cr. 



£ 

£ 

John Smith (personal account in General Ledger) . 

100 


Forfeited Shares A/c ..... 

20 


To Share Capital A/c .... 
Re-issue of 160 Shares of £1 each, credited with 


120 

15s. per Share paid, for £100, as per Resolu¬ 
tion No..dated. 



1 

Forfeited Shares A/c ..... 

20 ; 


To Share Premium A/c .... 


20 

Premium on re-issue of forfeited shares. 




Dr. CASH BOOK 


Receipts 

Bank 

To John Smith 

• ••••••. 

£ 

100 


Note. As £120 of Capital (f of £160) is being issued for £100, the balance 
of £20 must be made good out of the Forfeited Shares Account. 


INTEREST ON CALLS 

Interest on Calls in Arrear. The Articles of Association usually 
empower the directors to charge interest on calls not paid within 
the specified time. 

Provisions of Table A. Clause 18 of Table A, Companies Act, 
1948, reads as follows— 

If a sum called in respect of a share is not paid before or on the day appointed 
for payment thereof, the person from whom the sum is due shall pay interest 
upon the sum from the day appointed for payment thereof to the time of actual 
payment at such rate not exceeding 5 per cent per annum as the directors may 
determine, but the directors shall be at liberty to waive payment of that interest 
wholly or in part. 

The same or Similar provisions are usually contained in special 
Articles. 
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Entries in the Books. Where the Share Ledger does not contain 
any columns for interest, accounts will have to be opened in the 
General Ledger for the shareholders concerned. The following 
Journal entry will be necessary— 

Shareholder. Dr. 

To Interest Receivable . . . . Cr. 

The Interest Receivable will be taken as a profit to Profit and Loss 
Account, and the shareholders will appear as Debtors on the Bal¬ 
ance Sheet. Where the Share Ledger Account is in two parts, a 
Cash Account and a Share Account, the interest will be shown in 
the Share Ledger itself, being debited to the shareholders concerned 
from the Interest column in the Call Book. In the General Ledger 
the interest will be treated impersonally, i.e. the shareholders’ names 
will not appear. The following Journal entry will be required— 

Outstanding Interest. Dr. 

To Interest Receivable ... Cr. 

The Interest Receivable will be treated as a profit in the Profit and 
Loss Account, and the Outstanding Interest will appear as an asset 
in the Balance Sheet. 

Interest on Calls paid in Advance. The Articles of Association 
usually give the directors of a company power to allow interest on 
calls paid in advance. 

Provisions of Table A. Clause 21 of Table A, Companies Act, 
1948, reads as follows— 

The directors may, if they think fit, receive from any member willing to advance 
the same, all or any part of the moneys uncalled and unpaid upon any shares 

’ anc ^ u P on all or any of the moneys so advanced may (until the same 
would, but for such advance, become payable) pay interest at such rate not 
exceeding (unless the company in general meeting shall otherwise direct) five per 
cent per annum, as may be agreed upon between the directors and the member 
paying such sum in advance. 

The same or similar provisions are usually contained in special 
Articles. 

Entries in the Books. Where the Share Ledger is not provided 
with columns for interest, accounts will be opened in the General 
Ledger for the shareholders concerned. The following Journal entry 
will be required— 

Interest Payable . . . . . , Dr. 

To Shareholder . . . . . &• 

The Interest Payable will be a loss in the Profit and Loss Account, 
and the shareholders will appear as Creditors on the Balance Sheet. 
Where the Share Ledger Account is in two parts, a Cash Account 
and a Share Account, the interest will be shown in the Share Ledger 
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itself, being credited to the shareholders from the Interest column 
in the Call Book. In the General Ledger the interest will be treated 
impersonally, the following Journal entry being made— 

Interest Payable ...... Dr. 

To Outstanding Interest . . . Cr. 

The Interest Payable will be transferred to Profit and Loss as a 
loss, and the Outstanding Interest will be a liability on the Balance 
Sheet. In many cases, however, interest will be paid on the due 
date, and only the following Cash Book entry (payments side) will 
be required— 

By Interest on Calls in Advance 

This amount will be debited to an account of the same name in 
the General Ledger, and, at balancing time, will be transferred like 
other losses to Profit and Loss Account. 


DEBENTURE INTEREST 

Definition. Debenture Interest is the interest payable each year 
on the money borrowed by the company on debenture bonds. It 
is usually paid half-yearly, and is subject to deduction of income 
tax at the current standard rate. It is very important to remember 
that, except in the case of Income Debentures, the payment of 
interest is not dependent upon there being any profits. For this 
reason Debenture Interest is chargeable to Profit and Loss Account 
and not to Appropriation Account. 

Entries for Debenture Interest. The interest is debited to a 
separate Debenture Interest Account. Entries are made as follows— 


JOURNAL 


Dr 


Cr. 




£ 

£ 


Debenture Interest ..... 

800 



To Debenture Holders 


420 


„ Income Tax A/c .... 


380 


Half-year’s Debenture Interest, less tax at 




9s. 6d. in the £. 



CASH BOOK 


Cr. 


Payments 


By Debenture Holders . 


Bank 


£ 

420 
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Sometimes, however, a Journal entry is not made. A cheque is 
drawn for the net amount of interest payable, and is entered as 
follows— 


CASH BOOK 

Cr. 

Payments 

/ 

Bank 

By Debenture Interest Less tax . 

- - 1 

r 

420 


The Debenture Interest Account is closed, at balancing time, by 
transfer to Profit and Loss. 

Deduction of Income Tax. A limited company is empowered 
by law to deduct income tax at the current rate from all interest 
paid to debenture holders. The amount of the tax is not remitted 
direct to the Revenue Authorities, but is placed to the credit of 
the company’s Income Tax Account. Later on, before calculating 
the profits on which the company pays tax, the amount of the 
debenture interest will be added to the profits shown in the com¬ 
pany’s accounts, and thus the Inland Revenue Authorities will 
recover the tax deducted by the company from its debenture 
holders. 

Debenture Interest Charged in the Appropriation Account. 

Some limited companies charge the debenture interest in the 
Appropriation Account. From an accountant’s point of view this 
is certainly not correct. Such interest is undoubtedly a charge 
against the profits, and not an appropriation. 

How the Debenture Interest is Paid. In large companies, a 
cheque is drawn for the net amount of the interest payable, and 
posted to the debit of the Debenture Holders Account, thus closing 
it. The cheque itself is paid in to the credit of a separate Debenture 
Interest Account at the company’s bank, and a separate Debenture 
Interest Pass Book is kept. Cheques or warrants are then drawn on 
this account for each debenture holder’s portion, and sent to the 
debenture holders concerned. When the debenture holders clear 
their cheques, the amount will be debited by the bank to this 
particular Debenture Interest Account, and eventually this account 
will be closed. When the number of debenture holders is not very 
large a separate Debenture Interest Bank Account may not be 
opened; the debenture interest cheques or warrants may be drawn 
on the ordinary Bank Account. 

Unclaimed or Unpaid Debenture Interest. If at balancing 
time all the debenture holders have not cleared their interest c ec l^ 
there will be an unpaid balance of debenture interest. The aou 
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entry books themselves will be quite clear. The Debenture Interest 
Account will have been debited ‘To Debenture Holders” and “To 
Income Tax Account” and credited “By Profit and Loss” ; or, 
alternatively, it will have been debited “ To Cash” and credited 
“By Profit and Loss” ; in either case the Debenture Interest Account 
will be closed. To avoid making a one-sided entry, the balance 
of the Debenture Interest Bank Account must, consequently, be 
shown on both sides of the Balance Sheet; on the liabilities side 
as “ Unclaimed (or Unpaid) Debenture Interest” and on the assets 
side as “ Cash at Bank on Debenture Interest Account.” Very often, 
however (especially in exercises and examination papers), there is 
no separate statement of cash; the money with which to pay this 
debenture interest is included in “the Cash at Bank.” 

Debenture Interest less Tax. In exercises and examination 
papers the student will, sometimes, find in the Trial Balance an 
item like the following— 

Debenture Interest less tax at 9s. fid. . . £420 

In the Profit and Loss Account the Debenture Interest must be 
raised to its proper sum, as the full debenture interest, not part 
of it, is a proper charge against profits. The amount of the tax 
must be ascertained and added back to the debenture interest. 
The amount of the tax must also be deducted from the Income Tax 
Account. The amount of the tax is found by arithmetical process. 
If, for example, the tax is nineteen-fortieths of the gross amount 
taxable, the amount stated as “Debenture Interest” is equal to 
twenty-one-fortieths of the full amount. To raise the amount to the 
proper sum, apply the formula: £420 X which will yield the 
gross amount taxable, i.e. £800. 

PREMIUMS ON DEBENTURES 

Nature of these Profits. Premiums received by a limited com¬ 
pany on the issue of its debentures are capital profits, i.e. not profits 
available for dividend, and are retained in the business as working- 
capital. Unless, however, the Articles of Association expressly 
forbid it, there seems nothing to prevent a company from taking 
such profits to its Profit and Loss Account, as divisible profits, 
although such a practice is strongly condemned by all the leading 
accountants. The term “capital profits” is used in contradistinction 
to “revenue profits,” which are gains made by trading. 

How Dealt With. These premiums are usually transferred to a 
Capital Reserve Account, and are then available for writing off 
capital losses, or for writing down the value of intangible assets, 
such as Goodwill. 1 he ordinary Reserve Fund is often drawn upon 
for the purpose of dividends, hence the necessity for putting such 
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profits to a special Reserve Account. The expenses of issue (if any) 
are a first charge against the premium before it is transferred to a 
Capital Reserve Account. Where the debentures are redeemable, 
the premium is often transferred to a Debenture Redemption 
Account, thus forming the nucleus of the fund for repayment 

PREMIUMS ON SHARES 

Premiums received from an issue of shares must be dealt with 
according to Section 56 of the Companies Act, 1948, as follows— 

(1) Where a company issues shares at a premium whether for 
cash or otherwise, a sum equal to the aggregate amount or value 
of the premiums on those shares shall be transferred to an account, 
to be called “the share premium account,” and the provisions of 
this Act relating to the reduction of the share capital of a 
company shall, except as provided in this section, apply as if 
the share premium account were paid up share capital of the 
company. 

(2) The share premium account may, notwithstanding anything 
in the foregoing subsection, be applied by the company in paying 
up un-issued shares of the company to be issued to members of the 
company as fully paid bonus shares, in writing off— 

(a) the preliminary expenses of the company, 

(b) the expenses of, or the commission paid or discount 

allowed on, any issue of shares or debentures of the company, 

or in providing for the premium payable on redemption of any 
redeemable preference shares or of any debentures of the company. 

DISCOUNT ON DEBENTURES 

Nature of these Losses. The discount allowed by a limited 
company on the issue of its debentures is a capital loss. The latter 
term is used in contradistinction to “revenue loss,” which is a loss 
sustained by trading. 

How Dealt With. The 8th Schedule of the Companies Act, 
1948, enacts that the amount of such discount must be separ¬ 
ately stated on the Balance Sheet until the whole is written off. 

If the debentures are irredeemable, the amount of such discount 
should, none the less, be gradually written off like Preliminary 
Expenses but over a long period. Where the debentures are redeem¬ 
able, the amount of such discount is generally written off over the 
period of the debenture loan, e.g. if the debentures are repayable 
at the end of five years, then one-fifth of the discount will be 
written off each year. Where, however, the debentures are redeem¬ 
able by annual drawings of a fixed amount, the discount must e 
written off each year in proportion to the amount of debentures 
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outstanding; so that those years which enjoy the larger portion ol 
the debentures shall bear the larger portion of the discount. The 
debentures themselves will be shown on the Balance Sheet at their 
nominal or face value. 

Example i. A limited company issued £8,000 debentures at 
a discount of 5 per cent, repayable at the end of five years. Show 
the Discount Account in the Ledger for this period. 


DEBENTURE DISCOUNT Ct. 


Year 

1 

To Debentures 

£ 

4U0 

Year 

1 

By Profit and Loss 

£ 



(* of £400) . 

80 





„ Balance c'd. 

320 



£400 



£400 

2 

To Balance b d 

320 

2 

By Profit and Loss 

80 




(* £-*00) . 





,, Balance c/d. 

240 



£320 



£320 

3 

To Balance b/d 

240 

3 

By Profit and Loss 

80 




(i of £400) . 





„ Balance c/d. 

160 



£240 



£240 

4 

To Balance b/d 

160 

4 

By Profit and Loss 

80 

m 



<h of £400) . 





„ Balance c/d. 

80 



£160 



£160 

5 

To Balance b/d. 

80 

5 

By Profit and Loss 




U of £400) . 

80 


Example 2 . A limited company issued £8,000 debentures at a 
discount of 5 per cent, repayable by annual drawings of £1,600. 
Show the Discount Account in the Ledger for the period of duration 
of the debentures. 


The Debentures outstanding 1st year will be £8,000 

>> n >> 

2nd „ 

„ 6,400 

5> n >> 

3rd „ 

„ • 4,800 

>y >> >> 

4th „ 

„ 3,200 

>> n >> 

5th „ 

„ 1,600 



£24,000 


Therefore -r/y^ths of the Discount must be written off in the first 
year, T^ths the second year, and so on. Or, more shortly, the 
Discount must be written off in the ratio of the years taken back¬ 
wards. Now 5 + 4 + 3 + 2 + 1 = 15; and the proportions will 
therefore be -j^ths, jLths, ybths, y-ths, and jbth respectively. 
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Dr. DEBENTURE DISCOUNT Cr. 


Year 


£ 

s. 

d. 

Year 


£ 

s. 

d. 

1 

To Debentures 

400 

— 

— 

1 

By Profit and Loss 










($ of £400) . 

133 

6 

8 







„ Balance c/d. 

266 

13 

4 




— 

— 



£400 

- 

- 

2 

To Balance b/d 

266 

13 

4 

2 

By Profit and Loss 










(A of £400) 

106 

13 

4 







Balance c/d. 

160 

- 

- 



£266 

13 

4 



£266 

13 

4 

3 

To Balance b/d. 

160 



3 

By Profit and Loss 










(i of £400) . 

80 

- 

- 







,, Balance c/d. 

80 

— 

• 



m 

— 

- 




- 

- 

4 

To Balance b/d. 

80 



4 

By Profit and Loss 










(ft of £400) 

53 

6 

8 







,, Balance c/d. 

26 

13 

4 



£80 

— 

— 



£80 

- 

- 

5 

To Balance b/d. 

26 

13 


5 

By Profit and Loss . 










(ft of £400) 

26 

13 

4 


PRELIMINARY EXPENSES 

Nature. All expenses incidental to the formation, registration, 
incorporation, flotation, and commencement of business are, in 
the case of a joint stock company, debited to a special account 
entitled “Preliminary Expenses.” They are also called “Forma¬ 
tion Expenses” and “Promotion Expenses.” They comprise the 
following— 

(1) Solicitors’ fees for drawing up Memorandum and Articles of 

Association 

(2) Registration lees, stamp duties on the nominal capital, stamp 
duties on the Memorandum and Articles of Association. 

« • 

(3) Cost of printing Memorandum and Articles of Association. 

( 4) Cost of Share Registers, seal, etc. 

How Dealt with in the Books. Where the preliminary ex¬ 
penses are not borne by the vendor, the amount will appear in die 
company’s books. It is in the nature of capital expenditure, and i 
has been suggested that as a matter of law it might be upheld as an 
asset permanently. It is, however, the universal practice to wri e 
it off against revenue over a period of years, usually three to ve, 

according to the size of it. . 

In examination work, preliminary expenses should not^be vvn c 
off unless specific instructions are given to do so. The ba an 
of the account not written off must be shown on the assets si 
of the Balance Sheet until the whole amount has been na y 
extinguished. 
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COSTS OF ISSUING SHARES AND 

DEBENTURES 

Nature. Such expenses must be distinguished from preliminary 
expenses as they must be stated separately in the Ba ance Sheet 
until they are written off. 

They comprise the following— 

(1) Accountants’ and Valuers’ Fees for preparing reports for 
the prospectus. 

(2) Solicitors’ Fees for drawing up the prospectus. 

(3) Costs of printing the prospectus, letters of allotment, letters 
of regret, call notices, etc. 

(4) Costs of advertising the issue. 

(5) Costs of preparing the debenture trust deed. 

How Dealt with in the Books. Like preliminary expenses, they 
should be written off over a period, usually three to live years. 


DEBENTURES AS COLLATERAL SECURITY FOR 

LOAN 

Collateral Security. A collateral security (Latin col lateralis = 
by the side of) is a subsidiary or secondary security, that is, a 
security in addition to the principal security. A collateral security 
is not intended to be realized except in the event of the principal 
security proving insufficient. Some companies issue debentures as 
collateral security for a bank overdraft or a bank loan. 

Entries in the Books. The amount of the debentures so issued 
is entered “short ” on the Balance Sheet, i.e. not extended into the 
money columns, and a note is added explaining that the debentures 
have been issued as security for a bank loan or overdraft as the 
case may be. It is the practice of some accountants to credit 
the amount of such debentures to the Debentures Account itself, 
and to debit it to a Debenture Suspense Account, the latter appear¬ 
ing temporarily on the assets side of the Balance Sheet. When the 
loan has been repaid, or the overdraft extinguished, and the deben¬ 
tures released, then a Journal entry is passed crediting the Deben¬ 
ture Suspense Account, thus closing it, and debiting the Debentures 
Account, thus reducing the latter to its original amount. 

Example. A limited company has an authorized debenture 
issue of £80,000 in bonds of £ 100 each. £50,000 of such bonds have 
been issued at par to the public, and the money has been duly 
received. £10,000 of the remainder has been issued to its bankers 
as collateral security for a loan of £8,000. How should these facts 
be recorded in the company’s Balance Sheet ? 
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BALANCE SHEET 


Debentures— 

500 Bonds of £100 each at par . 

Loan from Bankers (Secured by issue of £10,000 Debentures). 


£ 

50,000 

8,000 


QUESTIONS 

!• ^hat companies enter the Nominal capital in their books? Submit pro 
ferma Journal entries in such a case. What objection is raised to this practice? 

2. Can Interest be charged on Calls in Arrear? If so, what entries are necessary 
in the books? 

3. Can Interest be paid on Calls in Advance? If so, what entries will be 
required in the books? 

4. What is meant by “Forfeiture of shares”? What is the ex-shareholder’s 
liability for the money owing? 

5. State briefly the provisions of Table A with reference to forfeiture of shares. 

6. What entries are required in the books when shares are forfeited? 

7. What happens to the Cash which has actually been received on forfeited 
shares? Would it be correct to carry it to the Profit and Loss Account as a 
divisible profit? 

8. Can forfeited shares be re-issued? If so, at what price? How should the 
balance (if any) on Forfeited Shares Account after re-issue be treated? 

9. What entries arc necessary in the books when forfeited shares are re-issued? 

10. What is Debenture Interest? What entries are necessary to record it in 
the books ? 

11. What deduction does a company usually make when paying Debenture 
Interest? Should the Interest be debited to Profit and Loss Account or to the 
Appropriation Account? Give reasons for your answer. 

12. What procedure is adopted in paying Debenture Interest (a) in large 
companies, (6) in small companies? 

13. Explain the meaning of “unclaimed” or “unpaid” Debenture Interest. 
How should it be treated in the Company’s Balance Sheet? 

14. How should the item “Debenture Interest less tax ’ be treated in the 

Profit and Loss Account, and why? . , 

15. Explain briefly how Premiums on Shares and Debentures are dealt with. 

16. What is meant by the terms “capital profits,” “capital losses . 

17. How should Discount on Debentures be dealt with {a) when the Deben¬ 
tures are all redeemable at the end of a fixed period, ( b) when the Debentures 
arc redeemable by annual drawings of a fixed amount, (c) when the Debentures 
are irredeemable? 

18. State the condition?* under which shares may be issued at a discount. 

19. Explain the classes of share sanctioned by the Companies Act, 1948. 

20. State briefly how the Arrears of Cumulative Preference Dividend should 
be dealt with (a) in the books, (b) on the Balance Sheet. 

21. What are Preliminary Expenses, and what do they usually include? 

22. How should Preliminary Expenses be treated in the company’s books? 

23. What is meant by “Debentures as Collateral Security for Loan”? What 
entries are necessary in the company’s books and Balance Sheet in such cases? 

24. What is underwriting? Is an agreement to place shares an underwriting 
agreement? Under what conditions may a company pay commission to persons 
lor procuring subscriptions to shares ? 

25. Must commission paid in respect of shares or debentures, or discount 
allowed on shares and debentures, be made known to the shareholders? 

26. What statutory provisions are there with reference to the audit of a com¬ 
pany ? Must the auditor’s report and balance sheet be published ? Have debenture 
holders a right to receive and inspect the auditor’s report and balance sheet? 

27. What are the rights and duties of an auditor as laid down by the 1948 
Act? 
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28. What arc the statutory requirements for companies incorporated outside 
Great Britain which establish a place of business within Great Britain. 

09 what is share capital? Explain the following terms with reference to 
a company’s capital: Nominal, authorized, registered, issued subscribed, 
called-up, paid-up, uncalled, reserve. Apply the above terms to the following 
example: A company was formed with a capital of £2o0 00° m shares of £1 
each, and dulv incorporated. It issued to the vendors nO,000 shares of £1 each 
as fully paid,'in part payment of the purchase consideration. It also offered 
to the public 150,000 shares, payable 2 s. 6 d. per share on application, -s. bd. 
per share on allotment, 5 s. per share one month later, and the balance as and 
when required. All the money was duly received with the exception of the call 

30 What is a share? Explain the following kinds: Ordinary, preferred ordinary, 
deferred ordinary, preference, cumulative preference, redeemable preference, 

deferred, founders’, management. . f , . 

31. Explain the following terms with reference to the issue of shares and 

debentures: At par, at a premium, at a discount, over-subscribed, calls m arrear, 
calls paid in advance. 


EXERCISE XV (B) 


1. A Limited Company issued, at par, 200,000 Ordinary Shares of £1 each 
and £80,000 Debentures, in bonds of £100 each; which were all subscribed and 
fully paid up. Make the necessary Journal and Cash Book entries, post to Ledger, 
draw out Trial Balance, and make a Balance Sheet. 

2 A Limited Company issued 200,000 Preference Shares of £1 each at 
22s.' 6 d. per share, and £80,000 Debentures at a premium of a per cent ; which 
were all subscribed and fully paid up. Make the necessary Journal, Gash Book, 
and Ledger entries, and draw up Trial Balance and Balance Sheet. 

3 A Limited Company issued £80,000 Debentures, in bonds of £100 each, 
at £95 per bond; which were all subscribed and fully paid up. Make the 
necessary Journal, Cash Book, and Ledger entries, and draw up Trial Balance 

and Balance Sheet. 

4 \ Limited Company issued 200,000 Ordinary Shares of £1 each, payable 
o s 6 d per share on application, 7s. 6 d. per share on Allotment, and os. per 
share on each of two subsequent calls. All the money was duly received. Make 
the necessary Journal and Cash Book entries, post to Ledger, and show I rial 

Balance and Balance Sheet. 

5 A Limited Company issued 200,000 Preference Shares of £1 each at 
22s. 6 d. per share, payable 7s. 6 d. per share on application (including the 
premium), 5 s. per share on allotment, and the balance in two later calls each 
of 5s. per share. Make the necessary Journal, Cash Book, and Ledger entiies, 
and show Trial Balance and Balance Sheet. 


6 . A Limited Company issued, at par, £80,000 Debentures in Donds of £100 
each, payable 20 per cent on application, 30 per cent on allotment, and the 

balance three months later. All the money was duly received. Make the necessary 
Journal and Cash Book entries, post to Ledger and draw out Trial Balance, and 
show also the Balance Sheet. 


7. A Limited Company issued £80,000 Debentures, in bonds of £100 each, 
at a premium of 10 per cent, payable 20 per cent on application (including the 
premium), and 90 per cent on allotment. All the money was duly received. 
Make the necessary Journal, Cash Book, and Ledger entries, and show also 
the Trial Balance and Balance Sheet. 


20—(B. 1405) 
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8 . A Limited Company issued £80,000 6 per cent First Mortgage Deben¬ 
tures, in bonds of £100 each, at a discount of 10 per cent, payable £20 per bond 
on application, and the balance on allotment. All the money was duly received. 
Make the necessary Journal and Cash Book entries, post to Ledger, and draw 
up Trial Balance, and show also the Company’s Balance Sheet. 

9. A Limited Company offered for subscription 200,000 shares of £1 each, 
payable 2s. 6d. per share on application, and 5s. per share on allotment. 
Applications were received for 230,000 shares. The deposits on 15,000 shares 
were returned to those persons to whom no shares were allotted. The deposits 
on the other 15,000 shares were carried forward to the Allotment Account, 
these subscribers having paid for more shares than were allotted to them. The 
moneys payable on allotment were duly received. Make the necessary entries 
in the Company’s Journal, Cash Book, and Ledger, to record the above 
transactions. 


10. A Limited Company with a registered capital of £250,000, in shares of 
£1 each, issued 200,000 of such shares, payable 2s. 6d. per share on application, 
2s. 6d. per share on allotment, 5s. per share three months later, and the balance 
as and when required. All moneys payable on allotment were duly received. 
But when the call of 5s. per share was made, one shareholder failed to pay the 
amount due on his 250 shares; and another shareholder, who held 200 shares, 
paid them right up in full. Make the necessary Journal and Cash Book entries 
in the company’s books to record the above transactions, and show the company’s 
Balance Sheet. 

11. Make the Journal entries necessary in order to record the undermentioned 


tr^ns^ct ion_ 

The Ravary Printing Machine Co., Ltd., issued on 30th June, 100,000 Ordi¬ 
nary £1 shares at a premium of 5s. per share, payable on application. The 
shares applied for were payable as to 10s. per share on application, and as to 
15s. per share upon allotment. The issue was fully^subscribcd by the public. 
Allotment duly look place for the whole issue on 15th July. (London Chamber 

•of Commerce.) 

12. The Blarneystone Diamond Syndicate, Ltd., has a Nominal Capital of 

£80,000, divided into 10,000 8 per cent Preference Shares of a nd 4 V’ U ^ 

£1 Ordinary Shares. On 2nd January, 8,000 Preference and 20,000 Ordinary 
Shares are applied for, and 5s. per share is received and paid into the Company s 
Bank. On 1st February these Shares are allotted; 10s. per shaic being paya 
on allotment, £3,500 is received for Preference, and £8,000 for Ordinary 
during February. On 1st March Calls are made, viz. £2 per share rc £ rc,lce 
and 5s. per share Ordinary, and during March, £13,000 is received tor re er- 
ence Call, and £3,200 for Ordinary Call. Enter the foregoing transac * 1 ® ns ; 
post to Ledger, and state amounts unpaid on each class of share. [Wes i tag 
of Yorkshire.) 

13. From the following particulars, prepare the Balance Sheet as at 31st 
December, 19.., of the Boscombe Manufacturing Co., Ltd.— 

Nominal Capital— 

30,000 5 per cent Preference Shares @ £1 each. 

20,000 Ordinary Shares @ £1 each. 


Issued Capital— f . 

20,000 5 per cent Preference Shares, fully paid except last call o os. on 


40 shares. 

18,000 Ordinary Shares, 15s. called. 
20 shares. 


All paid except first call of 5s. on 
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Add to the Balance Sheet aji Appropriation Account showing proposa\ to 
pay one year’s dividend on the paid-up Preference Shares; 10 P" “nt Div.dend 
on the paid-up Ordinary Shares. Also provide therein for £o00 to General 
Reserve, the balance to be carried forward to next year. 


General Reserve . 

Sundry Debtors . 
Appropriation Account balance, 
1st January- 
Stock . 

Goodwill . 

Machinery and Plant at 31st 
Dec. • 


£ 

3,000 

6,560 

209 

7,430 

12.000 

8,760 


Machinery and Plant—Cost . 
Cash at Bank 
Sundry Creditors . 

Insurance unexpired 
Bad Debts Provision 
Depreciation ol Plant and 
Machinery for year . 
Profits for the year 


£ 

12,516 

8,134 

2,473 

146 

500 

572 

2,791 




14 Prepare a pro fonna set of final accounts, showing therein a sufficient 
number of items to satisfy an examiner that you know which items are peculiar 
to each section thereof. Also, insert figures to indicate a grasp of practical values, 
and a sense of proportion in regard to the whole business whose accounts you 
are preparing. (It may be suggested that the concern has a capital oi £o00,000 
_then the component values of items in the accounts must be in proportion— 

but you choose any figures.) 

15 The Nominal Capital of Messrs. William Pearson & Co., Ltd., consists 
of 50,000 shares of £1 each. On 31st December, the Ledger Balances of the 

Company were as follows— 


Share Capital (Issued 30,000 
shares of £1 each with 
10 s. per share called up) . 
Unpaid calls 
Cash in hand 
Sundry Creditors . 

Sundry Debtors . 

Cash at Bank 
Reserve Fund 
Machinery and Plant . 
Mortgage Debentures (45 
debentures of £100 each 
at 5% interest) 

Freehold Premises 
Stock (1st January) 


15,000 

150 

190 

1,960 

3,640 

1,150 

4,000 

6,000 


4.500 

11.500 
8,800 


Manufacturing Wages . 

Salaries 

Discount Cr. 

Carriage and Cartage . 
Rates and Taxes . 

Insurance 

Sales .... 
Trade Expenses . 

Repairs 
Purchases 
Unpaid Dividends 
Bad Debts . 

Office Expenses . 

Interest paid on Debentures 


12,450 

1,230 

48 

395 

111 

QQ 

62,850 

382 

174 

41,800 

252 

191 

124 

225 


Machinery and Plant—original cost less Sales was £10,434. 

Stock was taken as on 31st December, and was valued at £6,820. 

Before closing the accounts the following adjustments are necessary-— 

Make a provision of 5 per cent for bad and doubtful debts. Depreciation at 
the rate of 10 per cent is to be written off the Machinery and Plant Account. 
Prepare Trading and Profit and Loss Accounts for the year ended 31st December. 
Take £1,000 to the Reserve Fund, and prepare a Balance Sheet as on that date. 
{London Chamber of Commerce.) 

16. Peter Pink and Benjamin Brown are in partnership, sharing profits and 
losses, two-thirds to Peter Pink and one-third to Benjamin Brown. Interest on 
Capital to be credited to the partners annually. The following adjustments must 
be taken into consideration when preparing the Trading and Profit and Loss 
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Account, and Balance Sheet which is required, as per Deed of Partnership, to be 
drawn up at the end of each year. 

(1) Quarter's rent owing. 

(2) Insurance unexpired, £21. 

(3) Interest accrued on Investments—Tax (aj, 4s. bd. 

(4) £400 Advertising to be carried forward. 

(5) Write off bad debts, £67. 

(6) Depreciate Office Furniture at 5 per cent per annum. 

(7) Rates unexpired, £36. 


Current Accounts {Dr. side) — 
P. Pink ] (Withdrawals 
B. Brown ' during year) 
Office Furniture . 

Sundry Debtors . 

Purchases 
Stock, 1st Jan 
Carriage Inwards 
Returns Inwards . 

Rent . 

Salaries 

Carriage Outwards 
Advertising . 

Rates . 

Insurance. £62; 

Insurance, £27 
Telephone . • 

General Expenses (including 

Stationery) 

Postage 
Repairs 
Electric Light 
Bank Charges 
Investments, £1,600 5% Rly 
Stock 

Cash at Bank 
Cash in hand 


• w 
National 


1,004 
847 
840 
2,934 
37,060 
1,880 
292 
125 
375 
630 
56 
800 
180 

89 
26 

197 
117 
21 
18 
6 

1,557 
1,293 
10 

£50,357 


Capital Accounts— 

P. Pink . 

B. Brown 
Creditors . 

Sales . 

Returns Outwards 
Discounts (balance) 

Provision lor bad Debts. 
Interest on Investments (6 
months) . 

Current Accounts (Cr. side)— 
P. Pink . 

B. Brown . 


3.600 

1.600 
854 

43,021 

220 

331 

500 

31 

120 

80 


£50,357 

' (Institute of Book-keepers.) 

Stock 31st Dec., 19.., £1,287. ' 

17. From the following Trial Balance of the Accounts Q r( j| n Shares of 

Company (whose Authorized Capital consists o » Account for the 

£10 each) prepare a Trading Account and a Profit and Loss/ 

year ended 31st December, and a Balance Sheet as on 


Capital issued and fully 
paid up, 9,000 shares of 
£10 each 

Stock (1st January) 

Cash in hand 
Cash at Bank 
Purchases 

Sales . 

,, Returns 


90,000 

32,000 

150 

2,900 

52,350 

136,500 

400 


Purchases Returns 
Manufacturing Charges 
Manufacturing Wages 
Salaries 

Trade Expenses . 
Rates and Taxes . 
Insurance . 

General Expenses 
Discounts (balance) Ur. 


£ 

750 
11,500 
28,550 
1,500 
6,850 
250 
190 
2,640 
1,800 









COMPANIES—RAISING OF CAPITAL 


599 


£ 

Bad Debts .... 570 

Interest and Bank Charges . 350 

Land and Buildings . . 22,250 

Machinery and Plant . . 35,600 

Sundry Debtors . . . 52,500 

Sundry Creditors . . .21,750 


£ 

Patents .... 5,000 

Bad Debts Provision (1st 
January) .... 2.600 

Profit and Loss (Cr. balance 

1st January) . . 750 

Reserve Account . . 5,000 


Charge Depreciation on Land and Buildings Account at 3 per cent per annum, 
and on Machinery and Plant Account at 6 per cent. Make a Provision of 5 per 
cent on the Sundry Debtors for Bad Debts; write down Patents Account by 
10 per cent; carry forward £90 of Insurance; and charge £500 as Directors’ 
Fees. The value of the Stock, as on 31st December, was agreed at £23,700. 
Charge 10 per cent on net profits as remuneration to the Managing Director, 
and appropriate £2,500 to the Reserve Account, carrying forward the balance. 
Assume your own figures for original cost of the fixed assets. (R.S.A.) 

18. The Brown Box Co., Ltd., was registered with a Nominal Capital of 
£10,000 divided into 5,000 Ordinary Shares of £1 each and 5,000 6 per cent 
Preference Shares of £1 each. From the following Trial Balance, extracted from 
the books of the company, prepare a Trading Account and a Profit and Loss 
Account for the year ended 31st December, and a Balance Sheet as on that date— 


Ordinary Share Capital 

Preference Share Cap¬ 
ital 

Freehold Land and 
Buildings 

Furniture and Fix¬ 
tures 

Stock (1st January) 

Plant and Machinery . 

Rates and Taxes. 

Carriage . 

Trade Expenses . 

Lighting and Heating 
Expenses 

General Expenses 

Discount Account (bal¬ 
ance) Cr. 

Preference Share Divi¬ 
dend 


£ 

s. 

d. 


£ 

f. 

d. 

4.800 

• 

— 

Ordinary Share Divi¬ 







dend 

114 

- 

- 

3,000 

— 

— 

Bad Debt Provision (1st 







January) 

188 

14 

8 

3,700 

- 

— 

Manufacturing Wages . 

2,014 

1 

9 




Salaries 

505 

14 

8 

946 

6 

10 

Sales 

10,124 

14 

2 

1,929 

14 

7 

„ Returns 

101 

2 

10 

1,727 

10 

2 

Insurance . 

39 

1 

2 

87 

14 

1 

Directors’ Fees . 

50 

— 

— 

422 

4 

8 

Purchases . 

4,129 

16 

8 

39 

1 

1 

„ Returns 

94 

12 

4 




Sundry Debtors . 

3,764 

17 

10 

72 

2 

6 

Sundry Creditors 

2,144 

5 

1 

127 

16 

10 

Profit and Loss Ac¬ 







count (Cr. balance) . 

472 

7 

2 

13 

2 

- 

Bank Charges 

10 

2 

1 




Cash at Bank 

822 

5 

7 

171 

- 

- 

„ in hand 

63 

2 

1 


Before preparing the Accounts (as above required), the following adjustments are 
necessary— 

(1) Charge Depreciation on Land and Buildings at 2£ per cent per annum. 

(2) Do. Furniture and Fixtures at 5 per cent per annum. 

(3) Do. Plant and Machinery at 10 per cent per annum. 

(4) Make the Bad Debt Provision up to £400. 

(5) Carry forward the following unexpired amounts— 

(a) Insurance . . . .£976 

(b) Rates and Taxes. . . .£17 8 2 

( 6 ) Assume your own figures for original cost of fixed assets. 

The value of the Stock on 31st December was certified by the Managing 
Director at £1,721 17s. 3d. (R.S.A.) 

19. The secretary of the Cheshire Manufacturing Co., Ltd., takes out his 
balances on 31st December, and submits to you the following particulars, from 
which prepare Trading Account, Profit and Loss Account, and Balance Sheet— 
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Nominal Capital, £150,000, divided into 5,000 Preference 
each, and 10,000 Ordinary Shares of £10 each. 


Shares 


of £10 


5,000 Preference Shares, £10 
each, £2 paid . 

10,000 Ordinary Shares, £10 
each, £5 called up . 

150 5% Mortgage Deben¬ 
tures of £100 each, issued 
at 95 . 

Cost ot issue of Debentures 
Purchases .... 
Land and Buildings 
Fuel . . 

Plant and Machinery 
Repairs .... 
Loose Tools (1st January) 
Office Expenses 

Sales. 

Wages .... 
Discounts Received 
Discounts Allowed 
Salaries 


£ 

10,000 

50,000 


15,000 

750 

43,249 

25,100 

570 

5,620 

445 

1,752 

363 

53,847 

9,371 

324 

517 

975 


Bad Debts . 

Postage, etc. 

Rates, Taxes, and Insurance 
Travelling Expenses 
Interest and Bank Charges 
Directors’ Fees 
Stock (1st January) 

Sundry Debtors . 

Sundry Creditors . 

Carriage Inwards 
Goodwill 

Carriage Outwards 
Debenture Interest paid 
Profit and Loss Account, 
balance of loss brought 
forward from last account . 
Unpaid Calls, Ordinary 
Shares .... 
Bank Overdraft . 

Cash in hand 


£ 

275 

86 

524 

302 

75 

550 

11,420 

24,300 

9,160 

220 

10,000 

410 

375 


2,243 

250 

1,525 

114 


Accrued Debenture Interest, £375. Accrued Wages, £50. Provide fur Bad 
ebts, £400; Insurance prepaid, £21. Depreciate Land and Buildings 1 per 
cent, and Plant and Machinery 10 per cent. Provide for Discounts, 5 per cent 

/^l« \ C ^ t0rS anc * P cr ccnt on Sunc,r Y Creditors. Stock at 31st December, 

£ . /, ’ Assume any other figures that mav be necessary. 

Value of Loose Tools at 31st December, £2,000. ( U.L.C.I .) 


20 . The Highburn Manufacturing Co., Ltd., with a Nominal Capital of 40,000 

r inary Shares of £1 each, by the Memorandum and Articles of Association 

nave power to issue 200 Debentures of £50 each bearing interest at 44 per cent 
per annum. & 

On 30th June, the Ledger Balances were abstracted as follows— 


Share Capital 40,000 Shares 

of £1 each, 15s. called 
Ualls in Arrear 


P cb f nt l lrcs issued, 100 at £50 5,000 


Stock (1st July) 
Purchases . 

Returns to Creditors ! 
Sales . 

Returns from Customers 
General Trade Expenses 
Wages 
Salaries 

Travelling Expenses 
Advertising . 

Rents, Rates, Taxes 
Insurance 

Discount (Dr. balance) . 


and 


£ 

30,000 
205 


6,537 
22,448 
1,745 
46,728 
1,174 
1,014 
13,632 
2,042 
758 
870 

858 

314 


Bank Interest and Commission 
Dr. .... 

Bad Debts written off . 
Premises 

Machinery and Plant . 
Fixtures and Fittings 
Sundry Debtors . 

Sundry Creditors . 

Interest Paid on Debentures 
Dividend Paid 
Reserve Fund 

Provision lor Bad Debts (1st 
July) 

Cash in hand 
Cash at Bank 

Profit and Loss Account, Cr 
balance (1st July) 


114 

249 

12,450 

18,750 

3,750 

12,160 

7,728 

214 

1,415 

5,000 

760 

43 

1,427 

3,463 


The Stock on hand on 30th June = £6,900. 
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Draw up a Trading and Profit and Loss Account, alter making the following 
adjustments, assuming any other figures that may be necessary 

(a) Depreciate the Machinery and Plant by 10 per cent, the Fixtures and 
Fittings by 10 per cent. ( b ) Make up the Provision lor Bad Debts to 7i per cent 
of the Book Debts, (c) Insurances are paid in advance to the extent of £96. 
Id) Make out a Balance Sheet as at 30th June. (Union of Educational Institutions.) 

21. The North London Engineering Co., Ltd., was registered on 1st-January, 
with a Nominal Capital of £100,000, in Ordinary Shares ot £1 each. It had 
power to issue £15,000 Mortgage Debentures of £100 each, bearing interest at 
4 per cent per annum. It took over on that date a.i existing engineering bustne* 
and commenced manufacturing. Stock was taken and the books balanced, and 
accounts prepared annually; and at the close of the year Stock was taken and 
valued at £14,250. The following adjustments were necessary before closing 

(a) Depreciation to be written off Plant and Machinery at the rate ol 10 per 

cent and off Patents Account at 20 per cent. 

(b) The half-year’s Debenture Interest due on 31st December to be passe 

‘ h (c) U A 5 h pe b r°cem provision for Bad and Doubtful Debts to be made. 

Make such adjustments and prepare a Trading Account, a Profit and Loss 
Account and a Balance Sheet from the following balances ,31st December), 
after carrying £1,500 profit to the Reserve Account. 

LEDGER BALANCES (31st December) 

£ 


Share Capital 60,000 Shares 
of £1 each issued and 10 
per share called up . 
Unpaid Calls 
Patents 

Mortgage Debentures . 
Freehold Buildings (1st Janu 
ary) 

Stock (1st January) 
Manufacturing Wages . 
Salaries 
Carriage 

Rates, Taxes, and Insurance 

Sales • 

Trade Expenses . 

Repairs 

Rents Receivable . 

Purchases 


30,000 

300 

900 

9,000 

24,000 

17,200 

22,100 

2,400 

560 

252 

121,580 

721 

240 

374 

84,604 


Cash in hand 
Sundry Creditors . 

Sundry Debtors . 

Reserve Account . 

Machinery and Plant . 
Unpaid Dividends 
Mortgage Debenture Interest 
Provision for Auditors' Fees 
Bad Debts . 

Interest Payable and Bank 
Charges . 

Additions to Buildings dur 
ing the year 

Holdfast Bank, Ltd. (over 
draft) 

Bad Debt Reserve (1st January) 


£ 

320 
4,095 
7,240 
8,500 
12,480 

58 

180 

75 

573 

138 

3,840 

4,200 

321 


(R.S.A) 


99 The Nominal Capital of the L. and C. Engineering Co., Ltd., is: £10,000 
divided into 10,000 Ordinary Shares of £1 each; £20,000 divided into 20,000 
7 per cent Cumulative Preference Shares of £1 each; and the Company is 
authorized to issue £10,000 divided into 200 5 per cent First Mortgage Deben¬ 
tures of £50 each. From the following Trial Balance prepare a Trading Account, 
Profit and Loss Account, and Balance Sheet as on 31st March. 

£ s. d - 


Ordinary Share Capi¬ 
tal 

Preference Share 
Capital . • 

Arrears on Ordinary 
Shares . 


10,000 - - 
20,000 - - 
70 - - 


200 5% First Mort¬ 
gage Debentures £50 
each, £30 paid 
Sundry Creditors 
Sales 

Returns off Purchases . 


£ 


6,000 

5,609 

24,698 

287 


d. 
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£ 

s. 

d. 


£ 

s. 

d. 

Profit and Loss [Cr. 




Rent, Rates, etc.. 

236 

10 

_ 

balance, 1st April) . 

169 

10 

— 

Sundry Expenses 

157 

10 

— 

Plant and Machinery . 

15,000 

— 

— 

Discounts Allowed 

760 

— 

— 

Patents 

3,960 

10 

— 

Bad Debts . 

127 

10 

_ 

Office Furniture 

127 

— 

— 

Directors’ Fees . 

200 



Sundry Debtors . 

12,125 

10 

— 

Interim Preference Divi¬ 




Purchases . 

15,965 

16 

— 

dend paid 15th Octo- 




Returns off Sales 

267 

10 

— 

A 

ber 

665 


— 

Salaries 

200 

— 

— 

Bank Charges 

57 

10 

— 

Goodwill . 

9,788 

5 

—• 

Debenture Interest, less 




Stock (1st April) 

2,760 

— 

— 

tax 

285 

— 

— 

Wages, Productive 

2,576 

10 

— 

Cash in hand 

73 

4 

— 

Carriage (Inwards) 

320 

5 

— 

Lloyds Bank, Ltd. 




Carriage (Outwards) . 

167 

10 

— 

Cr. ... 

1,067 

10 

- 

Coal and Coke . 

250 

—- 

— 

Discounts received 

200 

— 

— 

Loose Tools (1st April) 

1,890 

— 

— 






Stock on hand, 31st March, £3,025 10s. Loose Tools, 31st March, £1,870. 
Write oft Plant and Machinery, 10 per cent per annum. Write ofT Office 
Furniture and Fittings, 5 per cent per annum. Write off Patents, 20 per cent 
per annum. Provide £200 for future Discounts and £150 for Bad Debts. Assume 
any other figures that may be necessary. ( U.L.C.I.) 

23. Prepare a ruling of a Purchase Invoice Analysis Book of any business 
you are acquainted with, and show how a Purchase Ledger may thus be dispensed 
with for a business which pays all accounts on a fixed monthly pay-day. 

[Chartered Accountants.) 

24. E. F. and Co., Timber Merchants, of Liverpool, sell a quantity of timber 
on 1st February for £350 to J. J. & Co., Builders, of Manchester, and draw on 
them at three months, charging interest at 5 per cent per annum and bill stamp. 
E. F. & Co., after one and a half months, discount the bill at 4 per cent, with 
their bankers, and the same is duly met at maturity. Show how the bill should 
be drawn and accepted, and make the Ledger entries as they should appear 
in the books of the two firms. [Chartered Accountants.) 

25. Jones & Co., of London, consign to Smith & Co., of Melbourne, 50 tons of 
steel at £12 10s. per ton plus insurance and freight, which cost 15s. per ton, 
and in due course receive from Smith & Co. an Account Sales dated 31st 
December, as follows— 


Account Sales of 50 tons Steel, ex “Ormuz’' 

Capt. Robinson, from London, sold on account of Jones & Co., 31st 
December, 19..— 


Sales —10 tons Steel @ £16 10s. per ton . £165 - ~ 
20 » „ @£16 „ „ . 320 - - 

10 >> „ @ £15 10s. „ „ . lo5 - - 


Charges —Customs Entry and Stamps 

Unloading, Weighing, Storing, 
Rent .... 

Fire Insurance .... 
Commission 5% £640 



15 - - 
1 - - 
32 - - 


£640 


48 15 - 


£591 5 - 

Stock of Steel on hand, 10 tons, 1 

E. & O. E. 

Melbourne, 31st December, 19.. 

Smith & Co. 
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Write up the Consignment Account in detail in Jones &t Co. s books to 31st 
December, 19.and show the profit to that date. (Chartered Accountants.) 

26 W Lone and T. Stanley are trading as partners in the firm of Lone, 
Stanley & Co profits being shared as follows: W. Lone, |rds; and T. Stanley, 
\ld The following is the Balance Sheet of Lone, Stanley & Co., 31st December 


W. Lone, Capital Account 
T. Stanley . 

Sundry Creditors . 


£ 
2,000 

1,800 

24,000 

£27,800 


Cash . 
Sundry Assets 


£ 
200 

27,600 


£27,800 


On the 1st January next, they admit M. Maxwell as a partner, on the following 

,erm H Profits are to be divided as to fths to W. Lane, fths to T. Stanley, and 
£th to M. Maxwell. 

tk\ M Maxwell to bring in £1,000 as his Capital. , 

(c) A Goodwill Account is to be raised for £1,800, this sum to be credited 

t0 Id) W d LoneTat liberty to withdraw £400 of his capital on 1st January. 

(e) M. Maxwell to have a salary of £400 per annum out of profits. 

(f) Interest to be allowed on partners’ Capital Accounts at the rate of 
5 per cent per annum. No interest on ordinary Drawings to be taken into 
account Each partner is at liberty to draw £40 a month in anticipation of 
profit (in the case of M. Maxwell the £40 is in anticipation of profits and 

Assume that all transactions mentioned above have been carried out. The 
profits Tor Tie year ended the 31st December, before making any allowance 
for M. Maxwell’s salary or for interest on partners capital, amounted to £2,510. 
Show the partners’ Capital Accounts at 31st December. (U.L.L.I.) 



CHAPTER XV— (contd.) 

COMPANIES 

Section (C) 

Appropriation Account, Dividends, Arrears of Dividend, 
Profits or Losses prior to Incorporation, Interest 
Paid out of Capital, Profits Available for Dividend 

APPROPRIATION ACCOUNT 

In dealing with the profits or losses shown by the Profit and Loss 
Account of a sole trader or partnership, there is no doubt as to the 
double entry to be made. With the sole trader the item will, of 
course, be credited or debited to the Capital or Current Account 
of the Proprietor, whilst with partnerships the deed will contain 
the necessary instructions, failing which the Partnership Act, 1890, 
states clearly that all partners are to share profits or bear losses 
equally. 

When dealing with the accounts of a limited company the 
Capital Account cannot be increased or decreased in this manner 
and it is, therefore, necessary to provide a special account into 
which to transfer the profits pending the adoption by the share¬ 
holders of the recommendations of the directors as to their disposal. 

The name given to this special account is, therefore, most apt 
as the profits are in effect placed on one side until their appropria¬ 
tion has been decided upon. It is the book-keeping entries necessary 
to carry into effect such decisions with which this section is 
concerned. 

A representative specimen of an Appropriation Account is 
appended. It is proposed to explain each item quite briefly, and 
then to amplify these by further illustrations. 

Credit Side. Balance £15,192. Whilst, in arriving at the profit 
for each year, provision is made for all estimated losses and expenses 
and the result is, therefore, as correct a figure as can be arrived at, 
a conservative policy must still be adopted by the directors and it 
is the custom to leave a part of the profits unappropriated. This 
figure represents an accumulation of such balances at this date. 

A most important point to remember is that such a balance 
appearing in the Trial Balance must not be credited to the Profit 
and Loss Account. 

Net Profit for the Tear. This is, of course, the surplus as shown by 
the Profit and Loss Account for the current year. 

Profit on Sale of Investments. As this is not an ordinary profit on 
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19.. 


£ 

19.. 


£ 

June 3 

To Interim Dividend 


Jan. 1 

By Balanced b/d 

15,192 


5% Preference 


Dec. 31 

,, Net Profit for 



shares 

1,000 


year b/d . 

11,601 

« « 

,, Interim Dividend 



,, Profit on sale of 


/ / 

on 6% 2nd Pre¬ 
ference shares . j 

2,000 


investments 

7,875 

Dec. 31 

,, Final Dividend 






on 5% Prefer- 
shares 

2,000 





,, Final Dividend; 





7 » 

on 6% 2nd Pre-; 
ference shares . 1 

3,000 





,, Dividend on Or- 





7 1 

dinary Shares at 
10 % p.a. 

6,000 





„ Amount written 





7 7 

off Goodwill 

2,000 





„ Amount written 





7 7 

off underwriting 
Commission 

750 




) J 

,, General Reserve. 

5,000 




7 7 

t ) 

,, Staff Pension 





7 7 

Fund 

1,500 




yy 

,, Dividend Equali¬ 






zation Res. 

5,000 




yy 

,, Balance c/f 

6,418 






£34,668 



£34,668 








trading it should not be included in the Profit and Loss Account 
as the profits figure would not then be comparable with other 
years. 

Debit Side. Dividends Paid in June. With one exception (which is 
dealt with at page 617), dividends can be paid only out of profits, 
and the main dividend-paying period is, therefore, after the 
audited accounts have been prepared for the year. The directors 
then make their recommendations which are submitted to the share¬ 
holders for confirmation. At the same time, where shares carry a 
fixed dividend and are preferential as to payment, it is quite usual 
for the directors to declare a small dividend during the year (in 
the interim), if the accounts would appear to make this possible. 
The board of directors are usually empowered to do this without 
obtaining the sanction necessary for a final dividend. The book¬ 
keeping entries are dealt with under the heading of Dividends 
later in this section. One other important point of difference 
between the interim and final dividends is in the entries to be made 
on the Balance Sheet. Interim dividends will have been paid and 


606 


ADVANCED ACCOUNTS 


do not, therefore, appear as liabilities on the Balance Sheet. Final 
dividends are only provided for and not paid before the accounts 
are closed. They must, therefore, show on the Balance Sheet as 
“ Unpaid dividends’’ or “Proposed dividends.” 

Amounts written off Goodwill and Underwriting Commission. The 
writing off of intangible and fictitious assets cannot, of course, be 
done through the Profit and Loss Account as they are not charges 
or expenses in connexion with any particular year. 

General Reserve. Its name indicates that it is not for any specific 
purposes. The setting aside of a part of the profits in this way is 
mown as “ploughing” the profits back into the business. 

Staff Pension Fund. This item is self-explanatory as to its purpose 
but if, like the General Reserve, the transfer was merely an entry 
on paper, no Fund would in fact be created. A corresponding 
amount would be taken from the Bank Balance and invested. The 
Balance Sheet would, therefore, show two entries for the same 
amount, Staff Pensions Fund as a liability and Staff Pensions 
Investment Account as an asset. 

Dividend Equalization Reserve. From the point of view of raising 
further capital by additional issues of shares, it is to the company’s 
advantage that the price of its shares on the Stock Exchange shall 
not fluctuate unnecessarily. The regular payment of reasonably 
good dividends will assist in keeping them steady. By making a 
Reserve in good years the directors may draw upon it should the 
profits fall below the average, and so be enabled to pay the same 
dividend as in a normal year. 

Example i. At 1st January, 19.., a company has a credit 
balance on Appropriation Account of £4,965 7s. 3d. and the net 
profit for the year was £25,241 9s. 8d. During the year a half 
year’s dividend was paid on 50,000 6 per cent preference shares 
and the directors now propose that the balance available for 
distribution should be appropriated as follows— 

1. To pay the final dividend on the preference shares. 

2. To pay a dividend of 10 per cent on the 100,000 ordinary 
shares. 

3. To transfer £2,500 to Staff Welfare Fund. 

4. To write off the existing balance of Goodwill—£5,000. 

5. To transfer 50 per cent of any balance, after making the 
above provisions, to General Reserve. 

6. To carry forward the balance. # 

Draft the Profit and Loss Appropriation Account to give effect 
to the above and carry the items to a skeleton Balance Sheet. 
Income tax is to be ignored. 
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19.. 
July 1 

Dec. 31 


To Prderence share 
dividend 
Preference share 
dividend (Final) 
Ordinary share 
dividend 

Staff Welfare Fund 
Goodwill A/c . 
General Reserve 
Balance b/d . 


99 


99 


>» 

»» 

99 

99 


£ 

3. 

d. 

1,500 

— 

— 

1,500 

— 

— 

10,000 

__ 


2,500 

— 

— 

5,000 

— 

— 

4,853 

8 

6 

4,853 

8 

5 

£30,206 

16 

^ * 

11 




19.. 
Jan. 1 
Dec. 31 


By Balance b/d . 
,, Net profit b/d 


BALANCE SHEET 

as at 31st December, 19.. 


I 


£ £ 

Authorized and laiitd Capital — 

50,000 6% Preference 
shares of £ 1 each fully 
paid . • • 50,000 

100,000 Ordinary shares 

of£l each fully paid 100,000 150.0(H) 

General Reserve . . . 4 >^53 

Profit and Loss Appropriation A/c 4,8a3 
Staff Welfare Fund . • 2,500 

Proposed dividends— 

Preference shares . . 1,300 

Ordinary shares . 10,000 


d. 


8 

8 


a 

5 


Goodwill — 

Balance ai Isi 
January, 19.. 
Less written off 


£ 

S. 

4,965 

7 

25,241 

9 

£30,206 

■-— 

16 

1 1 1 

£ 

s. 


d. 

3 

8 


11 


5,000 

5,000 


j\ole particularly that the interim dividend docs not appear as a liability as it has already 
been paid. 


Example 2. The Lavender Manufacturing Co., Ltd., was 
registered with a nominal capital of 15,000 ordinary shares. All 
are issued but 5,000 are only 15s. paid. They rank for dividend 
from 1st January. In addition to a nominal fee of £105 p.a., the 
managing director is entitled to 10 per cent of the net profit after 
charging such figure. The net profit, subject to the above, was 
£4,400. The credit balance on Appropriation at 1st January was 
£612. Out of the available surplus the directors propose to carry 
£2,000 to a General Reserve, and pay a dividend of 17£ per cent 
on all shares. 

Show the Appropriation Account to give effect to the above 
and carry the items to a Balance Sheet. 


/),. PROFIT AND LOSS APPROPRIATION ACOUNT Cr. 


19.. 


£ 

s. 

d. 

19.. 


£ 

i. 

d. 

Dec. 31 

To dividend on fully 




Jan. 1 

By Balance b/d . 

612 

— 

— 


paid shares 

1,750 

- 

— 

Dec. 31 

„ Net Profit for year 





„ dividend on partly 





b/d . 

4,000 

— 

— 


paid shares . 

656 

5 

— 







„ General Reserve 

2,000 

— 

— 







„ Balance c/d . 

205 

15 

— 








£4,612 


1 



£4,612 

■ 

— 
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BALANCE SHEET 
as at 31 st December, 19 


r r 

Aut/uri’ed Capital — 

15,000 Ordinary shares 
of £1 each . . 1 5,000 

Issued Capital — 

10,000 Ordinary shares 
_of£l each fully paid. 10,000 
5,000 Ordinary shares 
oU'l each, 15s. paid 3,750 13,750 


s. d. 


General Reserve . . . 2,000 - 

Profit and Loss Appropria¬ 
tion A/c . . . 20515 - 

Managing Director’s Re¬ 
muneration . . ^00 - 

Proposed dividends— 

Lully paid shares. 1,750 _ _ 

Partly paid shares 656 5 - 2,406 5 - 


The two main points to note in this example are: 1. The manag¬ 
ing director s remuneration does not appear in the Appropriation, 
but being unpaid it must show as a liability. The amount is arrived 
at by calculating y j'pths of £4,400. 2. See next page as to the 
payment of dividends on partly paid shares. 


DIVIDENDS 

What is a Dividend? A dividend (Latin dividendum from dim- 
dere = to divide) is a share of the profits of a company, the profits 
being divided among the shareholders. Strictly speaking, the term 

dividend applies only to the total sum divisible; it is also used, 
however, to denote the portion received by each individual share¬ 
holder. Dividends are proposed or recommended by the directors 
and declared by the company in general meeting, the shareholders 
having usually to pass a resolution sanctioning the proposed dis¬ 
tribution. The dividend then becomes a liability to the share¬ 
holders as from the date of its declaration, but does not bear interest 
against the company. 

Interim Dividend. An interim (Latin interim = in the mean¬ 
time) dividend is a dividend declared before the close of the 
company s financial period, either out of profits that are accruing, 
or out of profits brought forward from a previous period. 

Provisions of Table A. The following provisions of Table A, 
which are typical of most Articles of Association, should be care¬ 
fully noted— 

114. The company in general meeting may declare dividends, but no dividend 
shall exceed the amount recommended by the directors. 

115. The directors may from time to time pay to the members such interim 
dividends as appear to the directors to be justified by the profits of the company. 

116. No dividend shall be paid otherwise than out of profits. 
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117. The directors may, before recommending any dividend, set aside out of 
the profits of the company such sums as they think proper as a reserve or reserves 
which shall, at the discretion of the directors, be applicable lor any purpose to 
which the profits of the company may be properly applied, and pending such 
application may, at the like discretion, either be employed m the business ol the 
company or be invested in such investments (other than shares oi the company) 
as the directors may from time to time think fit. lhe directors may also, without 
placing the same to reserve, carry forward any profits which they may think 

orovident not to divide. . . . . • » • i 

118 Subject to the rights of persons, it any, entitled to shares with special 

rights'as to dividend, all dividends shall be declared and paid according to the 

amounts paid or credited as paid on the shares in respect whereof the dividend is 

paid, but no amount paid or credited as paid on a share in advance of calls shall 

be treated for the purposes of this regulation as paid on the share. All dividends 

-shall be apportioned and paid proportionately to the amounts paid or credited 

as paid on the shares during any portion or portions of the period in respect of 

which the dividend is paid; but if any share is issued on terms providing that it 

•shall rank for dividend as from a particular date, such share shall rank for dividend 

U U9 The directors mav deduct from any dividend payable to any member all 
sums of money (if any) presently payable by him to the company on account of 

calls or otherwise in relation to the shares of the company. 

120 Any general meeting declaring a dividend or bonus may direct payment 
of such dividend or bonus wholly or partly by the distribution of specific assets 
and in particular of paid-up shares, debentures or debenture stock of any other 

< °™P an >j * di ' videndj interest or other moneys payable in cash in respect of 
shares mav be paid bv cheque or warrant sent through the post directed to the 

registered address of the holder. . . . Any one of two or more joint holders may 

give effectual receipts for any dividends, bonuses or other moneys payable m 
respect of the shares held by them as joint holders. 

122. No dividend shall bear interest against the company. 

Entries for Dividend. When a dividend is declared on any 
kind of shares a separate Dividend Account is opened. Entries are 

made as follows— 

TOT TRIM AT Dr . Cr . 


JOURNAL 

Preference Share Dividend . 

To Preference Shareholders . 
Dividend less tax @ 9s. 6d. in the £. 

Appropriation A/c 

To Preference Share Dividend 

Balance transferred. 


£ 

735 


Cr. 

X 

735 


735 


735 


CASH BOOK 


Cr. 


Payments 


Bank 
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Sometimes the entry is made direct to the Appropriation Account 
thus— 



JOURNAL 

Dr. 

Cr. 


Appropriation A/c ...... 

To Preference Share Dividend 

Dividend on .Shares at. % 

less tax at 9s. 6d. in £. 

£ 

735 

£ 

735 


CASH BOOK 


Cr. 

Payments 

Bank 

By Preference Share Dividend A/c ..... 

* • 

£ 

735 


How the Dividend is Paid. In large companies a cheque is 
drawn for the net amount of the dividend (i.e. less tax), and the 
amount is posted to the debit of the Dividend Account (or Share¬ 
holders Account, as the case may be), thus closing it. The cheque 
itself is paid in to the credit of a separate Dividend Account at the 
company s bank, and a separate Dividend Pass Book is kept. 
Cheques, or dividend warrants, as they are called, are then drawn 
on this account for each shareholder’s portion, and are sent to the 
shareholders concerned. When the shareholders clear their divi¬ 
dend warrants, the amounts will be debited by the bank to this 
particular Dividend Account, and eventually this account will be 
closed. W hen the number of shareholders is not very large, a 

i. . . - i^nt may not be opened at the bank; the 

dividend warrants may be drawn on the ordinary Bank Account. 

Deduction of Income Tax. A limited company is empowered 
by law to deduct income tax from all dividends paid to its share¬ 
holders. There is a notice attached to the dividend warrant, stating 
how much tax has been deducted, and showing how the amount of 
the dividend cheque has been arrived at. A limited company is 
under no obligation to remit to the Revenue Authorities the tax 
deducted on any particular dividend. The company pays tax on the 
whole of its profits (the assessment being based—for any given year 
on the preceding year’s profit) and the dividend is regarded as 
being paid out of a taxed fund. Accordingly it is considered the 
best practice to show the full tax borne by the company in the 
appropriation account and to debit only the net amount of the 
dividend to that account. (This may be contrasted with the treat¬ 
ment of debenture interest which is a charge against profits and 
which is debited gross to the Profit and Loss Account.) 
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Unclaimed or Unpaid Dividends. If, at balancing time, there 
is any balance in the Dividend Pass Book, it will arise from the fact 
that some of the shareholders have not presented their dividend 
warrants for payment. This balance must be shown as a liability 
on the company’s Balance Sheet; for the company will still be 
liable to pay the money, at any rate for a period of twelve years, 
after which time the dividends may be forfeited. The double entry 
books themselves will be quite clear. For the Dividend Account 
will have been credited "By Appropriation Account” and debited 
“To Cash”; or, alternatively, it will have been debited "To Share¬ 
holders' Account” and credited "By Appropriation Account” In either 
case, therefore, the Dividend Account will be closed. To avoid 
making a one-sided entry, the unpaid balance of the dividend 
must consequently be shown on both sides of the Balance Sheet. 
On the liabilities side it will appear as “ Unclaimed (or Unpaid) 
Dividends ”; on the assets side as “ Cash at Bank on Dividend Account.” 
Very often, however (especially in exercises and examination 
papers), there is no separate statement of cash, the money with 
which to pay the dividend is included in the general “Cash 
at Bank.” 


Dividend “ Free of Tax.” A notice sometimes appears to the 
effect that dividends are free oj tax. This statement does not mean 
that such dividends are not taxed; since, as a limited company is 
taxed on the whole of its profits, it is indirectly taxed on any dividend 
it pays away. The statement that an ordinary dividend is to be 
“free of tax” simply means that the shareholder will receive the 
gross amount declared. From the point of view of the Inland 
Revenue the dividend is merely one of a larger amount less 
tax at the standard rate and it must be expressed as such 
on a statement attached to the dividend warrant. Thus a 
dividend of 11 per cent free of tax is equivalent to one of 
20 per cent subject to tax and will be shown in the same way in 
the dividend statement. 

It should be noted that “free of tax” dividend is very seldom 
paid on preference shares, and such a payment would be irregular 
unless the shares were issued on those terms. If dividends on 


preference shares not so issued were paid “free of tax,” it would be 
equivalent to paying a larger dividend and the ordinary share¬ 
holders, who are entitled to receive all surplus profits, would be 
deprived of the amount represented by the tax. 

Scrip Dividend. Financial and other companies sometimes take 
power in their articles to pay free of tax “Scrip” dividends, that 
is, to distribute, by way of dividend, shares or debentures in other 
companies. 

A company is obliged, under penalty of £10 for each offence 
(maximum £100), to issue with the dividend a statement in writing 
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showing the gross dividend, the income tax deducted, and the ret 
amount payable. 

Example. The accounts of the Excelsior Trading Co., Ltd., show 

a net profit of £20,060 for the year ended 31st December. The 
directors resolve as follows— 

1. To pay a dividend of 5 per cent (less tax at 9s. 6d. in the £) 
on the Preference Shares (£80,000). 

2. To pay a dividend of 10 per cent, free of tax, on the Ordinary 

Shares (£100,000). 1 

3. To transfer £3,000 to the Reserve Fund. 

4. To transfer £2,000 to a Dividend Reserve Fund. 

5. To carry the balance forward. 

Make the necessary entries to carry out the above, and show the 
Ledger accounts affected. 


JOURNAL 

Dr. 

Cr. 


Profit and Loss A/c. 

To Appropriation A/c . 

Balance transferred. 

£ 

20,060 

£ 

20,060 

I 

Appropriation A/c . 

To Preference Share Dividend A/c . 

5% on £80,000 less tax @ 9s. 6d. in the £. 

2,100 

2,100 


Appropriation A/c . 

To Ordinary Share Dividend A/c . 

10% on £100,000, free of tax. 

10,000 

10,000 


Appropriation A/c ..... 

To Reserve Fund A/c . . . 

Amount transferred. 

3,000 

3,000 


Appropriation A/c. 

To Dividend Reserve A/c 

Amount transferred. 

2,000 

2,000 

CASH BOOK 


Cr. 

Payments 

J 

Bank 


£ 

By Preference Share Div idend A/c ...... 2,100 

„ Ordinary Share Dividend A/c ..10,000 
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Dr. 


Appropriation Account 


Cr. 


To Fret. Share 


Dividend 
Ord. Share 

2,100 

Dividend 

10,000 

Reserve Fund. 

3,000 

Div’d Reserve. 

2,000 

Balance c If 

| 2,960 

1 


£20,060 


By Profit and Loss 

A/c . 


£ 

20,060 


£20,060 


Dr. 


Preference Share Dividend Account 



To Cash 


l 

2,100 



By Appropriation 
A/c 


Cr. 


2,100 


Dr. 


Ordinary Share Dividend Account 


By Appropriation 
A/c 


By Appropriation 
A/c 


Cr. 

~£ 

10,000 
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ARREARS OF DIVIDEND ON CUMULATIVE 

PREFERENCE SHARES 

Treatment in Books and on Balance Sheet. As has previ¬ 
ously been stated, the difference between a cumulative preference 
share and one that is not cumulative is, that with the latter the 
dividend is payable only if there are sufficient profits available 
during the particular year in which the dividend accrued; whereas 
with the cumulative preference share the dividend, if it cannot be 
paid out of the current year’s profits, becomes a first charge on the 
subsequent years profits. The question then arises as to how such 
arrears of dividend should be treated. Should they be brought into 
the books as an ordinary liability, or should they be left until there 
are sufficient profits available to pay them? Some accountants 

believe in bringing them into the books as an actual liability, and 
journalize them as follows— 

Arrears of Preference Share Dividend Dr. 

To Outstanding Preference Dividend Cr. 

The arrears then appear on the assets side of the Balance Sheet, 
as a loss carried forward, while the Outstanding Dividend figures 
on the liabilities side. When there are sufficient profits available 
to pay them, then the “Arrears of Preference Share Dividend 
Account will be closed by transfer to the Appropriation Account, 
and the payment of the arrears will be debited to the “Outstanding 
1 reference Dividend Account,” thus closing it. The great majority 
o accountants, however, think that no entry should be made in 
t e jooks at all. I he liability does not accrue until there are 
sufficient profits available to pay it and also in most cases until the 
diwdend is actually declared. Therefore the arrears are best 
shown by way of a note in the Balance Sheet. To comply with the 
8th Schedule to the Companies Act, 1948, such note should show 
the amount of the arrears (before deduction of tax) and the period 
for which the dividends are in arrear. 


PROFITS PRIOR TO INCORPORATION 

Nature. A limited company frequently takes over a business 
from a date prior to the date of its own incorporation. If the com¬ 
pany, and not the vendor, is entitled to any profits earned prior to 
its incorporation—and this is often the case in modern agree¬ 
ments such profits are not available for dividend. A company 
cannot legally earn profits before its official existence, and a public 
company not until it has a certificate entitling it to commence 
business. Such profits are, therefore, capital profits. 

How Dealt With. These profits should be put to a Special or 
Capital Reserve Account. They should not be transferred to the 
general or ordinary Reserve Fund, i.e. the one which is formed by 
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accumulations out of Revenue. Profits are often transferred from 
this Reserve to the Profit and Loss Account in older to make 
up the profits of less successful years, so that a no. mal dividend 
may be paid. If, therefore, capital profits are put to ^General 
Reserve Account, they might inadvertently be paid in diudends 
and the directors would be liable to refund the money. Where 
the vendor has waived his claim to the profits earned prior to incor¬ 
poration, he is usually entitled to interest on the purchase money 
until such time as it is actually paid. Such interest should certainly 
be a first charge on any profits prior to incorporation 1 he balance 
of the profits may then be used to make good any depreciation ol 
the fixed assets originally acquired by the company, or to write 

down Goodwill. . , .. . 

How Ascertained. Strictly speaking, there should ol course, be 

an actual stocktaking in order that such profits may be accurately 
ascertained. But where this cannot without very great inconveni¬ 
ence be done, such profits are ascertained approximately. 1 he first 
year’s trading must be divided into two periods, before and after 
incorporation. The profit of the first year may be apportioned 
either according to time, or according to turnover, that is, either 
in the ratio which each period of time bears to the total period ol 
time, or in the ratio which each period’s turnover bears to the 
total turnover for the year. The most accurate method however 
is to apportion each separate item in the Profit and Loss Account 
on the basis which best applies to that item. Thus gross profit, 
travellers’ commissions and delivery expenses will vary with turnover 
whereas rent and rates and similar charges vary directly with time. 
The profits available for distribution will be only such profits as 
have been earned subsequent to the date ot incoi poiation. 

PROFIT AND LOSS ACCOUNT 
for the Year ended 31 st December Cr. 


To Rent and Rates 
Insurance 

Lighting and Heating 
Salaries 
Directors’ Fees 
Commission . 

Discounts 

General Office Expenses 
Carriage 

„ Bank Charges. 

„ Repairs and Renewals 
„ Bad Debts 
„ Loan Interest. 

„ Net Profit 


n 


i > 


>> 


yy 


yy 


yy 


y > 


y> 



By Gross Profit b/d 


£ 

30,000 


£ 30,000 


£ 30,000 


i 
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Example. A company was incorporated on the 1st Mav to 
take over a business as a going concern from the 1st January of the 
same year. The total turnover for the year ending 31st December 

3 57X "Tfh £30m for ‘ he first period 8 u P :»STS 

and £70,000 for the following period. The Profit and Loss Account 

is given on the previous page. How should the profits earned prior 
to incorporation be ascertained ? F 

Apportioning expenses on a time basis we get T 4 . r prior to incor- 
poiation and j^ after incorporation. 

Apportioning expenses on the basis of turnover we get A prior 
to incorporation and A after incorporation. 

The apportionment would therefore be as follows— 



Before 

Incorpo¬ 

ration 

j After 
Incorpo¬ 
ration 

Total 

Basis of Apportionment 

Rent and Rates . 

Insurance . 

Lighting and Heating . 
Salaries 

D.rectors' Fee> . 1 

Commission 

Discounts 

General Olhcc Expenses 
Carriage . . . # 1 

Hank Charges . . J 

Repairs and Renewals . 

Had Debts . 

Loan Interest . . 

£ 

54 ') 

120 

340 

1,300 

1,500 

75 ') 

400 

450 

70 

230 

90 

200 

£ 

1,080 
240 
680 
2,600 

1,000 

3,500 

1,750 

800 

1,050 

140 

460 

210 

400 

£ 

1,620 

360 

1,020 
3,900 

1,000 

5,000 

2.500 
1,200 

1.500 
210 
690 
300 
600 

Time 

»f 

>1 

/fees arc only payable by the 
(Company after incorporation 
Turnover 

Time 

Turnover 

Time 

M 

Turnover 

Time 

Total Expenses . . 

1 

£ 5.990 1 

---- 

£ 13,910 | 

£ 19,900 


Gross Profit. . # 

£ 9,000 1 

£ 21,000 

£ 30,000 

Turnover 

Net Profit . , m J 

£ 3,010 

£ 7.090 

1 

£ 10,100 « 

f Difference between Gross 
( Profit and Total Expenses 


LOSS PRIOR TO INCORPORATION 

How Treated. Where a company takes over a business from a 
ate prior to its own incorporation, and the trading results for this 
prior period show a loss, such loss must be added to the Goodwill, 
eing in reality an increase of the purchase price. Should there 
e . J 10 ^ C( ^ount for Goodwill, one must be opened and debited 
wit this loss. Alternatively, however, such loss could be put to 
a special Suspense Account, and extinguished by capital profits, 
such as premiums on shares or debentures. The objection to this 
latter method is that the new company’s profits would be used to 
make good a loss which they should not legitimately bear. It is 
consistent, that as a profit made before the company’s incorporation 
is Capital, a loss may be so treated, but some doubt has been 
expressed whether the company should not “err on the safe side,’* 
and write off such a loss over a period of years. 
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INTEREST ON CAPITAL, PAID OUT OF CAPITAL 

Non-Revenue Earning. Period. During the construction of 
works or buildings which take a long time to complete, a company 
is unable to earn any income with which to pay dividends on 
shares issued for this purpose. In such cases it isjegal for companies 
to pav interest on thes e shares du ring this period, called the non- 
revenue earning period, and to~capitalize the interest, i.e. tieat it 
as part of the cost of the works or buildings so constructed. Certain 
restrictions are imposed, however, as will be seen from the follow- 

Provisions of the Companies Act. Section 65 of the Com¬ 
panies Act, 1948, enacts as follows— 

Where any shares of a company are issued for the purpose ot raising money 
to dcfrav the expenses of the construction of any works or buildings or the pro¬ 
vision of any plant which cannot be made profitable for a lengthened period, the 
companv may pay interest on so much ol that share capital as is for the time 
beine paid up for the period and subject to the conditions and restrictions in this 
section mentioned and may charge the sum so paid by way of interest to capital as 
part of the cost of construction of the work or building, or the provision of plant— 

\(i) NT lidfpayment shall be made unless it is authorized by the Articles or 

bV (^ e No suet 11 payment, whether authorized by the Articles or by special 
resolution, shall be made without the previous sanction of the Board ot Trade. 

(c) Before sanctioning any such payment the Board oi I radc may at the 
expense of the company appoint a person to inquire and report to them as to the 
circumstances of the case, and may, before making the appointment, require the 
company to give security for the payment of the costs of the inquiry. 

(I The payment shall be made only for such period as may be determined 
bv the Board of Trade; and that period shall in no case extend beyond the close 
of the half-year next after the half-year during which the works or buildings have 

been actually completed or the plant provided. 

(e) The rate of interest shall in no case exceed 4 per cent per annum, or 

such other rate as may for the time being be prescribed by Order of the Treasury. 
(/') The payment of the interest shall not operate as a reduction of the amount 

paid up on the shares in respect of which it is paid. 

(p) Nothing in this section shall affect any company to which the Indian 
Railways Act', 1894. as amended by any subsequent enactment, applies. 


Other Cases of Interest Paid out of Capital. Parliamentary 
companies, which are incorporated under special Acts of Parlia¬ 
ment, usually have similar powers conferred on them. It is also legal 
(Hinds v. Buenos Ayres Grand National Tramways Co ., Ltd., 1906) for 
companies to capitalize Debenture Interest, or a portion of it, in 
those cases where the debentures have been issued for the purpose 
of raising money to defray the cost of construction of works or 
buildings, or the provision of plant, which will not be ready for use 
until a much later period. The Debenture Interest capitalized is 
added to the value of the Property or Works Account. Interest on 
Calls in Advance may be paid whether there are profits available 


or not. 
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Arguments “ for.” The arguments in favour of charging 
interest on capital to capital are briefly as follows— 

1. If a company engages with a contractor to erect buildings 
lor it for a certain price, the contractor will include in his price not 
only the actual cost of construction but also interest on the capital 

a y U P ^ atc °f settlement, and also his customary profit: and. 
therefore, if the company erects the buildings for itself, and the 
buildings cannot be made productive until they are finished, the 
company is entitled to charge to capital not merely the actual 

capital outlay, but also the interest paid on the capital during the 
period of construction. 6 

2. That the p ayment to shareholders of a low rate of interest 
of finfnciyu 113 ^ ° n ° f thC W Orj ^ he least ^pensive method 

3. That as interest can be paid out of capital in the case of loans 

d a ^ so t0 be payable in the case of shares. 

4 that if interest has not been so charged a false idea is given 

of the cost of the undertaking. It can scarcely be fairly said that 

a concern has cost only £50,000 if the £50,000 has been outstanding 

for a period and interest has, therefore, been lost on it. 

rhar r ^ Un ^ entS a £ a * nst# ” The counter arguments, i.e. against 
charging interest on capital to capital, are the following— 

l v , , aw ma ^ cs a distinction between capital contributed 

holders^ ° CCIS anc ^ c a P* ta j obtained from lenders and debenture 

2. Intelest on loans and debentures is rightly payable out of 
its^credit ° F com P an y ,s capital exists for the purpose of paying 

a Interest °n capital during construction of works is not part 
o e cost of such works, but merely an expense in the obtaining 
o capital moneys; and should be treated in the same way as com¬ 
mission and brokerage on the placing of a company’s shares, or 
iscount on the issue of a company’s debentures. That is, it 
S . e temporarily capitalized, and written off against revenue 

periodically. 6 

QUESTIONS 


State briefly the 


, ‘ “dividend,” “interim dividend, 

grovisic™ °f Table A with reference to dividends. 

«* p. ? e nt f ies are required in the books when a dividend is declared and paid ? 

n\ : ^ n ln P r ? ce< ^ urc adopted in paying dividends (a) in large companies, 

( o) in small companies. or 

4. What deduction does a company usually make when paying dividends, 
and how does it deal with the amount so deducted? 

5. Explain the meaning of “unclaimed” or “unpaid” dividends. How should 
they be treated in the company’s Balance Sheet? 

fi Wh t 1C mMnf K ir rvh- 1 f r 
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9. How should profits prior to incorporation be dealt with? 

10. What methods are there of ascertaining the profits earned prior to incor¬ 
poration? What are the advantages of the different ways? 

11. How should a loss prior to incorporation be dealt with.' 

12. What necessity is there at times to pay interest on capital out of Capital. 

13. What are the provisions ot the Companies Act, 1948, with reference to 

the payment of interest out of Capital ? <• 

14. In what other cases can interest on capital be paid out ol Capital. Mate 
briefly the arguments “for" and “against. 


EXERCISE XV (C) 

1 (a) What is an “Appropriation Account”? Prepare such an account and 

enter therein items which in your judgment properly belong to it. In this con¬ 
nexion, would “Preliminary Expenses” and “amounts written off goodwill 
be proper items to place on its debit side? 

( b) Explain the following terms— . . c 

(1) A charge against profits. (2) An appropriation of profits. 

Support your explanations by practical examples of how accountants view and 

interpret their meaning. 

(c) Under the Companies Act, 1948, assets are to be distinguished as being 
“Fixed” and “Current.” Assets not falling under these headings are numerous. 
Name a few of them, and discuss the circumstances in which they arise. 

2. After considering the audited accounts of the company for the year ended 
31st December, the directors of the Rayon D’Or Publishing Co., Ltd., resolved 

3S follows—— 

(1) To pay the 6 per cent dividend (less tax) due upon the Preference 

Stock (£50,000). . .. Q . 

(2) To pay a dividend of 8 per cent (less tax) upon the ordinary Share 

Capital (£60,000). 

(3) To transfer £1,500 to the Renewals Reserve Account. 

(4) To carry forward the balance. 

The profits shown by the Profit and Loss Account amounted to £11,400. 
Assume the rate of Income Tax payable to be 5s. in the £. Show the entries 
necessary to carry out the above resolutions. (R.S.A.) 

3. The Welsh Manufacturing Co., Ltd., closed its books on the 31st December, 
with the following balances— 


Stock at 1st January— 
Materials 
Finished Goods 
Sundries 

Materials Purchased . 

Coal and Coke used . 

Rents, Rates, and Taxes 

Sundries purchased (less re¬ 
turns) . 

Discount Account Dr. balance 

Sundry Debtors . 

Sundry Creditors . . 

Plant and Machinery • 

General Expenses 

Premises . 

Share Capital (60,000 shares 
at £1 each, 12s. called 
on each share, and all 
paid) .... 


£ 


6,420 

9,400 

530 

38,000 


987 


Due to the Ystwyth Banking 
Go. . . 

Repairs to Machinery 
Wages 
—Salaries 


£ 


t 


1,460 f- Insurance 


580 


448 --Travelling and Exhibitio 


4,300 

2,870 

11,750 

2,007 

10,000 


Sales 

Fittings and Fixtures 
Returns inward . 


36,000 


Expenses 
^-Bad Debts . 

— Bad Debts Provision 
Reserve Fund 
Bills Receivable . 

Bills Payable 

Profit and Loss Account (1st 
January) Cr. balance 

- Dividend paid 


2,478 

444 

15,500 

3,400 

335 

56,800 

650 

1,740 


948 

542 

500 

10.000 

735 

940 


2,388 

1,800 
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Stocks on hand 31st December— 

Materials 
Finished Goods 
Sundries 


£10,743 

19,430 

340 


You are required to draw up a Trial Balance, a Trading and Profit and Loss 
Account, and Balance Sheet, as at 31st December, having made the following 
adjustments, assuming any other necessary figures— 

Depreciate the Plant and Machinery and Fittings 10 per cent each, and the 
Premises 2 per cent. Insurance paid in advance, £93. Keep the Bad Debts 
Provision at £500. 

Comment upon the Balance Sheet as to whether you consider the company 
is in a healthy state, and give suggestions regarding the various items of expendi¬ 
ture, etc. Would you recommend a Dividend: if so, how much? (Union of 
Educational Institutions.) 


" 4. The Postford Manufacturing Co., Ltd., was registered in 19.. The nominal 
I capital of the company consists of 40,000 5 per cent Preference Shares of £1 
each, and 10,000 Ordinary Shares of£l each. 

No dividend was paid for the previous year ended 31st December, on either 
class of share. 

- ' . *\-v* * *• . 

The company’s books were closed and balanced, as on 31st December last, 
on which date the Stock in hand was valued at £9,050. 

The balances of the Ledger Accounts were as follows— 


£ Purchases .... 

15,345 

Buildings .... 

24,054 

•/Fuel .... 

485 

— Plant and Machinery . 

5,654 

Boiler and Heating Plant 

592 

-.Repairs .... 

472 

Loose Tools 

Office Expenses . 

1,856 

362 

‘/Sales .... 

37,950 

/Wages .... 

13,671 

Discount (Debit balance) 
Provision lor Bad and Doubt¬ 

83 

ful Debts (1st January) 

250 

Salaries .... 

1,062 

Postages and Telegrams 

116 

Rates and Taxes 

239 

Travelling Expenses 

317 


8,500 
402 
300 
8,990 
10,960 . 
9,847 ^7 
4,000 


Loan on Mortgage (charged 
on above premises) . 

Interest and Bank Charges 
Directors’ Fees . 

Stocks on hand (1st Jan.) 

Sundry Creditors 
,, Debtors . 

Goodwill . • • 

Profit and Loss Account Cr 
balance (1st Jan.) . 

Preference Share Capital 
Ordinary Share Capital 
Unpaid Calls 
Bills Payable 
Bank Overdraft . 

Cost of New Catalogue 
Cash in hand 

Before preparing the annual accounts the following adjustments are r r l e ^f^ a ^J nt 
Provision for Bad and Doubtful Debts is to be made at the rate o p 

Provide for Depreciation at the following rates— u ^,._ plant 

Plant and Machinery Account, 10 per cent; Boiler and S 

Account, 10 per cent; Loose Tools Account, 20 per cent. Reoairs 

Write off one-third of the cost of New Catalogue and fa&axd 

Acco unt against th e oom^ycar, carryTKilhFralnces of these accounts lorw 

to next year. Assume values for original cost less sales of the fixed asse s. 

Prepare a Trading and Profit and Loss Account for year en 
December, and a Balance Sheet as on that date. (London Chamber of Commerce.) 
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MARTIN HANSON & CO., LTD. 
Trial Balance, 31st December 


Preference Shares: 

13,500 £1 5% shares fully paid 

Ordinary Shares: 

58,000 £1 shares fully paid 
Debenture Stock 4£% 

Freehold . • • 

Fixed Plant (original cost £7,150) 

Loan Interest paid to 31st Dec. . 

Directors’ Fees 
Bank Commission 
Subscriptions . 

Bank Interest Cr. 

Debenture Trustees’ Fees 
Loans Cr. 

Bank 

Reserve Fund . 

Investments . . • • 

Profit and Loss Account (1st Jan.) Cr. 

Stock (1st Jan.) 

Purchases 
Discount Received 
Returns Outwards 
Sales 

Loose Tools, etc. (original cost £4,050) 

Furniture (original cost £420) . 

Horses, Carts, etc. (original cost £640) 

Patterns and Models (original cost £4,900) 

Goodwill. . • 

Debenture Interest paid to 31st Dec. 

Preference Dividend paid to 31st Dec. 

Discount Allowed 
Wages 

Bad Debt Account Cr. 

Coal 

Insurance 

Loans to Workmen . 

Horse-keep 
New Plant (Loose) . 

New Buildings 
New Patterns . 

Repairs . 

Trade Expenses 
Salaries . 

Debtors . 

Creditors 

Cash • •••■■■_ \ 

New Electric Light Installation (to be spread over 3 years) 


£ s. d. 

13.500 - - 

58,000 - - 

19.500 - - 

23.500 - - 

4,400 - • 

263 2 10 

250 - - 
26 18 3 
29 14 6 
179 17 6 
26 5 - 
5,530 - - 
6,593 10 10 
6,100 - - 
707 - - 
6,493 8 6 
8,302 6 2 
17,315 10 7 
221 11 3 

51 10 11 
48,701 17 2 
2,750 - - 
200 - - 


250 

3,200 

53,293 

877 

675 

1,390 

18,658 

408 

I, 890 
168 

5 

735 

3S5 

81 

525 

1,594 

635 

1,307 

II, 612 
3,363 

99 

300 


10 - 

13 11 


11 

1 


7 

9 


19 1 

1 2 
12 2 
3 4 
17 9 
9 9 
5 10 
- 5 

7 2 

1 6 

8 5 
19 10 
16 8 


Stock, 31st December: Goods, £8,605 18s. 9d.; Horse-keep, £2o. 

Dividend accrued due on Investments, £150. 

Depreciation: Fixed Plant, 5 per cent; Loose Tools, 1\ per cent; Patterns 
10 per cent; Horses and Carts, 20 per cent; Furniture, 5 per cent. Hall Depre¬ 
ciation to be charged on additions during year. 

Provide £600 for Bad Debts and £667 for Discounts on Debts due. 
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If there is any surplus profit for the year after paying Debenture Interest and 
Loan Interest, Preference Dividend and 5 per cent Ordinary Dividend, place 
25 per cent of such surplus to a Special Reserve Account. 

Prepare Trading and Profit and Loss Account and Balance Sheet, 31st 
December. (West Riding of Yorkshire.) 

(5. Prepare a Trial Balance comprising 40 items. The items must be 
arranged under each other with a view to showing, successively, items which 
belong respectively to the Trading Account, Profit and Loss Account, and Balance 
Sheet. At the foot of the Trial Balance enumerate items which would normally 
call for adjustment at the end of the “financial” year. 

[The object of this exercise is to gauge how thoroughly students have mastered 
the component elements of final accounts.] 

7. The books of a merchant include two Bought Ledgers and three Sales 
Ledgers. You are required to arrange that each of these Ledgers shall balance 
independently, and also that the Cash Book, disclosing the position of the Bank 
Account, shall not be open to the ledger clerks. Detail the method you would 
adopt. (Chartered Accountants.) 


8. L. Brier and C. Okc entered into partnership on 1st January, 19.., L. 
Brier bringing in cash £8,000, C. Oke bringing in nothing. The partnership 
agreement stipulated that Brier was to receive 5 per cent interest on his capital 
before dividing any profit, which was divisible three-fifths and two-fifths respec¬ 
tively. On 31st December, 19.., they agreed upon a dissolution. A Balance 
Sheet was prepared on that date, and stood as follows— 


Liabilities £ 

L. Brier, Capital A/c. 8,000 

J. Harrison, Loan 

Account . . 4,000 

Sundry Creditors . 4,200 

Balance of Profit & 


Loss Account . £10,000 
Profit for the year 

19.2,500 

- 12,500 


£28,700 


Assets 

£ 

Book Debts 

. 14,000 

Stock-in-trade 

. 5,700 

Machinery, etc. . 

2,400 

Drawings Account— 

L. Brier . 

. 5,350 

. 1,250 

C. Okc . 


£28,700 


L. Brier has not been credited with any interest since the partnership began 
five years ago. No interest on drawings or undistributed profits is to be taken 
into account. The Book Debts realized £13,600, the Stock-in-trade £4,900, an 
the Machinery' £2,800. An amount of £500 was also received for Goodwill, 
which has not appeared in the partnership books. Write up the necessary accounts 
to give effect to the above statements, assuming that all liabilities are discharge 
and that the costs of realization, amounting to £300, are also paid by cash. Show 
the closing of the partners’ Capital Accounts. The interest on L. Brier’s capita 
is to be reckoned for each year on the original figure of £8,000, and no mteres 
on interest need be taken into account. ( U.L.C.l.) 


9. The undermentioned errors were discovered in the books of J. Johnson 

Co., affecting the year ended 30th June. 

(1) April 20. A cheque received from W. Brown for £11 was posted to is 

credit as 1 Is. 
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(2) May 31. A Sale of £26 10s. Od. was credii *d correctly, but debited to the 

Customer’s Account as £20 6s. lOd. * 

(3) June 29. Goods were returned by R. Carr of the invoice value of 
£27 10s. Od., and were taken into Stock at £25, but the returns were not entered 

in the books until the following month. 

(4) June 29. The acceptance of Badart Freres to Johnson & Co.’s draft for 
£220 payable in Paris, and which had been discounted, was dishonoured. The 
acceptance was worthless, and the bankers debited Johnson & Co.’s account on 
the 1st July. 

Show how the adjusting entries should be made in J. Johnson & Co.’s books 
at the 30th June. (Chartered Accountants.) 


10. What, in your opinion, are the advantages and disadvantages of Card 
Ledgers? Lay down a short set of rules for the control of the cards and the 
guidance of die book-keeper. (Chartered Accountants.) 

11. From the following statement make out Trading Account, Profit and Loss 

Account, and Balance Sheet for the Motor Manufacturing Company, Limited, 
for the year ending 31st December. J 

Write off the whole of Preliminary Expenses and depreciate Plant and Ma¬ 
chinery, Office Furniture, Patterns and Patents at a uniform rate of 1\ per cent 
per annum, assuming figures for original cost of these assets. 

Add £2,000 to the Sinking Fund for redemption of Debentures and leave the 
Provision for Bad and Doubtful Debts at 5 per cent on Sundry Debtors. Stock on 
hand at the above date was taken at £10,087. 


Nominal Capital 80,000 
Shares of £1 each 
Subscribed Capital 60,000 
Shares of £1 each fully 
called . 

Calls in Arrear . 

Freehold Premises 
Plant and Machinery . 
Interim Dividend paid 
Debentures, 5% . 

Stock (1st January) 

Office Furniture 
Patterns • 

Patents . 

Goodwill . 

Sundry Debtors . 

„ Creditors 
Cash in hand 

Cash at Bank Current Ac¬ 
count .... 
Manufacturing Wages 
Repairs and Renewals 

Coal .... 

Gas and Water . 

Rates, Taxes, and Insurance 
Office Salaries . 

Travelling Expenses . 


£ 

80,000 


60,000 

1,000 

18,000 

20,000 

2,000 

20,000 

18,750 

625 

6,250 

3,750 

12,000 

37,500 

16,800 

150 

3,000 

30,000 

1,300 

2,225 

175 

1,250 

1,000 

1,325 


£ 

Cash at Bank on deposit . 12,000 

Balance to Credit of Profit 

and Loss (1st Jan.) . . 890 

Bills Payable . . . 15,500 

Sales .... 122,000 
Purchases .... 62,100 

Provision for Bad and 

Doubtful Debts . . 2,250 

Preliminary Expenses . . 400 

Sinking Fund for redemp¬ 
tion of Debentures . . 8,000 

N.B. This is represented 
by Investments to an equal 
amount, and there is one 
year’s interest on them at 
3£% per annum due, but 
unpaid, at the date of 
making up these accounts. 


General Expenses . . 475 

Discounts Allowed . . 2,120 

,, Received . . 1,780 

Directors’ Fees . . . 525 

Royalties paid . . . 450 

Interest on Bank Deposit . 300 

Bad Debts .... 150 

Debenture Interest . . 1,000 


12. P and Q. are in partnership, and their annual Accounts are made up to 
31st March. P died on 1st August following. Q. paid the total amount due to 
P’s representatives on 30th September. Their agreement provides that no interest 
is payable upon capital, but that on the death of a partner (which terminates 
the partnership) he is to be credited with a proportion of profit to the date of 
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death, based upon his share f->r the preceding year, and thereafter with interest 
upon his capital at 5 per cent per annum. Any other sum to his credit also carries 
interest at 5 per cent per annum. P’s capital, as shown by the last Balance Sheet, 
was £6,500. P’s profit for the preceding year was £750, and was still undrawn 
at the date of death. Show the separate amounts payable to him for capital, 
profit, and interest to that date. (Chartered Accountants.) 

13. On 1st January A admits B into partnership. The agreed value of the 
assets of A’s business is as follows— 


£ 

Leasehold Premises . . . 2,000 

Fittings and Furniture . . . 480 

Stock ...... 4,600 

Book Debts ..... 800 

Cash in hand .... 50 


His liabilities to trade creditors amount to £1,500, and his indebtedness to 
his Bankers is £2,950. Under the terms of partnership B pays £4,000 to his 
Bankers, of which £1,000 is credited to A as the purchase money of one-half 
of the goodwill. Draft the Journal entries for opening the books of the partnership. 

(Chartered Accountants.) 

14. On 1st January, the Balance Sheet of Ambrose & Co. was as follows— 


Sundry Creditors . . 5,000 

Bills Payable . . . 2,500 

Mortgage on Land and 

Buildings . . . 5,000 

Partners’ Capital . . 23,500 


£36,000 


Sundry Debtors 
Less Reserve . 


Bills Receivable 
Land and Buildings 
Plant and Machinery 
Horses and Vehicles 
Balance at Bank 
Stock on hand 
Work in progress . 


£ 

. 6,000 

. 100 

£5,900 
. 600 
. 10,000 
. 7,000 
. 500 

. 2,000 
. 8,000 
. 2,000 

£36,000 


By an agreement Messrs. Ambrose & Co., on 1st January v agreed to sell the 
business as a going concern to a company of the same name for the sum of £37,50 . 

The nominal capital of the company was £50,000, of which 10,000 shares o 
£1 each had been issued for cash, all paid on allotment. 

The purchase consideration of £37,500 was to be satisfied by the allotmen 
of £32,500 shares of £1 each and the payment of £5,000 in cash. 

The whole of the assets were included in the sale with the exception ° 
balance at bank, and the company was to take over the whole of the liabi i 
with the exception of the mortgage, which was to be discharged by the ven or . 

Included in the purchase price is an amount for goodwill. , 

(a) Frame the Journal entries to open the necessary accounts in the company 

books upon completion of purchase, giving narrations in each case. , 

(b) Draw a Balance Sheet, showing the company’s position ^t comp etion 

purchase. ( Cwtl Service.) 

15. The directors of a Limited Liability Company (having an authoriz^ 
capital of £120,000), issue a prospectus inviting applications forl00>0 
of £1 each, and stating that 10,000 shares will be issued in addition - s 

paid to the Vendor in part payment of purchase money. 2s. bd. per . 
payable on application, 2s. 6d. per share on allotment, 5s. P er i!?are t " a , offere d 
after allotment, and 10s. per share six months after allotment. The C p 
was over-subscribed by 10,000 (ten thousand) shares. The amount 
ment was received in full. The sum of £24,000 was received in respect ^ 
first, and £48,000 in respect of the second call. The purchase mo y 

to be £80,000, viz.— 
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£ 

Land and Buildings . . 35,000 

Stock and Work in Progress . 15,000 

Machinery and Plant . . 20,000 

Goodwill .... 10,000 


£80,000 


Make the Journal entries necessary to open the books of the company, and 
to record the payment of the instalments, stating where the details of calls in 
arrear should be found. (Chartered Accountants.) 

16. The Silver Ore Company, Ltd., was formed on 1st April, with an Authorized 
Capital of £60,000, divided into 30,000 Ordinary Shares of £1 each and 30,000 
5 per cent Cumulative Preference Shares of £1 each. The whole of the Ordinary 
Shares were issued and fully paid, but of the Cumulative Preference Shares 
22,000 only were issued, and of these 21,900 were fully paid, but on the remaining 
100 shares 15s. only had been paid. From the following Trial Balance prepare 
Balance Sheet, Trading Account, and Profit and Loss Account on 1st April 


following. 

Dr. 


Cr. 



£ 

s. 

d. 

£ 

d. 

Ordinary Share Capital .... 




30,000 - 

— 

Preference Share Capital .... 




21,975 - 

— 

Balance at Bank ..... 

10,550 

— 

— 



Crushing Plant and Machinery . 

4,000 

— 

— 



Cost to date of sinking Mine 

2,000 

— 

— 



Land ....... 

20,000 

— 

— 



Expenses of promotion of Company 

600 

— 

— 



Royalties paid ...... 

1,000 

— 

— 



Silver sold (cash) ..... 




17,000 - 

- 

Other minerals sold (including coal used by 






the Company) ..... 




950 - 

— 

Light Railway, cost ..... 

1,200 

— 

— 



Wages of Miners, etc. .... 

6.900 

— 

— 



Wagons ....... 

500 

— 

— 



Bank Interest ...... 




270 - 

— 

Advertising ...... 

500 

— 

— 



Carriage paid on Crushing Plant and 






Machinery ..... 

180 

— 

— 



Erection of Sheds, etc. .... 

1,500 

— 

— 



Legal Expenses ...... 

100 

— 

— 



Oil ........ 

200 

— 

— 



Repairs to Plant ..... 

90 

— 

— 



Coal bought ...... 

300 

— 

—• 



,, used from own Mines 

150 

— 

— 



Office Furniture ..... 

150 

— 

_ 



Salaries ....... 

2,000 

_ 




Interim preference dividend, paid 2nd Oct., 






5 per cent per annum, less tax 

521 

18 

2 



Cash in hand ...... 

53 

1 

10 



Directors’ Fees ...... 

700 

- 




Investment in Rosario Tin Mines, 2,000 






Ordinary Shares, £5 each, £4 paid 

8,000 





Brokers’ charges, etc., on same 

100 

__ 




Dividend received thereon .... 




320 - 


Deposit A/c at Bank. 3 per cent per annum . 

8,900 





Interest received to 31st December 




120 - 


Loose Tools ...... 

440 

— 

— 




£70,635 

— 

— 

£70,635 - 

— 
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Depreciate Plant and Light Railways at 15 per cent per annum. Wagoru 
are valued at £400, and Loose Tools at £300. Promotion Expenses to be charged 
over a period of three years. Value of Silver on hand, £1,500. On 21st December, 
the Directors decided to forfeit the 100 shares on which only 15s. has been 
Paid_up. (U.L.C.I.) 

17. 1 he following is a Trial Balance extracted from the books of the Pleasant 
Hotel Co., Ltd., on the 31st December, from which you are required to prepare 
Revenue Account and Balance Sheet. 

Nominal capital, £25,000, divided into 10,000 5 per cent Cumulative Prefer¬ 
ence Shares of £1 each, and 10,000 Ordinary Shares of £1 each, and 5,000 
Deferred Ordinary Shares of £1 each. 

Issued— £ s. d. £ s. d. 

8,500 5 per cent Cum. Preference Shares 

fully paid ...... 8,500 - - 

9,000 Ordinary Shares fully paid . . 9,000 


5,000 Deferred Ordinary Shares issued to 
Vendors as fully paid . 

Purchases—Beer, Wine, and Spirits, etc 

Provisions 
Wages and Salaries 
Rates, Taxes, Insurance, Licences, etc. 
Laundry .... 

Takings—Beer, Wines, Spirits, etc 
Sales of Food 

Coals .... 

Carriage and Porterage 
Sundry Trade Expenses 
Advertising 

Repairs .... 

Apartments 

Billiards .... 

Sundry receipts . 

Discounts received 
Transfer Fees 

Freehold Land and Buildings 
Furniture and Fittings (original cost £5,792) 
Stock on hand, 1st January— 

Beer, Wines, Spirits, etc. .... 

Provisions ...... 

Cash in hand ...... 

Parr’s Bank, Ltd. ..... 

Preliminary expenses of formation of 
Company ..... 

200 4£ per cent 1st Mortgage Debentures of 
£100 each ...... 

Debenture Interest paid less tax to 31st 
October ...... 

Profit and Loss Account, 1st January . 
Sundry Creditors ..... 

Investments ...... 

Goodwill at cost to Company 
Interim Dividend on Preference Shares, half- 
year to 30th June . . 

Reserve Fund ...... 

Debtors for apartments not yet entered . 
Additions to freehold ..... 


5,450 

4,580 

5,230 

1,890 

313 


129 

236 

584 

471 

208 


35,000 

3,671 

2,128 

320 

123 


12 11 


864 - - 


706 5 - 


5,069 - - 

10,000 - - 

200 2 1 

152 - - 

2,112 - - 


5,000 - 


7,862 

6,263 


8,191 

212 

159 

390 

6 


2,212 - 


20,000 - 


1,510 

4,980 


5,000 

152 


£79,437 - - £79,437 
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Reserve for Debenture Interest, less tax at Is. 2d. in the £; Wages and Salaries, 
£128. Stock, 31st December: Beer, Wines, Spirits, etc., £2,520; Provisions, £184. 

Depreciate Furniture and Fittings 5 per cent for the year: Land and 
Buildings nil. 

Also make out Profit and Loss Appropriation Account assuming that after 
the Ordinary shareholders arc allowed 10 per cent free of tax, it is suggested 
the Deferred Ordinary shareholders are to be paid a dividend of 10 per cent 
free of tax, and the balance carried forward to next year. 


(U.L.C.I.) 


18. 


THE WEEKLY DANNER, LIMITED 
TRIAL BALANCE— 31st March 


13,200) 


Cash Sales (Newspapers) 

Agents’ Sales .... 
Advertisements charged 
Cash in hand .... 

Agents’ Returns 
Sundry Printing Sales 
Advertisers’ Prepayments, unexhausted 
Copyright .... 
Machinery and Plant, 1st April (cost £ 
Freehold Property 
Office Furniture (cost £245) 

Bank ..... 

Revenue Surplus, 1st April . 

£7,000 Consols 2£ per cent at cost 
Reserve Fund A/c 
Discount allowed 
Paper, Ink, etc. 

Trade Expenses 

Wages ..... 

Discount received 
Bad Debts .... 

Interest on Consols (9 months received) 
Advertisements in other papers 
Fuel, etc. ..... 

Repairs ..... 

Rent of Branches, Rates, and Taxes 
Correspondence Fees 
Printing and Stationery 
New Plant bought 1st October 
Telephone .... 

Billposting and Carriage 
Insurance .... 

Postage and Telegrams 
Travelling Expenses . 

Share Capital 4,660 £10 shares £5 calle 
Bank Interest .... 

Creditors ..... 

Agents’ Balances 

Subscribers’ ,, . . . 

Advertisers’ ,, . . . 

Sales to Subscribers . 

Credit Balances 
Subscribers’ 10 £1 Shares “Yellow Press Co 
Ltd,” no value .... 


d up 


£ 

s. 

d. 

£ 

s. 

d 




642 

6 

2 




4,397 

13 

O 

V/ 




6,869 

18 

7 

53 

5 

5 



359 

9 

4 

12 

15 

3 




37 

9 

— 

2,000 

— 

— 




9,000 

— 

— 




4,000 

— 

— 




120 

— 

— 




3,630 

8 

— 

1,530 

7 

1 

5,869 

— 

4 






400 

— 

— 

103 

11 

1 




2,960 

13 

8 




170 

6 

10 




4,845 

13 

— 

379 

4 

3 

90 

17 

6 

123 

11 

11 

76 

7 

4 




157 

2 

4 




206 

16 

5 




129 

8 

8 




368 

2 

4 




108 

15 

6 




400 

— 

— 




78 

8 

11 




225 

16 

9 




48 

10 

— 




187 

12 

2 




195 

16 

10 

23,300 






125 

6 

— 




850 

— 

10 

579 

1 

5 




38 

4 

4 




2,758 

12 

5 

84 

1 

7 




10 

19 

S 

2 

— 

— 




18,763 

13 

7 

£38,763 

13 

7 


21—(B. 1405) 
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Wages owing, £95 16s. 4d. 

3 months’ interest less Tax @ Is. 2d. in £ due on Consols. 

The Stocks at 31st March are: Paper, Ink, etc., £324 10s.; Fuel, £3 10s. 
Telephone, £25 is prepaid. 

Provide £150 for estimated costs in Libel Action. 

,, £50 for Bad Debts. 

Depreciation on Plant 7£ per cent per annum. 

„ on Furniture 5 per cent per annum. 

Provide 10 per cent for allowances on Advertisers’ debts. 

Write down Consols to 79£ per cent. 

Provide Managers’ commission 5 per cent on year’s profits before crediting 
any interest or charging loss on Investments. 

Prepare Balance Sheet and Trading Account for year ending 31st March. 

(West Riding of Yorkshire.) 



CHAPTER XV (contd.) 

COMPANIES 


Section (D) 

Requirements of Companies Act, 1948, 
as to Contents of the Accounts 

The preparation of a Profit and Loss Account and Balance Sheet 
has been dealt with from the point of view of general layout in 
Chapter II and the recognized forms illustrated are merely those 
widely used by the Accountancy profession. 

In dealing with the accounts of limited companies, however, the 
requirements of the Companies Act, 1948, must be borne in mind. 
W hilst there is no fixed layout required by that Act, the accounts 
must give certain information. 

The Companies Act, 1929, contained provisions requiring certain 
information to be given in accounts, but they were inadequate. It 
was possible to produce a Balance Sheet to comply with that Act 
and yet give no information to the shareholders. 

As a result of the investigations and report of the Committee 
on Company Law Amendment—the Cohen Committee— 
appointed in 1943, the Companies Act, 1947, was enacted to 

amend the 1929 Act. The Companies Act, 1948, consolidated the 
two Acts. 

One of the main objects of the 1947 Act was to provide share¬ 
holders, creditors and the general public with as much information 
about a company as possible without prejudicing that company, 

and to that end the accounts were required to contain considerable 
detail. 

Perhaps the most important of all the provisions affecting the 
accounts is that contained in Section 149 (1) which states 

Every Balance Sheet oj a company shall give a true and fan view of 
the state of affairs of the company as at the end of its financial year , and 
every Profit and Loss Account of a company shall give a true and fair 
view of the profit or loss of a company for the financial year.” 

Lvery Balance Sheet of a company shall be signed on behalf of 
the board by two of the directors of the company, or if there is only 

one director, by that director. There are special provisions for 
Banking Companies (Section 155). 

Details of the information required to be given in the accounts are 

set out in the 8th Schedule of the 1948 Act. The main requirements 
are given below— 
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ADVANCED ACCOUNTS 


BALANCE SHEET 


(1) There must be summarized— 

(a) Authorized Share Capital. 

(b) Issued Share Capital specifying 

(i) The amount of redeemable preference shares issued and 
the earliest date on which the company may redeem them. 

(ii) The share capital on which interest has been paid out of 
capital (under Section 65) and the rate of interest unless the 
information is given in the Profit and Loss Account. 

(iii) The amount of any Share Premium Account. 

(2) There must be classified under separate headings appropriate 
to the company’s business— 

(a) Reserves. 

(b) Provisions. 

(c) Liabilities— 

(i) The general nature of the liabilities must be disclosed. 

(ii) If any liability is secured (otherwise than by the operation 
of law) in the company’s assets, the fact must be stated but the 
assets need not be specified. 

(iii) Particulars of debentures redeemed by the company 
which the company has power to re-issue must be given. 

(d) Assets— 

(i) The general nature ol the assets must be disclosed. 

(ii) Fixed assets are to be distinguished from current assets. 

(iii) The method used to arrive at the amount of the fixed 
assets under each heading is to be stated. 

If the amount of any of the above classes is not material it may 
be included in another class. If assets of different types are not 
separable thev may be included under the same heading. 

(3) The following must be stated under separate headings «> 

far as they are not written off— 


(a) Preliminary expenses. 

(b) Expenses of issuing shares or debentures. 

(c) Sums paid by way of commission in respect of s ares 

debentures. . 

(d) Sums allowed by way ol discount in respect of any ~~ 

(e) Sums allowed by way of discount on any issue of s ares. 

(4) The following must also be shown under separate headings 


(a) Trade Investments. 

(b) Other Investments , distinguishing— t u ose 

(i) Quoted investments which must be divided et\v , 

granted a quotation or permission to deal in a recognize 

Exchange and others. 

(ii) Unquoted investments. 


COMPANIES-CONTENTS OF THE ACCOUNTS 
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The aggregate market value of quoted investments is to be slated 
and also the Stock Exchange value if lower than market value. 

(c) Goodwill, Patents and Trade Marks (shown as one item) so 
far as not written off. 

(d) Aggregate outstanding loans to employees under Section 54, 
Companies Act, 1948. 

M Aggregate amount of bank loans and overdrafts. 

(f) The net amount (after deducting Income Tax) recommended 

for distribution by way of dividend. 

/ / 

(5) If any of the company’s debentures are held by a nominee 
of, or a Trustee for, the company the nominal amount and the 
amount at which they are stated in the books must be shown. 

(6) There must be stated by way of note, or in a statement or 
report annexed to the Balance Sheet, if not otherwise shown— 

(a) Options on Shares —If any person has an option to subscribe for 
shares in the company state— 

(i) Number, description and amount of the shares. 

(ii) The period of the option. 

(iii) The price to be paid for the shares. 

( b ) The amount of arrears of Fixed Cumulative Dividends bejore 
deduction of Income Tax (unless the dividends are tax free when 
the fact should be stated). Show the period for which dividends 
are in arrear. 

(c) Charges on the company’s assets to secure the liabilities of 
another person—particulars should be given including, where 
practicable, the amount secured. 

(d) The general nature of other contingent liabilities not provided 
for including, where practicable, the amount of such liabilities. 

( e) The amount of contracts for capital expenditure not provided 
for. 

( f) If the directors are of opinion that any of the current assets 
will not realize an amount at least equal to the value stated, in the 
ordinary course of business, the fact that they are of such opinion. 

(g) The basis of converting foreign currencies into sterling where 
the amounts of assets or liabilities affected are material. 

W The basis on which the amount set aside for U.K. Income Tax 
is computed. 

(0 Corresponding figures at the end of the previous year. 

Methods of Stating Fixed Assets. The normal method of 
stating fixed assets is to state— 

(1) Aggregate cost of the assets, or if the assets stand in the books 
at a valuation 

(2) Aggregate valuation; and to deduct from the cost or valuation 

(3) Aggregate depreciation written off. 
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If the figures before the 1st July, 1948, cannot be obtained without 
unreasonable expense or delay, the net amount at which the assets 
stand in the books at that date may be treated as the amount of a 
valuation at 1st July, 1948. 

In practice as few accounts are made up to 1st July, it is usual to 
treat the amount shown in the last Balance Sheet prior to 1st July, 
1948, as the “ Net Book Amount .” 

Exceptions to the normal method: (1) If the normal method 

would involve unreasonable expense or delay (e.g. where there are 
numerous small tools which cannot be listed individually). 

(2) If replacement is provided by making provision for renewals 
and charging the cost of replacement against it or by charging the 
cost of replacement direct to revenue. 

In such case state— 

(a) The means of providing lor replacement. 

(b) The amount of any provision not used. 

(3) Investments if the market value is shown. If there is no 
market value the value as estimated by the directors may be given. 

(4) Goodwill, Patents and Trade Marks. 

Reserves and Provisions. There must be stated separately 
(unless the amount is not material)— 

(1) Capital Reserves. 

(2) Revenue Reserves. 

(3) Provisions, other than for the depreciation, renewal or 
diminution in value of assets. 

The Board of Trade has power to dispense with a separate state¬ 
ment of provisions if not required in the public interest and if it 
would prejudice the company to disclose them. If this power is 
exercised any heading which includes a provision must indicate 

the fact. . . . , 

There must also be disclosed the source ol any increase in capi 

or revenue reserves or provisions or the application of any decrease 

in reserves. If any provision has been applied to a purpose other t an 

that for which it was set aside such application must be stated. 

PROFIT AND LOSS ACCOUNT 

There must be stated separately— .••if 

(1) Provisions for depreciation , renewals or diminution in value o 

fixed assets. 

If depreciation or replacement c 
method other than a depreciation 
the method must be stated. If no 
should be stated. 


xed assets is provided by some 
arge or provision for renewals 
preciation is provided the fact 
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(2) Interest on debentures and other fixed loans. 

(3) Taxation — 

(a) The charge lor U.K. Income Tax (including tax imposed 
elsewhere to the extent of relief from U.K. Income Tax). 

(b) The basis of the charge for U.K. Income Tax. 

(c) The charge for other U.K. tax on profits. 

(4) Amounts provided for the redemption of share capital. 
Amounts provided for the redemption of loans. 

(5) Reserves —amounts set aside or proposed to be set aside to or 
withdrawn from reserves. 

(6) Provisions —amounts set aside to provisions (other than for 
depreciation, renewals or diminution in value of assets) and amounts 
withdrawn from provisions and not applied for the purposes 
thereof. The Board of Trade has power to dispense with this (cf. 
the power in connexion with the Balance Sheet). 

(7) Investment Income , distinguishing income from trade invest¬ 
ments from income from other investments. 

(8) Aggregate Dividends paid and proposed; stating whether or 
not the amount is subject to deduction of income tax. 

(9) Auditors' Remuneration , if not fixed by the company in general 
meeting. Expenses arc deemed to be remuneration. 

(10) Corresponding Figures for the previous year. 

(11) Any material aspects in which items shown in the Profit 
and Loss Account are affected by transactions of a sort not usually 
undertaken by the company or by circumstances of an exceptional 
or non-recurrent character or by a change in the basis of accounting. 


DIRECTORS’ EMOLUMENTS 

In addition to these requirements Section 196 of the Companies 
Act, 1948, requires the accounts to show— 

(1) The aggregate amount of directors' emoluments — 

(a) For services as a director either of the company or of a 
subsidiary. 

( b ) For other services. 

The term “emoluments” includes any sum paid by way of 
expense allowance in so far as it is charged to U.K. Income Tax 
contributions under pension schemes and benefits in kind. 

(2) The aggregate of directors' or past directors’ pensions, distinguishing 
pensions for— 

(a) Services as a director of the company or of a subsidiary. 

( b) Other services. 

Pensions receivable under a pension scheme the contributions 
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to which are substantially adequate for its maintenance, shall not 
be included. 

(3) The aggregate amount oj compensation to directors or past directors 
in respect of loss of office, distinguishing 

(a) Compensation for the loss of office of director. 

(b) Compensation for the loss of any other office. 

In stating any of the above, all sums must be included whether 
paid by the company or by any other person. In the case of com¬ 
pensation the accounts must distinguish between amounts paid 
by the company, by a subsidiary or by any other person. 

For the purpose of this section a subsidiary includes any company 
to which a director is nominated by the company whether it is a 
subsidiary or not for other purposes of the Act. 


LOANS TO OFFICERS 

Section 197 of the Companies Act , 1948, requires the accounts to 
show 

(1) Loans made during the company’s financial year by the 
company, or by a subsidiary or under guarantee from the company 
or a subsidiary— 

(a) To officers of the company. 

(b) To any person becoming an officer after the loan was made, 

including loans repaid during the year. 

(2) Loans made before the commencement of the financial year 

and outstanding at the end of it. 

The following are not to be included— 

(a) Loans made in the ordinary course of business of the company 
or its subsidiary if such business includes the lending of money* 

(b) Loan bv a company or its subsidiary to an employee if t e oan 
does not exceed £2,000 and is certified by the directors of the com¬ 
pany or its subsidiary to be made in accordance with a prac 
adopted or about to be adopted with respect to loans to emp oye , 
not being in either case a loan made by the company on the guar 

of or on a security from a subsidiary or vice versa. f 

The Board of Trade is given power to modify the re 9 uir ^ 
of the Act (except that requiring a true and fair view) as 0 
to be stated in the accounts for the purpose of adapting 
the circumstances of a company. The consent of t e comp 

directors is necessary. (Section 149 (4).) Arrount 

An illustration of a Balance Sheet and Profit an _ j n 

drawn up to comply with the foregoing requiremen s i 

the following pages. 
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Balance carried forward 



BALANCE SHEET AS AT 31st DECEMBER, 19. 
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QUESTIONS 

1. What arc the requirements of the Companies Act, 1948, as to “fixed’ and 
“Boating”’ assets? 

2. How is stock and work in progress usually valued lor Balance Sheet purposes ? 

3. The Companies Act, 1948, requires that certain assets, in so far as they 
appear in the books of a company, must be shown quite separately on the Balance 
Sheet. Enumerate these assets. 

4. Say what you know of the legal requirement as to the signing and dis¬ 
tribution of the Balance Sheet. 

5. In what circumstances may shares be issued at a discount and how is the 
discount treated (a) in the books and ( b) on the Balance Sheet ? 

6. Whilst dividends may not be paid out of capital, there is, in fact, one 
exception to this rule. When is a company allowed to pay interest on its shares 
out of capital and who sanctions such payments? 

EXERCISE XV (D) 

1. The Loamshire Manufacturing Co., Ltd., was registered with a Nominal 
Capital of £70,000, divided into 50,000 Ordinary Shares of £1 each and 20,000 
6 per cent Preference Shares of £1 each. 


Dr. Cr. 



£ 

j.j 

d) 

£ 

s. 

d. 

Ordinary Shares ...... 





— 

— 

Preference Shares ...... 




20,000 

— 

— 

Unpaid Calls—Preference Shares 

200 

— 

— 




Freehold Premises ...... 

30,000 

— 





Debtors and Creditors . . . • 

4,320 

— 

— 

6,728 

— 


Rates, Taxes, and Insurance (Factory, £1,025; 







Office, £135) ...... 

1,160 

— 





Machinery and Plant (cost less Sales, £31,620) . 

19,580 

— 

— 




Rent of Offices sublet ..... 




150 

— 

— 

Factory Wages ...... 

13,243 

! — 





Office Salaries and Directors’ Fees 

6,421 

— 

— ' 




Purchases ....... 

42,345 

— 





Stock, 1st July, 19.. 

18,227 

— 

— 




Sales ........ 




76,529 


— 

Discount (Balance) ...... 

982 






Carriage (Inwards, £625; Outwards, £1,216) . 

1,841 






Bad Debt Reserve, 1st July, 19.. 





— 

—. 

Investment: 15,000 £1 Shares in Loamshire 







(Components), Ltd. . . . . . 

15,000 

— 





Profit and Loss Account (Balance, 1st July, 19..) 




4,825 

—. 

— 

Dividend received on Investment 







Repairs to Premises . . . . ., 

145 

— 

— 




Loose Tools 

210 

— 

— 




Returns (Sales and Purchases) .... 

927 

— 


423 

— 

— 

Cash at Bank ....... 

756 

— 





Heating, Lighting and Fuel (Factory, £3,422; 







Office, £626) ...... 

4,048 

— 






£159,405 

1 


£159,405 
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From the Trial Balance extracted from the books of the Company as on 
30th June, 19. you are required to prepare Manufacturing and Profit and Loss 
Accounts for the year ended 30th June, 19.., and a Balance Sheet as on that date. 

When preparing the necessary accounts the following matters must be taken 
into consideration— 

(1) Bad Debts Provision is to be adjusted to 5 per cent of the Sundry Debtors 
at 30th June, 19... 

(2) The following valuations were made as on 30th June, 19..: Stock, £21,342: 
Loose Tools, £195. 

(3) Depreciation at 10 per cent is to be provided on Machinery. 

( 4) Rent due in respect of Office sublet (£50) for Quarter to June has not 
been received. 

(5) Office Salaries £127, and Factory Wages £325, were due as on 30thjune, 
19. and had not been paid. 

(6) Insurance paid in advance amounted to £64 (Factory, £48; Office, £16). 

(R.S.A.) 


2. On 31st December, the Trial Balance of John Stephens & Co., Ltd., stood 
as follows. Prepare a Profit and Loss Account, and Balance Sheet, after making 
necessary adjustments. 

The Company was registered on 15th December, and commenced trading 
on 1st January. The Capital of the Company is £80,000, divided into 30,000 
5 per cent Cumulative Preference Shares of £1 each and 50,000 Ordinary 
Shares of £1 each. The whole of the Preference Shares and 40,000 of the Ordinary 
Shares have been issued. The Preference Shares are fully paid and 15s. per 
share has been called up on the Ordinary Shares. The dividends upon the 
Preference Shares are payable 1st April and 1st October. 


Mortgages at 4% per 
annum . 

Sundry Debtors . 

Patent Rights, two 
years expired . 
Royalties . 

Interim Dividend paid 
on Preference Shares, 
less tax, 1st October 
Sundry Creditors 
Chief Rents Dr. . 

Rent of Cottages Cr. 
Land and Buildings 
Plant and Machinery 
Office Furniture . 
Goodwill . 

Cash in hand 


£ 


s. d. 


10,000 - - 

9,507 3 9 

3,000 - - 
294 811 


1,073 8 9 
7,194 - 9 
12 4 8 
102 9 6 
17,600 - - 
28,896 14 - 
412 10 - 
10,526 5 4 
78 4 6 


Bank 

Interest 

Interest on Mortgages 
to 30th June, less tax 
Directors’ Fees . 
Management and Office 
Salaries 
Transfer Fees 
Wages 

Formation Expenses . 
Calls in Arrear . 
Suspense Account Dr . . 
Sales 

Cottages . 

Trade Expenses . 
Purchases . . 


£ 

4,493 

408 


s. d* 
2 8 


190 16 8 
350 - - 


1,530 - 
1 12 
20,921 11 
2,397 18 
50 - 
1,316 12 
84,326 10 
2,000 - 
6,772 6 
49,793 4 


6 

8 

2 

9 

1 

2 

10 


The Stock at 31st December was £3,197 16s. an d Plant, 

Write 2£ per cent off Land and Buildings, 6 per cent off Mach * , y ? , eT ccn t 
10 per cent off Goodwill, 25 per cent off Formation Expenses, a iy ^Q.1) 
Furniture. 
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3. Messrs. John Bolton & Co., Ltd., was registered as a limited company 
in 19... The nominal Capital of the Company consists of 75,00U Ordinary 
Shares of £1 each. The Company is also empowered by its Memorandum of 
Association to issue 250 Debentures of £100 each, carrying interest at the rate 
of per cent per annum. 

The books were balanced as on 31st December, on which date the Stock in 
hand was valued at £11,840. 

The Ledger Balances were as follows— 

£ 



Share Capital (Issued 50,000 Shares of £1 each with 15s. per 
share called up) 

Calls paid in Advance 

Mortgage Debentures (Issued 100 Debentures ol £100 each) 
yk Unpaid Calls, Ordinary Shares 
J Stock (1st January) 

Cash in hand 
Cash at Bankers 
Purchases . 

*/ Sales 

Trade Charges 
* Wages 
■y Salaries 

% Travelling Expenses 
^ Rates and Taxes 
/ Insurance (Fire) 

Reserve Fund . . 

^Discount (debit balance* 

Returns from Customers 
'■'Returns to Creditors . 

Bad Debts written oil 
Interest paid on Debentures 
Freehold Land and Buildings 
Machinery and Plant . 

Patents .... 

- Sundry Debtors A. 

Sundry Creditors v ' . 

X Bad Debts Provision (1st January) 

Profit and Loss Account (balance 1st January) 

Dividend (paid on Ordinary Shares on 14th February) 


37,500 
125 
10,000 
250 

9.875 
60 

3,104 
32,960 
61,842 
982 
19,462 
1,291 
871 
321 
195 

6.800 X 
829 

1,482 
3,421 
348 
450 ^ 
22,280 

17.800 
1,200 

20,140 

11,861 

940 

3,286 

1.875 




k/ 


The following adjustments are necessary— 

pC (1) Provide for Depreciation on the Machinery and Plant at the rate of 10 per 
cent, and on the Patents at the rate of 15 per cent. Assume original cost values. 
(2) Make a provision of 5 per cent for Bad and Doubtful Debts 
X Y (3) Carry forward £50 of the amount paid for the Fire Insurance, repre¬ 
senting the unexpired period covered by the premiums. 

(4) It was decided by the directors not to add to the Reserve Fund, but a 
^ bonus of 5 per cent on the net profits for the year was voted for distribution 
/^amongst the departmental managers. Provide for this before closing the accounts. 
Prepare Trading and Profit and Loss Accounts for the year ended 31st 
December, and a Balance Sheet as on that date. {London Chamber of Commerce.) 
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ADVANCED ACCOUNTS 


4. Yorkshire Tweed Co., Ltd., Nominal Capital, £10,000, divided into 5,000 
6 per cent Cumulative Preference Shares of £1 each, and 5,000 Ordinary Shares 
of £1 each. 


LEDGER BALANCES (31st December) 

Preference Share Capi¬ 
tal, 3,000 Preference 
Shares fully paid 

Ordinary Share Capi¬ 
tal, 4,119 Ordinary 
Shares fully paid 

First Mortgage Deben¬ 
tures, 4% 

Machinery Account (1st 
January) 

Machinery (additions 
during year) . 

Freehold Mill 

Engines, Boilers, and 
Shafting (1st Jan.) . 

Cards, Bobbins, etc. 

(1st January) . 

Do. (additions during 
year) 

Materials A/c 

Dyeing and Finishing . 

Carriage 

Trade Expenses . 

Motive Power 


Wages 

Mill . . . . . • • 

Mechanics and Joiners employed in Repairing 


£ 

s. 

d. 

Rates, Gas, and Insur¬ 

£ 

5. 

d. 




ance 

203 

9 

6 

3,000 

— 

— 

Profit and Loss A/c (1st 







January) Dr. . 

20 

11 

2 




Repairs 

176 

14 

2 

4,119 

— 

— 

Debenture Interest to 







30th June 

40 

— 

- 

2,000 

— 

— 

Trading Account, Stock 







(1st jan.) 

3,519 

4 

6 

4,000 

— 

— 

Dividend A/c 

90 

— 

— 




Commission A/c . 

519 

11 

8 

200 

— 

— 

Bank Charges 

32 

11 

1 

3,000 

— 

— 

Sales 

32,106 

14 

5 




Sales Ledger Balances . 

6,000 

— 

9 

500 

— 

— 

Purchase Ledger Bal- 







ances 

4,810 

9 10 

900 

— 

— 

Discount on Sales 

511 

15 

8 




Bad Debts A/c Cr. 

116 

9 

3 

300 

— 

— 

Bills Payable 

2,220 


A 

18,469 

15 

7 

Cash . i 

32 

11 

9 

1,216 

3 

6 

Bank Cr. 

988 

6 

5 

r\ 

533 

1 

10 

Discount on Purchases. 

371 

9 

9 

195 

12 

4 





691 

7 

8 








£ s - d ■ 

£ 

s. 

d. 


8,437 

142 


16 

1 


9 

9 


8,579 18 6 


Stock, 31st December, £3,699 19s. 7d. Depreciation: write off Machinery 
71 per cent per annum; Engines, Boilers, and Shafting, 10 per cent per ann > 
Cards, Bobbins, etc., 25 per cent per annum; Additions to be depreciae 

half a year: Provide 3 per cent oi Debtors Balances lor Discount an 
for Bad Debts Provision, 5 per cent of Creditors’ Balances for Discoun • » 

into account the following: The Rent of Telephone, £10, has been c 
to Trade Expenses, and paid for year ending 30th September next, ns * 
the Fire Policy for £8,000 at a premium of 10s. per cent, expires at Midsum 
next; Rates, the District Rate for half-year ending 31st March next, * 

paid or entered in the books; this rate is 2s. in the £ on th J rateab Director 
the mill, £200; Preference Dividend paid up to 30th June; Managing 
is entitled to 10 per cent bonus on the net profit for the year after chargmg 
Debenture Interest. You are required to prepare Trading and P 
Account and Balance Sheet, assuming any necessary hgures^^ ^ rorks hire.) 

5. Draw up a Trading and a Profit and Loss Account!^ 

Sheet as at 31st December, of the Oil and Gas Motor Co., from tne 

information— 




COMPANIES—CONTENTS OF THE ACCOUNTS 
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LEDGER BALANCES (31st December) 


£ 

Land and buildings . . 5,000 

Machinery and Plant . . 8,800 

Patterns .... 3,300 

Stock-in-Trade (1st Jan.) . 9,000 

Office Furniture and Fittings . 400 

Loose Tools (1st January) . 2,500 

Patents .... 1,000 

Sundry Debtors . . . 10,500 

Cash in hand . . . 100 

Profit and Loss Account 

(1st January) Dr. . . 4,270 

Subscribed Capital . . 20,000 

Debentures 6% . . . 15,000 

Sundry Creditors . . . 7,000 

L. and N. Bank, Ltd., Over¬ 
draft .... 900 

Sales ..... 40,000 
Purchases .... 19,000 
Manufacturing Wages . . 11,800 



£ 

Erecting, Fitting, and Carriage 

2,400 

Repairs, Renewals and Main¬ 


tenance .... 

800 

Coal, Coke, Gas and Water . 

450 

Printing, Advertising, and 


Stationery 

250 

Rent, Rates, Taxes, and 


Insurance 

260 

Travelling and Commission . 

1,400 

General Expenses 

450 

Discounts and Bad Debts 


Provision (1st January) 

200 

Directors’ Fees 

100 

Interest on Debentures . 

900 

Bank Interest and Com¬ 


mission .... 

70 

Legal and Accountancy 


Charges .... 

150 

Royalties Paid 

200 


Write off depreciations from: Land and Buildings 3 per cent, Machinery and 
Plant 5 per cent, Patterns 10 per cent, Patents 10 per cent, Office Furniture 
5 per cent, and make a provision of 6 per cent on the Sundry Debtors for Discounts 
and Bad Debts. Assume values for original cost of fixed assets. 

On 31 st December, the Stock was valued at £9,500, and the Loose Tools at 
£2,300. (Chartered Accountants.) 

6. A and B, without being in partnership, enter into Joint Ventures outside 
their respective businesses for the purchase and sale of imported food-stuffs. 
Each conducts part of the transactions after conference with the other, and 
they agree to have half-yearly settlements, on the basis of cash transactions 
bearing interest at 5 per cent. 

The following items represent their dealings for the half-year ending 30th 
June— 

2. B buys on two months’ terms, Currants, £400. 

3. A pays Dock Dues on same, £10. 

30. A buys for Cash, tinned Salmon, £180. 

1. B sells Currants and receives Cash, £480, less 2$ per cent. 

,, 2. B pays for Currants, less one month’s Interest at 5 per cent per 

annum. 

Mar. 7. A sells for Cash, Salmon, £100, less 1£ per cent discount. 

12. A sells on Credit, Salmon, £40. 

17. A buys Almonds, £200. 

April 1. B buys Figs, £100. 

2. B pays Freight on Figs, £5. 

6. B pays Railway Dues on Salmon, £4. 

18. A sells Almonds, £80, less 24 per cent. 

21. A sells Almonds, £35. 

21. A receives Cash for Almonds, £78. 

1. B sells whole consignment of Figs for Cash, £95. 

3. A sells for Cash balance of Salmon, £30. 

15. A sells for Cash balance of Almonds, £90. 

Prepare Accounts showing how matters stand between A and B on 30th June. 

(Incorporated Accountants.) 


Jan. 


>5 

Feb. 


5 J 










?> 




May 


5 ) 
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ADVANCED ACCOUNTS 


7. How would you recommend the organizing of a book-keeping system 

of a manufacturer's business, so that the Personal Account Ledgers could be 
separately agreed? ( Chartered Accountants.) 

8. What is the percentage rate of Gross Profit on— 

(1) The sale price of goods purchased for the sum of £1,000, and sold for 

£1,333 6s. 8d.? . . . . 

(2) The purchase price of goods bought for £783 6s. and sold for £979 2s. bd.. 

(Chartered Accountants.) 

9. Describe the system of book-keeping most suitable to one of the following 

businesses: Manufacturer , who pays for his materials by Bill at end of each month, 

pays for all items of the nature of expenses by cheque weekly; occasionally hands 

over to his creditor a customer’s acceptance. Or Retailer , whose sales are almost 

entirely for cash; he pays all his accounts at end of following month; all cas 

goes through Bank; he wishes to ascertain in one set of Books the gross results of 

his trading, separating the goods into three departments. . 

S ! ( West Riding of Yorkshire.) 

10. From the following particulars compile the accounts for the year ended 
31st December, to be submitted to the Annual Meeting of the members o a 
Golf Club. 


Entrance Fees and Subscriptions received on account of last year 
(these were estimated at £9 9s.) 

Subsciptions received 
Entrance Fees received 
Entrance Fees and Subscriptions received on account of next year 

Locker Rents received 
Green Fees received 
Expenses, including Rent, for current year (of these £800 have 

been paid) . . . . • • • • * 

Liabilities of last year, paid this year (these were estimated at £70) 
Subscriptions owing for current year £21, taken as 
Stock (House Account) . 

Capital Expenditure, including Lease, last year . 

,, ,, this year . 

,, ,, written off . . • ... 

Profit on House Account, including Refreshments, after providing 

for the Staff' 

Cash in hand 


Renewals paid 
Interest paid 

Loan on security of Lease 
Surplus from last Account 
Fee to Treasurer’s Clerk for current year, not paid 


£ i- 
10 10 
1,050 - 
73 10 
52 10 
35 - 
120 - 

900 - 
60 - 
12 12 
150 - 
1,000 - 
200 - 
250 - 


d. 


50 - - 
124 18 - 
91 3 - 
20 - - 
500 - ' 
494 - - 
20 - " 
Accountants.) 


(Chartered 

11. The following was the Balance Sheet of a firm upon dissolutioftofP ar “ er 
ship, “A” retiringf “B” continuing the business The partners shares 
Capital and Profits were A, three-fourths; B, one-fourth. ^ 


Capital A 
Capital B 
Loan from A 
Creditors 
Reserve 


£ 

9,000 

3,000 

2,000 

1,800 

1,200 


£17,000 


Freehold 
Debtors 
Cash . 
Stock 


12,000 

3,000 

1,000 

1,000 


£17,000 
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A agreed to buy the Freehold for £10,000. The Stock was taken over by B 
at 10 per cent discount. The debtors realized 86 per cent of their value. The 
costs of the liquidation exclusive of the above deficiencies were £470. What did 
each partner receive? Show Cash Account, Liquidation Account, and Partners 
Accounts. (Chartered Accountants.) 

12 Explain the difference between a Trading Account and a Profit and Loss 
Account, and state in which account you would place the following items, giving 

your reasons— 

Purchases, 

Debenture Interest, 

Wages, 

Sales, 

Discounts, 

Directors’ Fees, 


Carriage and Freight, 

Allowances, 

Commission, 

Stocks on hand, 

F uel, 


Depreciation, 
Bad Debts, 
Advertising, 
Returns, 
Packages. 


{Chartered Accountants.) 

13. The Speedy Motor Cab Co., Ltd., was registered with a Nominal Capital 
of £30,000, divided into 10,000 Ordinary Shares of £1 each, and 20,0C0 6 per 

cent Preference Shares of £1 each. 

From the following “Trial Balance” prepare Trading and Profit and Loss 
Accounts for the year ended 31st December, and a Balance Sheet as on that 

TRIAL BALANCE 


Dr. 


Cr 


Ordinary Share Capital Account . 
Preference Share do. 

Calls in arrear on Preference Shares 
Stock in hand (1st January) 

Cash in hand • 

Bank Overdraft . 

Cab Earnings .... 
Salaries . 

Tyres . 

Insurance . 

General Expenses 
Plant and Machinery (cost £2,090) 
Fixtures and Fittings (cost £1,045) 
Taxicabs (cost £37,600) 

Debtors and Creditors 

Provision for Renewals (1st January) 

Profit and Loss Account (Balance, 1st 

January) .... 

Rent of Taximeters 
Licences . 

Petrol (less Payments by Drivers) 
Training Drivers 
Washing and Cleaning Cabs, etc. 
Repairs ..... 
Rent, Rates, and Taxes 
Lighting . 

Directors’ Fees .... 
Preliminary Expenses . 

Legal Expenses and Audit Fee 


1 

£ 

s. 

d. | 

l 

s. 

d. 




10,000 

— 

— 




18,267 

— 

— 

8 

10 

— 




1,305 

8 

7 




28 

9 

3 







603 

5 

4 




18,697 

19 

5 

1,187 

10 

3 




4,906 

3 

11 




1,521 

8 

— 




278 

9 

— 




1,451 

9 

— 




1,126 

17 

— 




28,000 

— 

— 




89 

17 

3 

710 

2 

— 




500 

— 

— 

748 

3 

5 




465 

10 

— 




312 

8 

— 




874 

8 

6 




103 

5 

4 




2,606 

8 

2 




1,810 

12 

5 




953 

8 

7 




189 

5 

4 




250 

— 

— 




458 

9 

6 




102 

5 

3 




£48,778 

6 

i. 6S3S 

i 

1 9 

■ - 

1 

£48,778 

■i 

6 

1 

9 
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ADVANCED ACCOUNTS 


Before preparing the Accounts, the following adjustments are necessary— 
Charge Depreciation on P.lant and Machinery, and Fixtures and Fittings, 

at 10 per cent per annum. 

Charge Depreciation on Taxicabs at 5 per cent per annum. 

Provide for Renewals, £500. 

,, ,, Rates owing, £18 7s. 6d. 

>, ,, Insurance paid in advance, £170 Is. 6d. 

The takings of the cabs on 30th and 31st December amounted to £471 8s. 3d., 
but were not paid in by the Drivers until 1st January. 

Write off' one-third of the Preliminary Expenses Account. 

The value of the Stock in hand as on 31st December was agreed at £1,486 
10s. 9d. (R.S.A.) 

14. A limited Company has a nominal Capital of £250,000, in 25,000 shares 
of £10 each. Of these, 4,000 shares were issued to the vendors as fully paid, 
8,000 shares were subscribed for by the public, and during the first year £5 
per share was called up. 2,000 shares were issued, as fully paid, to persons other 
than the vendors, in payment for property purchased. On the 8,000 shares 
subscribed for by the public there had been paid at the end of the first year— 

On 6,000 shares, the full amount called. 

,, 1,250 shares, £4 per share. 

,, 500 shares, £3 per share. 

,, 250 shares, £2 per share. 

The directors forfeited the 750 shares on which less than £4 had been paid. 

You are required to submit Journal and Cash Book entries recording the 
capital transactions of the company, and to set out the capital as it should appear 
in the Company’s Balance Sheet at the end of the first year. 

(London Chamber of Commerce.) 


15. The nominal Capital of the Richmond Co., Ltd., consists of 100,000 shares 
of £1 each. The whole of these shares were issued and were fully called up in 
four equal instalments of 5s. each. 

On 12th February, after due notice, the directors passed a resolution forfeiting 
the 1,000 shares held by Mr. W. A. Richardson, the final instalment due upon 
his holding not having been paid. 

On 1st May, the 1,000 shares referred to above were issued, as fully paid, to 
Captain Hayward, who paid £500 for them. , 

Give the entries necessary to record these transactions in the Company s 
books. (London Chamber of Commerce.) 


16. The Blakewell Manufacturing Co., Ltd., issued debentures to the extent 

of £10,000 at 5 per cent discount. The underwriting costs, etc., amounted to 

2£ per cent on the issue. Show how these transactions would appear in t e 

books of the Company and in the Company’s Balance Sheet, assuming t ia 

neither the discount on the issue nor the underwriting costs, etc., had been written 

off on the date on which the Balance Sheet was prepared. 

(London Chamber of Commerce.) 


17. The Golden Hill Co., Ltd., has a balance of £18,000 to the credit of Profit 
and Loss Account on 31st December last. On 1st February, it was reso ve 
appropriate the amount as follows— 

£3,600 to Reserve Fund. n „ f rr 

Dividend of 10 per cent (less Income Tax, 5s. in the £1) on 10,000 Pre 

Shares of £5 each fully paid. __ _ _cu^rrs 

Dividend of 15 per cent (free of Income Tax) on 10,000 Ordinary 

of £5 each fully paid, and carrv the balance forward. . . . __„ n t 

You are requested to make out (1) Profit and Loss; App r °p n a io unt [ 

(2) Dividend Account, (3) Income Tax Account, and (4) Reserve 
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18. Explain the method ol calculating and apportioning profits or losses prior 
to incorporation. A company acquired profits up to 30th June amounting to 
£8 000; the date of the incorporation of the company being given as 30th April; 
whereas the company took over the assets and liabilities of the concern as on 
1st January. Apply the rules of apportionment and determine what part of the 
profit must be capitalized and what part taken to “credit” of Profit and Loss 
Account. The turnover for the six months ended 30th June was £24,000; hall 
of which amount was earned up to the date of incorporation. 

19 The nominal Capital of Messrs. Brownson & Co., Ltd., consists of 8,000 
shares of £1 each, and 15s. per share has been called up, all of which have been 
issued, but 80 shares were forfeited on the 1st February. On the 31st March, the 
Ledger Balances were as follows— 

Capital paid up . 

Bills Payable 
Sundry Creditors . 

Bad Debts . 

,, Provision 

Cash . 

Stock (1st April) . 

Reserve Account . 

Bank Cr. . 

Horses, Carts, etc. 

Preliminary Expenses . 

Discounts Dr. 

Bills Receivable . 

Forfeited Shares A/c 

Plant and Machinery 

„ —original 

cost £1,610 

l'hc Stock at the date of abstracting the above balances amounted to £2,456; 
Wages (unpaid), £50; Interest on Bank overdraft, £36. Bring up the Bad Debts 
Provision to 5 per cent on Sundry Debtors. Also provide £60 for Depreciation 
of Plant and Machinery. 

On the 1st April, it was decided to spread the Preliminary Expenses over a 
period of six years; the amount originally was £600. 

After making the necessary adjustments, prepare Frading and Profit and 

Loss Accounts and Balance Sheet. 

20. A charitable society submits the following figures, from which you are 
asked to prepare such accounts as you think desirable for submission to its members. 


Cash Account for Year to 3 1st December, 19.. 

£ £ 

Subscriptions . . . 2,070 Bank Overdraft, b/f . . 17 

Subscriptions (in advance) . 10 Wages .... 1,862 

Legacy for Building . . 150 Rates, Heat, and Light . . 205 

Income-tax Reclaim . . 17 Committee Expenses . . 10 

Investments Realized (Cost Secretary’s Expenses . . 27 

£1,000) .... 1,206 Building- 

Donations for Building . . 600 Cost of Premises . . 1,698 

Dividends .... 42 Furnishing . . . 270 

Bank Balance, c/f. . . 6 

£4,095 £4,095 


5,940 Profit and Loss A/c Cr. . . 100 

1,000 Interim Dividend . . 750 

2,079 Premises A/c . . . 2,000 

220 Salaries .... 1,200 

120 Sundry Debtors . . .3,172 

95 Directors’ Fees . . 200 

2,056 Furniture and Fittings . . 412 

500 Wages .... 5,802 

900 Sales.11,568 

478 Purchases .... 1,525 

500 Carriage .... 250 

126 Travelling Expenses . . 607 

1,488 Rates, etc., for the half-year 

10 ended 30th Sept, last . 50 

1,286 
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ADVANCED ACCOUNTS 


Secretary’s expenses outstanding amount to £20, and a balance of £120 is 
due on the building contract. It is desired to write off 10 per cent of the expendi¬ 
ture on furnishing. No legacies have been received in previous years, and only 
Cash Accounts have been prepared in the past. (Chartered Institute of Secretaries.) 

21. Y, Z & Co., Ltd., is a business having two factories, one in London, where 
the head office is, and the other in Birmingham. Separate sets of books are kept 
at each place, and each branch prepares its own Profit and Loss Account; all 
fixed assets, however, are recorded in the London books. When closing the 
Accounts the balance of the Profit and Loss Account in the Birmingham books 
is closed by transfer to the credit of London Current Account. 

The following were the balances standing on the two sets of books after the 
closing off of the respective Profit and Loss Accounts as on 31st October, 1948. 

You are required to prepare the company’s Balance Sheet as on 31st October, 
1948. 

Also set out the Journal entries in both sets of books to record the year’s deprecia¬ 
tion (say, £850) on the plant and machinery at Birmingham. (Such depreciation 
has already been written off before arriving at the figure given in the list of 
balances.) 

BALANCES 

Ordinary Shares, 240,000 of 10s. each (authorized 
£200,000). 

7 per cent Preference Shares, 30,000 of £1 each (author¬ 
ized £100,000). 

Calls in arrear on Preference Shares .... 

8 per cent Debentures ...... 

Discount on Debentures ...... 

Trade Creditors ....... 

Expenses accrued ....... 

Expenses paid in advance . . . • . 

Birmingham Current Account {Dr. Balance) . . £ 

London Current Account (Cr.) . . . 12,906 

Less Cash in Transit .... 2,000 

Sundry Debtors . ...... 

Bad Debt Provisions ....... 

Staff Pensions Fund ....... 

Staff Pensions Fund Investments ..... 

Profit and Loss Account to 31/10/47 {Cr. Balance) . 

Dividends paid ..... . • 

Profit and Loss for year to 31/10/48 {Cr. Balance) 

Cash and Bank Balances ...... 

Freehold Premises 

Plant and Machinery .....•• 

Vans, Horses, and Lorries ....*• 

Stock, 31/10/48 . . •. 

Share Premiums 

£459,132 £37,980 

(London Chamber of Commerce.) 


London Birmingham 

£ £ 
120,000 

30,000 

140 

40,000 

6,000 

4,388 3,194 

1,947 422 

309 I 46 

12,906 


12,345 

400 

5,340 

5,340 

8,157 

9,300 

7,334 

8,757 

80,000 

61,750 

3,547 

29,172 

12,000 


10,906 

9,615 

250 


4,218 

2,717 


6,512 
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22. A Limited Company purchased machinery at a cost oi £2,00() on 1st 
January, 1945. At the same time, the Directors decided to take out a Policy of 
Assurance for that amount in order to provide moneys wherewith to replace the 
asset at a later date. The annual premium was £200, and the first was paid on 
1st January, 1945. It was also decided to maintain the Policy at the surrender 
value in the books of the Company. The surrender value was £50, £180, and 
£320 at the end of each of the first three years respectively. You are asked to 
show the Machinery Account, Policy Account, and Asset Redemption Account, 
duly balanced, as they would appear in the Company’s books for the first three 
years. ( U.L.C.I .) 


23. A merchant has bought goods due as under— 

£400 due 73 days before 30th June. 

£250 ,,37 ,, ,, ,, 

£400 „ on 30th June. 

£700 ,, 18 days after 30th June. 

He wishes to pay for them on the average due date. What sum must he pay, 
and when must he pay it? 


94 ( a ) Enumerate the main matters that must be dealt with in the “Deed 
of Partnership,” and give four ways in practice as regards the treatment of 
Goodwill when a new partner is to be admitted into an existing firm. 

(b) Give views in regard to “Goodwill” that prove it to be of value to business 
men, and not a fictitious asset as is so frequently suggested. 

95 Messrs Cooper & Son keep their Ledgers on the self-balancing system. 
From the following particulars, prepare the relative “Sales Ledger” and “General 
Ledger” Adjustment Accounts as at 31st March- 


Debtors’ Balances as at 1st March 
Total Credit Sales for month 

Cash received from Customers for month 
” Discount allowed to Customers for month 
Bills accepted by Customers during month . 

Goods returned by Customers during month 
Acceptances dishonoured by Customers during month . 
Transfers during month from Contra A'cs in the Bought 

Ledger . 

Items charged to Customers, during the month, from 

Petty Cash Book ....... 


£ d. 
19.846 10 5 
18,755 11 6 
12,974 3 10 
598 15 8 
4,651 6 9 
474 8 7 
326 17 5 

156 4 11 

26 13 4 


26. G. Sykes and R. Simpson trade as the Simplex Manufacturing Co. The 
following was the Trial Balance of their books for the twelve months ending 
31st December. Prepare Trading Account, Profit and Loss Account, and Balance 

Sheet • 

Make the following Provisions and Reserves. Profits or Losses to be shared 
equally. Interest at 5 per cent on Partners’ Capital Accounts, ignoring Drawings. 
Transfer £75 from Purchases Account, and £115 from Wages Account to 
Additions to Plant; Depreciate Plant Account 5 per cent off balance and 25 per 
cent off additions; Depreciate Furniture and Fittings Account 5 per cent; add 
to Leasehold Premises Redemption Account 2| per cent interest on balance and 
Annual Instalment of £37 10s.; provide for Bad and Doubtful Debts, 5 per cent 
on Debtors. 

Before dividing profits, J. Smith, the Works Manager, is to receive a Bonus 




648 


ADVANCED ACCOUNTS 


on the net profits of 2 per cent up to £2,500, and 1£ per cent on any profits 
over that amount. 

TRIAL BALANCE— 3 1st December 

Dr. Cr. 


G. Sykes, Capital A/c, 1st Jan. 

,, Drawings A/c 
R. Simpson, Capital A/c, 1st Jan. 

,, Drawings A/c . 

Leasehold Premises 

,, ,, Redemption A/c 

Plant, Machinery, and Tools, 1st Jan. 
Plant, Machinery, and Tools, Additions 
during the year 

Furniture, Fittings, and Fixtures . 

Cash A/c ..... 
Lloyds Bank, Ltd., Current A ; c . 

Bills Receivable A/c . 

,, Payable A/c 

Sales ..... 
Purchases ..... 
Wages A/c, Producers 
,, ,, Non-producers 

Discounts received and allowed 
Carriage and Freight . 

Sundry Trade Expenses 
Ground Rent, Rates, and Taxes . 

Coal, Gas, and Water, Works A/c 
,, ,, „ Office A/c 

Bank Charges .... 
Creditors ..... 
Debtors ..... 

Bad Debt A/c (Provision) 

Repairs to Plant 
Stock A/c, 1st Jan 


1,000 

750 

3,270 

6,012 

252 

873 

35 

1,014 

1,173 


22,753 

7,642 

1,013 

1,975 

457 

282 

472 

522 

89 

54 

9,872 

63 

5,274 

£64,862 




£ 

8,500 

6,444 


675 


4,573 

38,350 


19 10 

2 6 


1,162 8 10 


5,003 16 

152 12 



Stock, 31st December, £6,378 12s. 6d. (Union of Educational Institutions.) 

27. Define an “Account Current,” and make out such an account for North 
Co. in respect of the following transactions with East & Co. 

Sept. 16. Goods sold to East & Co., £100, due 1st Oct. 

Oct. 1. Received cash from East & Co.. £45. 

,, 21. Goods bought of East & Co., £250, due 1st Dec. 

Nov. 1. Paid to East & Co., cash, £165. 

Dec. 1. Paid to East & Co., cash, £150. 

,, 5. Goods bought of East & Co., £250, due 1st Jan. 

,, 10. Goods bought of East & Co., £110, due stjan. 

Tan. L Paid cash to East & Co., £300. , 

,, 9. Goods sold to East & Co., £10, due 1st Fe . 

The account to be made up to 1st Pebruary. In'e^ 
which may be calculated by months instead of days. (Martena 
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28. Mr. Arthur Wilson, finding his business increasing, arranged to take into 

partnership Mr. Henry Day. 

Wilson’s assets and liabilities were as follows— 


Assets 

Freehold Factory 
Machinery . 
Stock . 

Book Debts . 

Bills Receivable 
Cash in Hand 


Mortgage on Factory 
Sundry Creditors . 



£ 

s. 

d. j 

• 

. 2.500 

— 



. 1,200 

— 

- 


721 

4 

6 


. 1,452 

8 

9 


. 212 

17 

3 


8 

4 

1 


Assets 

Balance at Bank . 

Office Furniture 
Sundry Expenses paid in 
advance . 

Loan to J. Smith . 


£ s- d. 
120 18 10 
72 3 4 

42 - - 

100 - - 


Liabilities 

1,000 - - 1 Bills Payable 
826 5 7 


416 15 - 


The difference between his assets and liabilities is lus capital. 

Henry Day is to pay Wilson the sum of £1,000 as premium and to put in the 

sum of £1,500 as his capital in cash. . , 

Wilson puts the amount of the premium into the business as further capital. 
Make out a Balance Sheet showing the position of the firm after these arrange- 
ments have been carried out. (C,vd Sermt) 

29. You are required to make the necessary Journal entries to adjust the 

fonowing^mattcrs- on of the accounts 0 f a defaulting cashier discloses that 

£318 4s. 6d. has been received by him from the firm s debtors and £10 12s. 4d. 
for cash sales, and that he had paid £6 8s. 4d for goods £66 5s. 4d to Creditors 
(net), discount deducted having been £1 13s. 9d. No entries of these items 
had been made in the books. Petty cash expenses book shows that there is 

£5 3s. 6d. due to him. . a , . 

( b) An amount of £95 standing to the debit of A. Brown you find is a 

payment for 2 horses and a cart. , , . f , 

(c) Goods sold of the value of £100 are packed, and the invoice for them 

sent to the purchasers. Stock-taking intervenes, and the parcel of goods is 
not dispatched, but is included in the stock figure. This is, however, discovered 

before the year’s accounts are finally drafted. c 

(d) A discounted acceptance for £100 realizes £9o in cash. You find that 

the customer from whom the acceptance was received has been credited with 

£95 (Civil Service .) 





CHAPTER XV {contd.) 

COMPANIES 

Section (E) 

Debentures—Types and Redemption 

A debenture is an acknowledgment of a debt by a company usually 
creating a charge on the undertaking or property of the company, 
bearing a fixed rate of interest, and either repayable within a fixed 
term of years or irredeemable during the existence of the company. 

The issue of a debenture or series of debentures is the most 
usual way in which a company borrows money for extending its 
business, apart from increasing its capital. 

TYPES OF DEBENTURE 

A debenture may be one of many types according to security, 
permanence, or priority. 

1. As to Security 

(a) Fixed Charge, i.e. on specific assets constituting a mortgage 
to trustees with a deed of trust. In this case the company may not 
dispose of any part of the assets so charged or do anything which 
would jeopardise the security without first obtaining the sanction 
of the debenture holders through the trustee. 

(b) Floating Charge, i.e. a charge on the undertaking as a 
whole. This does not prevent the company from dealing with the 

assets in the normal course of business. 

(c) Naked Debenture. In this case the holders are given no 
security at all. Naturally, investors are not over-anxious to len 
money without security. 

In the past, under much more stable financial conditions, 
however, companies of undoubted standing have been able o 
borrow by this means. 

2. As to Permanence 

(a) Redeemable Debentures. Debentures which aie 
redeemable— 

(i) by payment to the holders, either at par or at a premium, 

at the expiry of a specified period or at the company s option a 

any time within a specified period; 

(ii) by purchase in the open market; 

(iii) by annual drawings. 


650 


COMPANIES—DEBENTURES 


651 


(b) Irredeemable Debentures. As indicated by the name no 
undertaking is given at the time of issue, as to redemption, in which 
case they are repayable only in the event of a winding-up or some 

serious default on the part of the company. 

3 . As to Priority 

First or second charge. 

Debentures are also classified as . 

1 Debentures to Bearer, that is, debentures payable to bearer, 

with or without power for the bearer to have them placed on a 
register or to have them at any time withdrawn from it. These aie 

transferable by simple delivery. . ,1 . 

2 Registered Debentures, that is, debentures pa\u >lo to a 

registered holder with or without interest coupons payable to 
bearer Any transfer of these must be registered with the company. 

Difference between Debentures and Debenture Stock. 

Debenture Stock is borrowed money consolidated into one sum for 
he sake of convenience. Debentures may be compared with 
shares in that they are transferable only in then entirety; debenture 
stock may be transferable in multiples of a pound oi fractions of a 

^Debenture Interest is the interest usually payable yearly or 
half-yearly on the money borrowed. 

Difference between a Shareholder and a Debenture 
Holder. A shareholder is 

shareholder sh^eT in ‘the profits! getting a dividend on the money 
lieThas invested; a debenture holder receives interest on the money 
he has Tent, charged as a working expense, even if there is not 

^Thklast point of difference is important and explains why 
debenture interest is charged to Profit and Loss Account whilst 

dividends are debited to the Appropriation Account. 

Generally speaking, a company wishing to raise fairly large sums 
of money has therefore two main alternatives: (1) the issue of new 
shares and ( 2 ) the issue of debentures. The reason for choosing 
the second of these methods is appreciated by a consideration of 

llU l "rhe 'security behind debentures is in itself an attraction and 
enables them to be issued at a lower rate of interest than preference 

sh o rC Unlike shares, other than redeemable preference shares, the 
company can redeem them when it no longer requires the money. 
The alternative, a reduction of capital, is a costly business requiring 

the sanction of the High Court. . , , c , . 

'3 a lower annual rate of interest may be provided for by issuing 
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debentures at a discount. This may be offset by having to redeem 

at par unless they can be purchased from the market at a lower 
figure. 

4. Redeemable preference shares are at a disadvantage com¬ 
pared with debentures, as the Companies Act, 1948, makes com¬ 
pulsory the raising and maintaining of a Capital Redemption 
Reserve Fund when they are repaid out of profits. This means that 
the profits so set aside are permanently capitalized. 

It has already been stated that interest on debentures must be 
paid irrespective of whether or not there are sufficient profits, and 
this is obviously a disadvantage to the company. In fact, it may 
even lead to the appointment of a receiver for the debenture 
holders. One method of overcoming this difficulty is by the issue 
of income debentures still providing the holder with security but 
upon which interest is payable only if there are sufficient profits. 

REDEMPTION OF DEBENTURES 

There are four ways by which a company provides for the repay¬ 
ment of its debentures, and they are as follows— 

1. Out of Profits. 

2 . Out of Capital. 

3. By means of a Sinking Fund. 

4. By means of an Insurance Policy. 

Before proceeding to give the examples of the redemption of 
debentures, it must be emphasized that companies are empowered, 
under Section 90 of the Companies Act, 1948, to re-issue redeemable 
debentures, but that the Balance Sheet of the company must give 
particulars of any redeemed debentures which may be re-issued. 


(i) Out of Profits 

Example i. A limited company has a balance of £6,300 at 
the credit of its Profit and Loss Account. Instead of declaring a 
dividend, it is resolved to utilize the profits to repay its £6,0 
debentures now redeemable at a premium of .5 per cent. Make e 
necessary entries in the Journal and Cash Book. 


GASH BOOK 



By Debenture Holders 


l 

6,300 
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JOURNAL Dr. Cr. 


♦ 

Profit and Loss A/c • 

To Appropriation A/c • 

Transfer of balance. 

£ 

6,300 

£ 

6,300 


Appropriation A/c • • 

To Premium on Repayment of Debentures. 

Premium on Repayment now provided. 

300 

300 


Debentures A/c . • 

Premium on Repayment ot Debentures . 

To Debenture Holders A/c 

Transfer of balances. 

6,000 

300 

6,300 


_ . - - — — 

1 Appropriation A/c • 

To General Reserve A/c. • 

Transfer of amount of profits equal to Deben¬ 
tures repaid. 

i ---—---— 

6,000 

6,000 


Example 2 . A limited company has power under its Articles of 
Association to apply its profits in the purchase of its Debenture 
Stock in the open market and to cancel it. Ther amount standing 
to the credit of Profit and Loss Account is £8,000, and to the 
credit of Debenture Stock Account, £40,000. The company s bank 
balance is £20,000. The directors decide to expend £8,000 in pur¬ 
chasing and cancelling further Debenture Stock, the market price 
of which, inclusive ol all charges, is 92 per cent. Show the Ledger 

Account affected. r, 

Dr CASH BOOK Cr. 


To Balance 


£ 

20,000 


By Debenture Stock— 
£8,695 13s. @ 
92% 


8,000 


Dr. 


DEBENTURE STOCK ACCOUNT 


To Cash— 

£8,695 13s. 
@ 92 % . 

,, Transfer to 
General Re¬ 
serve A/c 
(profit on 
purchase) 


. d. 


8,000 - 


695 13 


„ Balance c/d . 31,304 7 

£40,000 - 


By Balance . 


Cr. 

£ s. d. 

. 40,000 - - 


£40,000 - - 


By Balance b/d . 31,304 7 - 
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Dr. APPROPRIATION OF PROFIT ACCOUNT 



To Transfer to Gen¬ 

£ 


By Profit and Loss 

£ 


eral Reserve A/c 

8,000 


A/c . 

8,000 


Dr. CAPITAL RESERVE ACCOUNT Cr. 





By Appropriation 
A/c 

,, Debenture 
Stock A/c 

£ s. d. 

8,000 - - 

695 13 - 





£8,695 13 - 


The cash having, in each of the two examples, been paid away 
on account of debentures, it is not available to pay the profits by 
way of dividend, but the amount would be available for dividend 

if the company was in funds later, or for a bonus distribution in 
shares. 

Treatment of Interest on own Debentures. ( 1 ) Where no 
Sinking Fund exists, the interest will be credited either as a separate 
item to Profit and Loss Account or to Debenture Interest Account, 
the net balance of this latter being transferred to the debit of Profit 
and Loss Account in the ordinary way. 

(2) Where a Sinking Fund is being built up, if the debentures 
have been acquired either out of the proceeds of sale of Sinking 
Fund Investments or out of profit to the Sinking Fund, then, as 
such debentures will form part of the Sinking Fund Investments, 
the interest will be credited to the Fund exactly as though the 
investments were outside investments. The debit for such interest 
will be to Profit and Loss Account. 

(2) Out of Capital 

Example. A limited company issued £15,000 debentures at a 
discount of 5 per cent, repayable at par by annual drawings of 
£3,000. Make the necessary entries in the company’s books for the 
first year. 

Dr. CASH BOOK Cr. 



Year 


£ 


1 

By Debentures Re¬ 




deemed A/c 

3,000 
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LEDGER 


Dr. DEBENTURES ACCOUNT Cr. 


Year 

1 

To Transfer from 
Debentures Re¬ 
deemed A/c 
,, Balance c/d . 

£ 

3,000 

12,000 

Year 

1 

By Cash 
,, Discount 

£ 

14,250 

750 



£15,000 



£15,000 




0 

By Balance b/'d . 

12,000 


Dr. 


DEBENTURES DISCOUNT ACCOUNT 


Cr. 


Year 

1 



£ 

Year 

To Debentures A/c .! 

750 

1 


£750 



| £ 

By Profit and Loss Appro¬ 
priation A/c . . | 250 

„ Balance c/d . . I 500 

£750 


Dr. 


DEBENTURES REDEEMED ACCOUNT 


Cr. 


Year 

* » • ~ — —-- — 

1 

£ 

Year 


£ 

1 

To Cash . • 

3,000 

1 

By Transfer to Deben¬ 



1 



tures A/c 

3,000 


(3) By means of a Sinking Fund 

Example. A limited company issued £6,000 debentures at 
par, repayable in 6 years at a premium of 5 per cent. It decided 
to provide for redemption by means ol <£ Sinking fund at 4 per 
cent compound interest. Show subsidiary book entries and the 
Ledger Accounts affected, and explain the procedure at the end of 
the period. 

The annual instalment required to produce £6,300 in 6 years at 
4 per cent is (Table B, page 137^ £6,300 X To0761 = £949*794 


=-£949 15s. lid. 

JOURNAL 

Dr. 

Cr. 

Year 

1 

Profit and Loss Appropriation A/c 

To Debenture Redemption Fund A/c . 
Annual Sinking Fund instalment. 

£ J. d. 
949 15 11 

£ d - 

949 15 11 

and so or» for subsequent years. 



Dr. 

CASH BOOK 


Cr. 


Year 


£ r. d. 

Year 


£ *• d. 

2 

To Debenture Redemp¬ 


1 

By Debenture Redemp- 



tion Fund A/c 



tion Fund Invest¬ 



(interest on invest- 



ment A,c 

949 15 11 


inents) 

37 19 10 

2 

„ Debenture Redemp¬ 






tion Fund Invest¬ 






ment A/c (instal¬ 






ment plus interest) 

987 15 9 


4 
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and similar entries for succeeding years. 

LEDGER 

Dr • DEBENTURE REDEMPTION FUND ACCOUNT 


Cr. 


2 


3 


To Amount c/d 
To Amount c,d 


To Amount c/d 


To Amount c/d 


To Amount c/d 


-- \* 

on Repayment) 

„ Transfer to General 
Reserve A/c . 


£ s. d. 1 Year 


£ 4 . d 

949 15 1l| 1 

By Appropr ation A/c 

949 15 11 

. 1,937 11 8| 2 

By Amount b/d 
„ Cash (Interest, 4%) 
„ Appropriation A/c . 

949 15 11 
37 19 10 
949 15 11 

£1,937 11 S\ 


£1,937 11 8 

. 1 2,964 17 8| 3 

By Amount b/d 
,, Cash (Interest) 

,, Appropriation A/c 

1,937 11 8 
77 10 1 
949 15 11 

[£2,964 17 h| 


£2,964 17 8 

4,033 5 61 4 

By Amount b/d 
„ Cash (Interest) 

,, Appropriation A/c 

2,964 17 8 
118 11 11 
949 15 11 

£4,033 5 6| 


£4,033 5 6 

5,144 8 —I 5 

By Amount b/d 
,, Cash (Interest) 

„ Appropriation A/c . 

4,033 5 6 

161 6 7 
949 15 11 

£5,144 8 -| 

1 6 

300 - -1 

By Amount b/d . . | 

,, Cash (Interest) 

£5,144 8 - 

5,144 8 - 
205 15 6 


„ Appropriation A/c . I 


6,000 - -1 

(Adjustment of 7d.) 

949 16 6 

£6,300 - -1 

i 

£6,300 - - 


Dr. 


Year 

1 

2 


DEBENTURE REDEMPTION FUND INVESTMENT ACCOUNT 1 Cr. 


To Cash 

To Amount b/d 
»» Cash (Instalment 
plus Interest) 


•£ 

949 15 11 
949 15 11 
987 15 9 
£1,937 11 8 


3 

To Amount b/d 

1,937 11 8 


,, Cash 

1,027 6 - 



£2,964 17 8 

4 

To Amount b/d 

2,964 17 8 


„ Cash 

1,068 7 10 



£4,033 5 6 


To Amount b/d 
,, Cash 


4,033 5 6 

1,111 2 6i 


£5,144 8 - 


To Amount b/d 
,, Cash 


5,144 8 

1,155 12 


£6,300 - - 


Year 


1 

£ s. d. 

1 

By Amount c/d 

949 15 11 

2 

By Amount c/d 

1,937 11 8 



£1,937 11 8 

3 

By Amount c/d 

! 2,964 17 8 



£2,964 17 8 

4 

By Amount c/d 

4,033 5 6 

• 


£4,033 5 6 

5 

By Amount c/d 

5,144 8 - 


I; 

£5,144 8 - 

6 

By Cash 

6,300 - - 


m 

t 

a 

£6,300 - - 


1 This might naturally be in several investments instead of in one as it is 
here stated. 
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At the end of the period the procedure will be as follows— 

1. The investments will be realized, and the proceeds debited to 
Cash and credited to the Investment Account, thus closing it. 

2. Of the accumulated profits as in the Debenture Redemption 
Fund Account, £300 (Premium on Repayment) will be transferred 
to the credit of the Debentures Account; and £6,000 (Nominal 
value of the Debentures repaid) will be transferred to the credit 
of the General Reserve Account, and will be available as profit, 
though, of course, not in cash. 

3. The debentures will be paid off out of the proceeds of the 
Investments, Cash being credited and the Debentures Account 
debited. The latter account will thus be closed. 


(4) By means of an Insurance Policy 

This is very similar to the Sinking Fund method but, unlike that, 
there is no interest receivable during the period. That being so, the 
premiums payable will be less than the amount secuied uncle i the 
policy divided by the number of premiums to be paid. On the 
other hand it will be higher than the sum set aside by the investment 
method because the rate of interest upon which the yearly premiums 
will be fixed is lower than that obtained on gilt-edge securities. 

In addition, the securities can be realized at any time, subject to 
any market depreciation or appreciation in value, whereas if the 
policy were surrendered there would be an appreciable loss. 

Example. Ushant, Ltd., has made an issue of 10,000 5 per cent 
debentures on 1st January, 19.., the terms of which include that 
the company must provide a Sinking fund loi ledemption on 31st 
December, 19.. (three years later). The directors decide to take 
out an insurance policy to provide the necessaiy cash, the annual 
premium being £3,141 Is. 5d., on which the letuin is 3 pei cent 
per annum compound interest. Show Ledger Accounts. 


Dr. 


5% DEBENTURES ACCOUNT 


Year 3 
(end) 




£ 

Year 1 



To Cash 


10,000 

(com¬ 

By Cash 





mence¬ 






ment) 


i 



£ 

10,000 


CASH (re REDEMPTION) Cr. 


Year 3 



£ 

Year 3 


£ 

(end) 

To Debenture Redemp¬ 



(end) 

By 5% Debentures Ac¬ 



tion Policy Account . 


10,000 


count 

10,000 
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Dr. 


Year 

3 

(end) 


Dr. 


Year I 
(com- 
mencc- 
ment) 
(end) 


Year 2 
(com¬ 
mence¬ 
ment) 
(end) 


Year 3 
(com¬ 
mence¬ 
ment) 
(end) 


DEBENTURE 1 REDEMPTION ACCOUNT 


Cr. 


s. d. 


Year 

1 

(end) 


By Profit and Loss 
Appropriation 
Account . 

„ Debenture Re¬ 
demption Policy 
Account— 
Interest at 3% 
p.a. on £3,14 1 
Is. 5d. lor one 
year 


2 

(end) 


• I 


*> 


To General Reserve 


10,000 


3 

(end) 


Pf 


0 » 


Profit and Loss 
Appropriation 
Account . 
Debenture Re¬ 
demption Policy 
Account— 
Interest at 3% 
p.a. on £6,376 
7s. 6d. for one 
year 

Profi and Loss 
Appropriation 
Account . 
Debenture Re¬ 
demption Policy 
Account— 
Interest at 3% 
p.a. on £9,708 
14s. 9d. for 
one year 


/. d. 


3,141 1 5 


94 4 8 
3,235 6 1 


3,141 1 5 


191 5 10 

6,567 13 4 
3,141 1 5 


£ 10,000 - - 


291 5 3 


10,000 - - 


DEBENTURE 1 REDEMPTION POLICY ACCOUNT 


Cr. 


To Cash— 
Premium 

,, Debenture Re¬ 
demption Ac¬ 
count— 
Interest 


To Cash— 
Premium 

„ Debenture Re¬ 
demption Ac¬ 
count— 
Interest 


To Cash— 
Premium 


ft 


Debenture Re¬ 
demption Ac¬ 
count— 
Interest 


s. d. 


3,141 1 5 


94 4 8 


3,235 6 1 


3,141 1 5 


191 5 10 


6.5S7 13 4 


3,141 1 5 




Year 3 
(end) 


291 5 3 


10,000 - 


By Cash 


10,000 - - 


10,000 - - 


1 These accounts will be balanced off >early in the usual way. 
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It will be seen that the entries in this illustration follow closely 
those required for the raising of a fund for the replacement of a 
wasting asset. The main point of difference lies in t le fact that the 
balance of the Debenture Redemption Account upon the repayment 
of the liability becomes a general reserve, whereas the Asset 
Redemption Account must be used to write down the asset. 

CONVERSION INTO NEW DEBENTURES 

When a company finds it necessary to borrow money at a time 
when interest rates are high, it is obviously the duty of the directors 
to relieve the company of this heavy burden, if and when, at some 
later date, rates become lower. Assuming that the company has 
power to redeem during the life of the debentures, the method 
adopted will be to redeem them out of the proceeds of a further 
issue carrying a lower rate of interest. The book-keeping entries in 
this case are merely the entries appertaining to (a) the redemption 
of debentures followed by those required for ( b) an issue of 
debentures. 

CONVERSION OF DEBENTURES INTO SHARES 

It will be remembered that whilst debentures may be issued at 
a discount, shares can be so issued only in special circumstances. 
(Section 57, Companies Act, 1948.) 

The courts will not permit the evasion of this restriction by the 
conversion into an equal number of fully-paid shares, of debentures 
previously issued at a discount. But even when debentures have 
not become repayable, they may be converted into the same 
number of shares (representing the nominal value of the debentures) 
if they are partly paid to the extent of the cash originally paid for 
the debentures, or even into fully-paid shares on a basis that their 
number is in the same proportion that the cash paid on the original 
debentures bore to their nominal value. 

Example. A company issued £10,000 debentures at 95. On 
what basis can they be converted into shares? 

1. If they have become due for repayment, 10,000 shares of £1 
each fully paid may be issued in exchange. 

2. 9,500 shares of £1 each fully paid (i.e. 19 shares of £1 each fully 
paid for £20 debentures) or 10,000 shares of £1 each 19s. paid (i.e. 
one share of £1 each, 19s. paid for every £1 debenture) if such 
debentures have not reached maturity. 

The same principles will apply where power is given to the 
debenture holder to require his debenture to be converted into 
shares. Any “profit” on conversion of debentures into shares may 
be credited to Share Premium Account or utilized to write off the 
debenture discount outstanding. 


22 —(B.I405! 
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A premium on debentures, except in a company operating under 
the Double Account System, is legally available for distribution as 
dividends unless prohibited by the Articles. Although this is the 
case the practice is not considered sound finance. 

DEBENTURES ISSUED TO A BANK 

The entries in connexion with the issue of debentures have 
already been considered in a previous section in so far as they 
are issued in the normal way, and irrespective of the type of deben¬ 
ture. There is one further type which it is essential to deal with for 
examination purposes. A company does not always need to raise 
money on debentures if it has a good sound financial foundation, 
as it is then a comparatively simple matter to obtain a bank over¬ 
draft. Many of these overdrafts are granted without any security 
whatever, but where security is called for by the banker, debentures 
often serve this purpose. Such debentures are then said to be issued 
as Collateral Security for the overdraft or loan. A collateral 
security is one which can be realized by the party in possession in 
the event of the original loan not being repaid at the due date or 
other breach of agreement between the parties. On repayment of 
the borrowed money the collateral security is at once released. 

Section 90 of the Companies Act, 1948, provides that debentures 
issued as security for a bank overdraft shall not be considered to 
have been redeemed by reason only of the account of the company 
having ceased to be in debit whilst debentures still remain deposited. 

No entry whatsoever is made in the financial books in respect of 
such debentures, their existence being recorded simply by a note 
on the Balance Sheet under the liability secured. 

Example. A. Co., Ltd., obtains an overdraft from its bankers 
of £10,000, giving as collateral security £15,000 debentures. The 
Balance Sheet will appear as follows— 

BALANCE SHEET 


AS AT 


Current Liabilities — 

Bank Overdraft, N. Bank, Ltd. 

Secured by an issue of £15,000 debentures. 


£ 

10,000 


QUESTIONS 

f 

1. In what different ways may debentures be redeemed? 

2. Explain briefly the procedure at the end of the period when debentures 
are redeemed by means of a Sinking Fund. 

3. Can a company issue perpetual debentures? Has a company power to 

reissue redeemed debentures? „ 

4. Explain the terms “Trust Deed,” “Trustee for Debenture Holders, 
“Floating Charge.” What are the particular advantages of the last-named? 
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5. What four special rights has a debenture holder? Which “right" is most 

frequently exercised, and why? b Sl 

6. What do you understand by an Income Debenture? 

7. What is the difference between debentures and debenture stock p 

q n ■ a J 1S th . C - relationshi P of a debenture holder to the company? 
y. Briefly outline the advantages and disadvantages from the company’s point 
of view of issuing debentures? F • f 

10. May debentures be converted into shares? If so under what conditions? 

11. When are debentures issued as collateral security and what entries are 
made in the books and on the Balance Sheet? 

EXERCISE XV (E) 

’• A company borrowed £18,000 on debentures, at a discount of 5 per cent 

repayable at par at the end of ten years, and decides to provide for redemption 

by means of an annual Sinking Fund at 5 per cent compound interest. Show 

the subsidiary book entries, the Ledger Account affected, and explain the 
procedure at the end of the period. explain tne 

£-07950 a 4 nnUal inS,alment re 0 uired t0 produce £1 in 10 years at 5 per cent i, 

2. A limited company has a balance of £10,500 at the credit of its Profit and 

to pav off/'lO 000 dT a ? dcclan , n S a dividend, it resolves to use the profits 
to pay off £10,000 debentures, now due, at a premium of 5 per cent. Make the 

necessai y Journal and Cash Book entries and show the Ledger Accounts affected 

3. A limited company issued £15,000 debentures at a discount of 5 per cent 

repayable at par by annual drawings of £1,875. Show the Cash Book and the 
Ledger Accounts affected. c 

4. A limited company has power under its Articles of Association to apply 
its profits to the purchase of its debenture stock in the open market and to cancel 

it. The amount standing to the credit of Profit and Loss is £8,500 and to 

L ri« e nnn° f D J be u nU i re Stock ^ cc ? unt £ 32 > 000 - The company’s bank balance 
is £ 18,000, and the directors decide to expend £8,500 of it in purchasing and 

cancelling further stock, the market price of which, inclusive of all charges is 

yo per cent. Show the Ledger Accounts, etc., affected. ’ 

1948 T* f °"°' ving balances st0 °d in the books of a company on 31st December, 

5 per cent Mortgage Debentures .... 

Debenture Redemption Fund .... * 

Debenture Redemption Fund Investments— 

Calculate income tax on the debenture interest at 5s. in £. & (R.S.A.) 

by' periodical 3 drawings or"CP-chase $ in the ZZ? ****** 

™ 3,TsS'Z'irr' h r 

March 1948 the debern September - and bad b <*n paid up to date. On 31st 
Reserve stood a, £385M“ “uTm,7 °m8zf^ T* 

a funher£2 00^ata *T 'and on 1st December 

* 5 COSt 01 ^T«7L Interest on the debentures remaining in 


r 

50,000 
52 100 
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issue was paid on 30th September, 1948, and 31st March, 1949, and on the latter 
date £3,750 was transferred to the credit of the Debenture Redemption Reserve. 

Set out the Ledger Accounts recording the above transactions, excluding the 
Cash Book and ignoring income tax. (R.S.A.) 


7. A limited company in 1934 made an issue of 2,000 7 per cent debentures 
of £100 each. Interest was payable half-yearly on 30th June and 31st December, 
and the issue was repayable at par on 31st December, 1954. The company 
reserved the right, however, on giving due notice, to redeem the issue on any 
interest date after 31st December, 1946, at 105 per cent. On 31st December, 
1947, there was a Debenture Redemption Fund amounting to £108,500, repre¬ 
sented by investments which had cost that amount. The directors gave notice 
to repay the issue on 30th June, 1948, in accordance with the terms of issue, at 
the same time offering the holders the right, instead of taking cash, to receive a 
£100 4£ per cent debenture and £7 cash for each existing debenture. 

Holders of 1,400 debentures accepted this offer and the remainder were paid 
out in cash. The cash was provided by the company partly out of currcnt_funds 
and partly by the sale of a portion of the investments which realized £58,700 
(book value £51,000). Set out the Ledger Accounts affected by these transactions. 

The Cash Book entries arc not required and interest payments are to be 
ignored. (R.S.A.) 


8. The Lucifer Electrical Co., Ltd., has a nominal capital of £100,000: one-half 
in £1 Ordinary Shares and the remainder in 6 per cent Preference Shares of £1 
each. There have been issued 40,000 Ordinary Shares (which have been fully 
paid up) and 20,000 Preference Shares, upon which 5s. per share has been called 
up and paid. The directors have also issued £10,000 of 4 per cent Redeemable 
Debentures, of which, at the date of the previous balancing, £2,000 with interest 
had been paid off. 

At 31st December, the following, among other balances, appeared in the 
books— 


Wages and Salaries 
Reserve A c 
Undivided Profits 
Stationery . 

Sales . 

Discounts A/c, Dr. 
Stock, 1st January 
Cash in Bank 
Value of Lease 
Advertising . 
Productive Wages. 
Stable Expenses . 
Accountancy Fees. 


£ 

1,100 

2.500 
4,000 

60 

61,500 

1,260 

15,400 

2,950 

5.500 
45 

31,800 

160 

105 


Machinery and Plant 
Purchases 
Office Furniture 
Goodwill A/c 
Bills Receivable 
Carriage 

Horses, Carts, etc. 

Book Debts . 

Loose Tools 
Creditors 
Rent, Rates, etc. 

Repairs and Replacements 
Travelling Expenses 


£ 

14,100 

21,000 

100 

15,000 

2,537 

700 

500 

18,500 

900 

11,200 

320 

43 

120 


The finished Stock at 31st December amounts to £15,000 and the Stock in 

P Of the productive Wages, £100 has been expended in addition^9^^ 
Fixtures- and Fittings, and £150 in new Tools, and adjustmen 

W You are required to prepare a Trading and Profit and Loss Acc 

Balance Sheet, after having (1) made provision for on *; p resent value 

on Debentures and Preference Shares, (2) carried 5 per cent o P yalue 

to a Debenture Redemption Account, (3) written o ' per cenl 1 ff th P a 

of the Lease, (4) written off an ascertained Bad Debt o £00 and c 
Bad Debt Provision ot 2 per cent on the balance of the debts. tQ be 

provide £1,000 for Directors’ Fees, i per cent Commission on t 
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allowed to travellers, and for additional Purchases ol £400, none of which are 
yet paid. Depreciation must be made, assuming any necessary figures— 

On finished Stock, 5 per cent; on Stock in process, 12J per cent; On Machinery 
and Plant, per cent; on Loose Tools, per cent. [Incorporated Accountants.) 

9. The Eldorado Cigarette Co., Ltd., was registered on 1st April, with a 
nominal Capital of £30,000, divided into 25,000 Ordinary Shares of £1 each, 
and 500 Preference Shares of £10 each; 22,179 Ordinary Shares were allotted 
(upon application), called up and fully paid, with the exception of £32 (“calls 
in arrear”), while the whole of the Preference Shares were allotted and paid 
up before 31st March next. 

On 31st March, in addition to the above transactions, the following were 
the Ledger Accounts balances of the company. You are required, after making 
the adjustments stated below, to prepare a Trading Account and a Profit and 
Loss Account for the year ended 31st March, and a Balance Sheet as on that date. 
The stock-in-hand as on 31st March, was valued at £13,455. 


LEDGER ACCOUNTS’ BALANCES 


Cash in hand 
Rent . 

Gas and Electric Light . 
Rates and Taxes . 
Licence and Insurance . 
Trade Expenses . 
Electric Power 
Interest and Discount 
balance) . 

Wages (Manufacturing) 

Salaries 

Carriage 

Travellers’ Salaries, 
mission and Expenses 
Sales— 

Tobacco . 

Cigarettes 

Shorts and Sundries . 
Sales Returns— 

Tobacco . 

Cigarettes 

Shorts and Sundries . 
Printing and postage 


(Dr 


Com 


£ 

129 

620 

182 

203 

209 

506 

63 

3,275 

7,517 

1,587 

896 

1,479 

25,693 

61,460 

7,565 

427 

1,036 

193 

347 


Purchases— 

Tobacco . 

Sundries . 

Boxes 

Purchases Returns— 
Tobacco . 

Sundries . 

Boxes 

Bad Debts (written off) 
General Expenses 
Plant and Machinery 
Fixtures and Fittings 
Advertising and Samples 
Profit and Loss A/c 
balance) . 

Legal Expenses 
Audit Fee 
Stock . 

Bad Debts Provision 
Sundry Creditors . 

,, Debtors . 

Cash at Bankers . 


(Dr 


Adjustments 


£ 

74,029 

2,300 

3,053 

1,745 

162 

47 

247 

93 

3,420 

1,160 

904 

479 

53 

105 

17,532 

542 

22,970 

24,360 

927 


Insurance paid in advance 
Rates 

Owing for Salaries 

,, Electric Light 
„ Electric Power 
Depreciation Plant and Machinery 
n -jr . fixtures and Fittings . 7 . 

Provide for Bad and Doubtful Debts ,% per cent on Sundry Debtor!: 

10 TTrwv~ » • * , (Chartered Accountants.) 

of the following accounts ? ‘civ^tou'r 'rea!n ^VTn u° find the Balances 

Reserve Fund. (West Riding of Yorkshire.) ^ Bad Debts > Cash > Goodwill, 


£ 

49 

32 

40 

34 

18 

10 % 

n% 
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11. What is the difference, as ordinarily understood, between gross profit 
and net profit? State some of the advantages to be derived from arriving 
periodically at the gross profit of a business? {Chartered Accountants.) 

12. Rule a form of Petty Cash Book which you would recommend for a 
merchant's or manufacturer’s business, where all payments not exceeding £2 are 
made out of the Petty Cash which is kept by a junior clerk, and explain the 
method of dealing with it. (Chartered Accountants.) 

Id. On 2nd November, William Robinson & Co., Ltd., drew a bill on Henry 
Jones at three months for £500 in respect of goods supplied. On 6th November 
the company received the bill from Jones duly accepted, payable at the County 
Bank. Ltd., and on 5th December discounted the bill with its bankers at 5 per 
cent per annum. Make the entries in respect of these transactions in the books 
of the company. In the company’s Balance Sheet at 31st December, how, if at 
all, will the bill appear? {Chartered Accountants.) 

14. Explain, as applied to the Balance Sheet of a joint stock company, the 
following— 

(tf) Capital Authorized. 

(/;) Calls in Arrcar. 
ic) Mortgage Debentures. 

[d) Preliminary Expenses. 

On which side of the Balance Sheet would they appear? {U.L.C.I.) 

15. The books of the British Manufacturing Co., Ltd., at the end of its first 
year’s business on 31st December, showed the following balances, the Stock-in- 
trade at that date amounting to £6,000. 


Share Capital . . . 40,000 

5°o Debenture Stock . . 10,000 

Interest on Debenture Stock 
paid less tax . . 475 

buildings (cost £27,000) . 20,000 

Machinery (cost £32,500 . 25,000 

Office and General Repairs . 1,500 

Directors’ Fees . . . 300 


Discounts Dr. . . . 200 

Preliminary Expenses . . 500 

Purchases .... 49,000 
Sales ..... 70,000 
Wages .... 15,000 
Cash in hand . . . 3,525 

Debtors .... 6,000 

Creditors .... 1,500 


Write off Preliminary Expenses, £500; Depreciation on Buildings, £-160; 
and on Machinery, £1,000. Prepare a Trading and Profit and Loss Account 
for the year ended 31st December. {Chartered Accountants.) 


16. A company made an issue of £100,000 Debenture Stock, secured by 
trust deed on all the fixed and floating Assets of the company. Of this amount 
£50,000 was subscribed at a premium of £2 per cent, £30,000 was subscribed 
at par, and £20,000 was issued to the company’s bankers by way of collateral 
security for a loan of £15,000. Give the entries which should appear in the 
company's Balance Sheet to record these transactions. {Chartered Accountants.) 


17. In the books of the Isle of Wight Tube Co., Ltd., you find that the share¬ 
holders have been paid £4,000 during the current year, representing interest 
on their holdings at the rate of 5 per cent. A similar sum has been debited to 
the Construction Account as “Interest paid during Construction of Works. 
Under what circumstances, if any, is this a proper proceeding? Supposing the 
line to be completed by the following 31st December, and similar transactions 

to take place during this year, would your answer be affected in any way- 

{Chartered Accountants.) 


18. Premiums on shares of a company having been carried to a Reserve Fund, 
a portion in a bad year’s trading is transferred to Profit and Loss Account 
order to pay its Preference Dividend. Would you see any objection toth»eou«i - 





1,000 
5,000 
5,000 
40,000 


y y 


y y 


yy 
y y 
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19. On 1st July the British Aerodrom Co., Ltd., issued a prospectus offering 
to the public oO,000 Ordinary Shares of the company of £1 each, 2s. 6d. per 

*Jl are paya ^ le , on ®P pl |P tlon and 7 *- 6d - on allotment; the balance to be called 

met to Xt^ - I * ‘ h™ C ? n 4 ‘ h Jul >’ and on thc 5th the director, 

for et 6M00 shades "Slot- “ ™ ^ “““ a PP licado - had been received 

John Jones, London. 10,000 shares 

D. O. George, Flint . 

Sir William Flyon, Dublin 
Henry Wing, Dover . 

Sundry Persons 

^ ares ^ e / , al T 1 ? tted as follows : John Jones, 5,000; D. O. George none* 
Flyon ’ 1 > 00 °j H. Wing, 4,000; and Sundry Persons, 40,000. The amounts 
payable on allotment were all received on or before the 15th July. Rule a suitable 
orm °f Applications and Allotments Book and make the entries therein necessary 
to record the above transactions. ( Chartered Accountants.) Y 

•I 0 ' J he undermentioned persons applied for, in the order named, and were 

by Sohdf D-or eP T UOn ’, V °il ted ShareS ° f £1 each offcred for subscription 
tion S, ° or ’, LimUed ' „ The shares were payable as to 5s. per share on applica¬ 
nt f P r S v ar j- 0n allotment ’ and the balance as and when determined bv 
resolution of the directors. The distinctive numbers allocated to the shares in 

aliofm° n , Fan fr0m omvards - The application list was closed on 1st July, and all 
allotment moneys were paid on or before 15th July. 

Make the entries recording the application lor, and allotment of, the follow¬ 
ing shares in the Application and Allotments Book of the company. 

Robert Rheid, 16 Finsbury Circus, E.C., Wool Broker 

George Dewey, 261 Low Pavement, Nottingham, Lace 
Manufacturer. 

Robert Richmond, Eastwood, Essex, Rose Grower 
Florence Veitch, The Manse, Loamtown, Spinster . 

(R.S.A.) 

30th sSembe°rri n 9 S .- he Ba ‘ anCe Sheet ° f the N ° rthern Iron Co - Ltd - •* at 

Assets— 

Freehold Land, at cost 
Buildings, at cost 
Additions, at cost 


Shares 

Shares 

Applied for 

Allotted 

5,000 

5,000 

1,000 

500 

2,000 

2,000 

100 

nil 


£ 


Depreciation . 

(subject to Mortgage, per contra) 


39,000 

2,000 

41,000 

1,000 


£ 

20,000 


40,000 


Fi ?he Company MachinCry ’ valuc as *l“» over by 

Additions at cost ’ 

* 

Depreciation 

* 

Loose Plant Tools, and Patterns, as valued by the 
Company s Managers . . y 

Stock-in-trade, as taken and valued by the Com- 
pany s Managers ... 

Sundry Trade Debtors . ’ 

Uis Provision for Bad Debts and Discounts 
Goodwill . 

Preliminary and Formation Expenses * * 


60,000 


140,000 

17,000 

157,000 

7,000 


110,000 

5,500 


150,000 

50,000 

80,000 


104,500 

40,000 

10,500 

£ 495,000 
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Capital and Liabilities— 

Nominal Capital, £500,000 divided into 200,000 
6% Cumulative Preference Shares of £1 each, 
and 300,000 Ordinary Shares of £1 each. 

Paid-up Capital— 

200,000 Ordinary Shares of £1 each . . . 200,000 

100,000 6% Cumulative Preference Shares of 
£1 each . . ... 100,000 

- 300,000 


First Mortgage Debentures .... 75,000 

Mortgage on Freehold Land and Buildings, contra . 20,000 

County Bank for Overdraft .... 5,000 

Sundry Trade Creditors ..... 60,000 

Reserve Fund ....... 20,000 

Profit and Loss Account ..... 15,000 


£495,000 

Remodel above Balance Sheet in conformity with regulations contained in the 
Companies Act, 1948. (Chartered Accountants.) 


CHAPTER XV (contd.) 

COMPANIES 

Section (F) 

Issue and Redemption of Redeemable 

Preference Shares 

The important restrictions as to both the issue and the redemp¬ 
tion of a class of share which, like a debenture, could be 
redeemed and re-issued are contained in Section 58 of the 
Companies Act, 1948. The provisions, in so far as they affect the 
accounts, are as follows— 

1. The issue must be authorized by the Articles. 

2. No such shares may be redeemed except (a) out of profits 
otherwise available for dividend, or (b) out of the proceeds of a fresh 
issue made for the purposes of the redemption. 

3. They must be fully paid before they can be redeemed. 

4. Where any such shares are redeemed otherwise than out of 
the proceeds of a new issue, there must be transferred from the 
profits to a Capital Redemption Reserve Fund a sum equal to 
the nominal amount of the shares redeemed. 

5. The premium, if any, payable on redemption must have been 
provided for out of the profits of the company or out of Share 
Premium Account before the shares are redeemed. 

6. A statement must appear in the Balance Sheet, specifying what 
part of the issued capital consists of such shares and the earliest date 
on which the company has power to redeem the shares. 

7. A new issue may be made to provide the money for redemption 
as if the shares to be redeemed had not been issued, and accordingly 
the share capital shall not for the purposes of stamp duty be deemed 

to be increased provided the old shares are redeemed within one 
month of the new issue. 

8. The redemption of Preference Shares does not reduce the 
company’s authorized capital. 

9. The Capital Redemption Reserve Fund may be applied in 

paying up unissued shares to be issued to members of the company 
as fully paid bonus shares. 

On page 668 is a statement of the book-keeping entries arising 

on the redemption of shares, and students are advised to study the 
formulae it contains. 

The two outstanding points of importance to the examinee, the 
committing to memory of which is important, are— 

1. If redeemed out of profits a Capita] Redemption Reserve 


FORMULAE FOR BOOK-KEEPING ENTRIES REQUIRED ON THE REDE 

REDEEMABLE PREFERENCE SHARES 
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COMPANIES—REDEEMABLE PREFERENCE SHARES 669 

Fund musi be created in a sum equal to the nominal amount of 
the shares redeemed. 

2. If the shares are being redeemed at a premium, a transfer 
must be made from the profits or from an existing share premium 
account of an amount equal to the premium on redemption. 

Example i. In 1945 the Turnover Trading Co., Ltd., made a 
public issue of 8 per cent Redeemable Preference Shares of £1 
each, repayable at 22s. on the company giving six months’ notice. 
124,500 of these shares were subscribed and fully paid. 

With a view to the redemption of the above in April, 1949, the 
company, having at the time a General Reserve Fund of £90,000, 
offered for subscription at par 75,000 6 per cent Preference Shares 
of £1 each, payable in full on application. 61,320 of these were 
taken up and allotted. Immediately afterwards the company 
redeemed the whole of the 8 per cent shares in accordance with 
the terms of the issue. 


8% REDEEMABLE PREFERENCE SHARES ACCOUNT 


1949 

Apr. 


To Sundry Members. 

£ 

£124.500 

1949 
Jan. 1 

By Balance 

I | 






SUNDRY MEMBERS’ ACCOUNT 


1949 

Apr. 


To Cash .... 

£ 1949 

136,950 Apr. 


£136,950 


By 8% Redeemable Prefer¬ 
ence Shares Account . 124,500 

„ Premium on Redemp¬ 
tion of Shares Account 12,450 

£136,950 


PREMIUM ON REDEMPTION OF SHARES ACCOUNT 


1949 

Apr. 

To Sundry Members. 

£ 

£12,450 

1949 

Apr. 

D,. 

GENERAL RESERVE I 

1949 


£ 

1949 

Apr. 

| 

To Premium on Redemp¬ 
tion of Shares Account 
„ Capital Redemption Re¬ 
serve Fund 
„ Balance 

12,450 

63,180 

14,370 

£90,000 

Jan. 1 


By General Reserve Fund . £ 12,450 


£ 

. 90.000 


£90.000 


CAPITAL REDEMPTION RESERVE FUND 


1949 £ 

Apr. By Genera 1 Reserve Fund . £63,180 
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Dr. PREFERENCE SHARE APPLICATION AND ALLOTMENT ACCOUNT Cr. 


1949 

Apr. 

To Preference Share Capital 
A/c. 

£ 

£61,320 

1 

1949 

Apr. 

By Cash . 

£ 

£61,320 

Dr. 

6% PREFERENCE SHARES CAPITAL ACCOUNT 

Cr. 




1949 

Apr. 

By Application and Allot¬ 
ment A/c . 

£ 

£61,320 


Example 2. 10,000 6 per cent Redeemable Preference Shares 
°f £1 each fully paid in A, Ltd., are outstanding on 1st January, 
194-. This being the date of redemption, the shares are redeemed 
at 22s. each. 4,000 Ordinary Shares of £1 each are issued at 21s. 
for cash for the purpose of redemption. Show Ledger entries, 

assuming that the balance of Profit and Loss Appropriation 
Account is £24,600. 


Dr. 


6 % REDEEMABLE PREFERENCE SHARES ACCOUNT 


Cr. 


194. 
Jan. 1 

To Sundry Members . 

£ 

10,000 

194. 
Jan. 1 

By Balance 

£ 

10.000 

Dr. 

1 

SUNDRY MEMBERS ACCOUNT 

Cr. 


194. 
Jan. 1 


To Cash 


£ 

11,000 


£ 11,000 


194. 
Jan. 1 


By 6% Redeemable Prefer¬ 
ence Shares Account . 
„ Premium on Redemp¬ 
tion of Shares Account 


£ 

10,000 

1,000 


£\ 1,000 


1 


1--- 

1 


1 ■— 

Dr. 

PREMIUM ON REDEMPTION OF SHARES ACCOUNT 

Cr. 

194. 
Jan. 1 

To Sundry Members. 

£ 

1,000 

1 

194. 
Jan. 1 

By Profit and Loss Appro¬ 
priation Account 
„ Share Premium Account 

£ 

800 

200 

Dr. 

ORDINARY SHARE 

CAPITAL ACCOUNT 

Cr. 




194. 
Jan. 1 

By Cash .... 

£ 

4,000 

Dr. 

ORDINARY SHARE PREMIUM ACCOUNT 

Cr. 

194. 
Jan. 1 

To Premium on Redemp¬ 
tion of Shares A/c 

£ 

200 

194. 
Jan. 1 

• 

By Cash .... 

4 

£ 20( 


COMPANIES—REDEEMABLE PREFERENCE SHARES 


671 


Dr. CAPITAL REDEMPTION RESERVE FUND Cr. 





194. 
Jan. 1 

By Profit and Loss Appro¬ 
priation Account 

£ 

6.000 

Dr. 

PROFIT AND LOSS APPROPRIATION ACCOUNT 

Cr. 

194. 
Jan. 1 

To Premium on Redemp¬ 

£ 

194. 
Jan. 1 

By Balance 

£ 

24.600 


tion of Shares Account 
„ Capital Redemption Re¬ 
serve Fund 
„ Balance 

800 

6,000 

17,800 

£24,600 

1 

£24,600 


Example 3. A company issued 25,000 7 per cent Redeemable 
Preference Shares of £ 1 each at par. At 30th June, 194., the shares 
are to be redeemed at 22s. a share, and for the purpose of assisting 
the redemption 15,000 Ordinary Shares of £1 each were issued at 
par. On the above date 1,000 of the Redeemable Preference Shares 
had been forfeited for non-payment of the last call of 5s., 800 of 
which had been reissued as fully paid for 12s. a share. The balance 
of Profit and Loss Account was £12,100 and the General Reserve 
£3,000. On the same day as the redemption took place a Bonus 
Share Dividend was declared of £12,500. 

Show the Ledger balances as on 30th June, 194., and the Ledger 
entries relating to the redemption of the Preference Shares, the 
issue of the Ordinary Shares, and the Bonus Shares. 


Dr. 7% REDEEMABLE PREFERENCE SHARE CAPITAL ACCOUNT Cr. 



To Sundry Members. 

1 


£ 

24,800 


By Dalanu . 

bid 

£ 

24,800 

Dr. 

ORDINARY 

1 t 

' SHARE 

1 

CAPITAL ACCOUNT Cr. 

■ . . 1 


To Balance 

c/d 

£ 

27,500 


By Cash . 

t> Bonus Share Divi¬ 
dend Account .! 


£ 

15,000 

i-, 50 i 



£27,500 




£27,500 





By Balance . 

b/d 

27,500 


Dr. 

FORFEITED SHARES ACCOUNT 


Cr. 


To Reserve 


£ 

150 


By Balanct . 

bid 

£ 

150 
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PREMIUM ON SHARES REISSUED ACCOUNT 


By Balance . 


• b/d 


£ 

280 


Dr. 


PROFIT AND LOSS APPROPRIATION ACCOUNT 


To Sundry Members— 
Premium 

„ Capital Redemption 
Reserve Fund 


2,480 

9,620 

£ 12,100 


By Balance 


. bid 12,100 


£12,100 


Dr. 


SUNDRY MEMBERS 


To Cash 


£ 

27,280 


£27,280 


By 7% Redeemable 

Preference Shares 
Capital Account . 

,, Profit and Loss Ap¬ 
propriation Ac¬ 
count — Premium 
on Redemption . 


24,800 


2,480 

£27,280 


Dr. 


CAPITAL REDEMPTION RESERVE FUND 


To Bonus Share Divi¬ 
dend Account 


9»8oo 


£9,800 


By Profit and Loss Ap¬ 
propriation Ac¬ 
count 

,, Reserve Account 


9,620 

180 

£9,800 


Dr. 


RESERVE ACCOUNT 


lo Capital Redemption 
Reserve Fund . 

,, Bonus Share Divi¬ 
dend Account . 

Balance 


180 


-N700 

270 


By Balance . . . I b/d 

„ Forfeited Shares Ac¬ 
count 


£ 

3,000 

150 


By Balance . 


.! b/d 


1 £3,150 
270 


Dr. 


BONUS SHARE DIVIDEND ACCOUNT 


To Ordinary Share 
Capital Account 


12,500 


By Capital Redemp¬ 
tion Reserve 
Fund 

,, Reserve Account . 


9,800 

2,700 


£12,500 


£12,500 
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Dr. CASH 


To Balance. 

„ Ordinary Share 
Capital Account. 

bid 

£ 

40,330 

15,000 


By Sundry Members— 
Redemption of 
24,800 Shares of 
£\ each at 22s. a 
Share 

„ Balance . . .1 

c d 

£ 

27,280 

28,050 



£55,330 




£55,330 

To Balance 

b/d 

28,050 






QUESTIONS 

1. What are the regulations governing the issue by a company of Redeemable 
Preference Shares ? 

2. from the point of view of the book-keeping entries required, what is the 
main point of difference between a redemption of Redeemable Preference Shares 
{a) out of accumulated profits and ( b) out of the proceeds of a new issue of shares? 

3. Within what time must shares be redeemed after the issue of new shares 
placed on the market for that purpose? 

4. Why is the redemption of Redeemable Preference Shares not looked upon 
as a reduction of capital? 


EXERCISE XV (F) 

1. The following is a summarized Balance Sheet of Communications. Ltd. 
at 30th June, 19..— 


Liabilities 

i 

Assets 

Capital Issued and Sub¬ 

Sundry Assets . 

scribed— 


Bank Balance . 

100,000 Ordinary £1 



shares 

100,000 


50,000 Redeemable Pre¬ 


ference £1 shares 

50,000 


Sundry Creditors 

75,000 


Profit and Loss A/c . 

60,000 

£285,000 



£ 

200,000 

85,000 


£285,000 


Under powers contained in the Articles of Association, the company resolves 
to redeem the preference shares out of profits at a premium of 2s. per share in 
accordance with Section 58 of the Companies Act, 1948. Prepare the Ledger 
Accounts necessary for recording the transactions, and a summarized Balance 
bhcct showing the position on completion of the redemption. 

(Incorporated Accountants.) 

2 A company had in issue 50,000 6 per cent Redeemable Preference Shares 
of £! each, winch were fully paid. Under the terms of the issue, the company 
had the option of redeeming these shares at a premium of 5 per cent, and decided 
to exercise this option on 1st January, 19—. 

In order to provide £20,000 of the money required, a fresh issue of 5 per cent 

Redeemable Preference Shares of £1 each (payable in full on application) was 
made and was fully subscribed. ' 

The 6 per cent shares were forthwith redeemed, the balance required beine 
provided out of profits. 5 

Show, by Journal entries, how these transactions should be recorded in the 
company s books. ^ zl ) 
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3. A company had in issue 200,000 6 per cent Redeemable Preference Shares 
of £1 each. Under the terms of the issue redemption was to take place on 1st 
September, 19... A General Reserve of £125,000 had already been built up out 
of past profits. For the purpose of the redemption 75,000 new 5 per cent Pre¬ 
ference Shares of £1 each were offered to the public at 30s. payable in full on 
allotment. All were taken up and paid for. 

The 6 per cent Redeemable Preference Shares were thereupon redeemed. 

Show the Ledger entries to record the above. 

4. (5,000 5 per cent Redeemable Preference Shares of £1 each fully paid in 
Semmonds, Ltd., are outstanding at the 31st March, 19—. The shares, being 
due for redemption at that date, are redeemed at 22s. each, the balance standing 
to the credit of the Profit and Loss Appropriation Account being £11,500. 

You are required to show the Ledger accounts in the books of Semmonds, 
Ltd., giving effect to the above redemption. 

('Corporation of Certified Secretaries.) 

5. Andrews, Brown, and Jones are in partnership sharing profits in the pro¬ 
portions of 3, 3, and 2. 

Andrews retired on 31st March, 1949 y the firm’s Balance Sheet immediately 
before the retirement being as follows— 


Capital Accounts— 

£ £ 

Goodwill 

• 

• 

£ 

. 3,600 

Andrews 

. 12,000 

Fixed Assets 

• 

• 

. 9,600 

Brown 

. 5,000 

Stock . 

• 

• 

. 5,600 

Jones 

. 4,000 

Debtors 

• 

• 

. 3,721 

21,000 

Cash . 

• 

• 

396 

Creditors . 

1,917 

£22,917 




£22,917 


Andrews’s share of the Goodwill, valued in accordance with the partnership 
agreement, was found to be £1,800. 

On 1st April, 1949, Smith joined the firm as a partner, bringing in £2,000 in 
cash, and for the purpose of the new partnership the Goodwill Account was to 
be written up to £4,700 before Smith’s entry. , 

At the same time Brown and Jones each brought in £3,000 in cash, and 
Andrews withdrew £7,000, leaving the balance of his share as a loan to the 
firm. 

Draw up the Balance Sheet of the firm after the above transactions have been 
completed. ( London Chamber of Commerce.) 

6. A company having its head office in London owns rubber plantations in 
Malay. The currency in Malay is the dollar, having a stable value of near y 
2s. 4d. and all transactions, as far as possible, are converted into sterling at t is 

Explain what is the necessary exception to this rule of conversion, and what 
effect this exception will have in the London books. Also, explain how the com¬ 
pany’s Balance Sheet would show a bill of exchange drawn on the company i 
London by the plantation manager and discounted locally but not paid m Lon o 
at the date of closing the books. ( London Chamber of Commerce.) 

7. Explain how, when an item of expenditure fluctuates heavily from one year 
to another, the annual charge against profits may be levelled by means o 

equalization reserve. . br0 

Mention a well-known example of a reserve of this nature, and g V 

forma illustration, inserting figures, to explain the method of operation. 

(London Chamber of Commerce.) 
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8. Munday, Jones and Fowler, in practice together as accountants, decide to 
dissolve partnership as from 30th June, 19.., continuing in practice thereafter 
separately. Profits had been shared in the proportions of 4, 3 and 2 respectively, 
and the firm’s Balance Sheet showing the position as on the date of dissolution 
was as follows— 

BALANCE SHEET, 30tii June, 19.. 


Liabilities 



Assets 



£ 

£ 


£ 

Capital Accounts— 



Goodwill 

. 1,000 

Munday 

1,500 


Office Furniture . 

219 

Jones 

1,500 


Debtors 

. 1,403 

Fowler . 

500 


Work in Progress . 

. 1,462 



3,500 

Cash . • ■ > 

919 

Current Accounts— 





Munday 

721 




Jones 

236 




Fowler . 

354 






1,311 



Creditors . 


192 





£5,003 


£5,003 







The terms of dissolution were as follows— 

(a) Each partner was to take over that portion of the practice with which 
he personally had dealt hitherto. 

( b ) Goodwill was to be revalued on the basis of recent profits, and the figure 
was agreed at £4,116. Of this it was agreed that Munday should be charged 
with one-half, and Jones and Fowler one-quarter each. 

( c) Munday took over the office furniture at its book value. 

( d) The debtors were to be taken over as follows: Munday, £660; Jones, 
£522 (subject to an allowance of £50 for doubtful debts), and Fowler, £221. 

( e) Work in progress had been valued on a “cost” basis. For the purpose of 
division a proportion of profit was to be added and the amended figure apportioned 
as follows: Munday, £842; Jones, £931, and Fowler, £538. 

You are required to close the books of the firm, assuming that all cash is paid 
into or out of the firm’s accounts, none passing direct between partners. Journal 
entries are not required. (London Chamber of Commerce.) 

9. Farndale & MacLeod, Ltd., Wholesale Stationers, Liverpool, have a 
registered Capital of 75,000 shares of £1 each upon which 15s. per share has 
been called up. Owing to default by non-payment of calls 500 shares upon 
which £100 has been received have been forfeited in accordance with the Articles 
of Association. From the following Trial Balance extracted from the books on 
the 31st December, prepare Balance Sheet, Trading Account, and Profit and 
Loss Account— 



£ d. 


£ 

s. d. 

Share Capital . 

55,875 - - 

as made on the 1st 



Forfeited Share A/c . 

100 - - 

July) . 

600 

—• 

Calls in Arrear . 

75 - - 

Reserve (1st January) 

2,000 

_ m— 

Leasehold Premises 


Sundry Creditors 

1,250 


(1st January) 

30,500 - - 

Bad Debts 

272 

_ _ 

Plant and Machinery 


Bank Overdraft 

125 


(1st January) 

11,000 - - 

Cash in hand . 

10 

_ _ 

Additions to Plant and 


Office Furniture (1st 



Machinery during 


January) 

65 

—m _ 

year (all to be taken 


Sales 

40,700 

— —. 
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Stock (1st January) . 

3,560 

— «_ 

Purchases 

21.049 

_ 

Debenture Interest 

half-year to 30th 

June, paid less tax . 
Directors’ Fees . 

141 

5 - 

200 


Goodwill . 

10,000 

_ _ 

Wages 

10,747 

_ - 

Salaries . 

1,020 

- 

Carriage Inwards 

74 


,, Outwards 

119 

— — 

Insurance 

87 

_ _ 

Postages and Tele- 

grams . 

43 

_ _ 

Rates, Taxes, etc. 

482 


Office Wages 

389 

— _ 

Advertising 

58 

— — 


Repairs to Plant and 

£ 

s. d. 

Machinery . 

Profit and Loss Ac¬ 

61 

— — 

count (1st Jan.) Dr. 

100 


Discounts Received . 

327 

_ _ 

,, Allowed 

2,474 

15 - 

Sundry Debtors 
Debentures, 500 at 
£10 each, bearing 
interest at 6% per 

11,650 


annum . 

Advertising Places, 

etc., at station as at 
1st January, to be 
written off over 3 

5,000 


% 


years . 

600 

— — 


£500 have accrued for Wages, allow 2* per cent off Debtors and Creditors 
fbr discount. Insurance is prepaid £12. Depreciate Leasehold Premises 1 per 
cent per annum; Plant and Machinery 5 per cent per annum; Office Furniture 
5 per cent per annum. Provide £125 for Bad Debts. Stock on hand on 31st 
December, £4,174. Assume original cost values for fixed assets. (U.L.C.J.) 


10. Three doctors, A, B, and C, are in partnership in Kensington. The part¬ 
nership comes to an end at 31st December, at which date the agreed figures of 
the Trial Balance are as follows— 


A. Capital Account at 1st January 

p 

Drawing Account—A at 31st December 


» ^ 99 . 

Book Debts (in North Kensington) . 

>> (in South Kensington) . 

Liabilities . 

Furniture and Fixtures ...... 

Cash at Bankers ••..... 

Profit and Loss balance (before charging Interest on 
Capital). 


Dr. 

Cr. 

£ 

£ 


2,500 


1,500 


1,200 

1,225 


634 


723 


2,682 


2,087 



316 

125 


1,500 



3,460 

£8,976 

£8,976 



Each partner is to be credited with a year’s interest at 5 per cent on his full 
Capital Account, and the remaining profit is to be divided, one-half to A, one- 
quarter to B, and one-quarter to C. A retires from practice; B takes over the 
furniture and the debtors in North Kensington, and assumes the liabilities; 
and C takes over the South Kensington debtors. Each partner takes a third 
of the Cash balance, and pays his own costs of coming to a settlement. Make 
out statements showing what are the respective sums to be received or paid 
by each partner on the final settlement. (Chartered Accountants.) 
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11. The Auto Brake Co., Ltd., offered to the public on 1st January 30,000 
6 per cent Preference Shares, payable as follows; 5s. per share on application, 
5s. per share on allotment, and the balance in calls not exceeding 5s. per share. 
Applications were received, and allotments made, as under— 


Jan 


yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 


2. Thomas O. Lucas, Baker, 62 Cold Harbour 
Lane, Bedford ..... 

2. Percy F. Allen, Gentleman, Park Gates Man¬ 

sion, Framley ...... 

3. Albert R. Simpson, Clerk, 164 High Road, 

Burnham ...... 

3. George T. Roberts, Barrister, 24 Keble Street, 

Tooting Gravency, London, S.YV. 17 . 

4. Henry Peters, Butcher, 84 High Street, Mer¬ 

ton, London, S.W. 18 .... 

4. Arthur O. Greenham, Coal Merchant, Lec- 

thorpe Road, Cardiff .... 

5. James Smithers, Farmer, Park Farm, Brimsley 

5. Edward E. Thompson, Brewer, 72 Shingle 

Street, Burton ..... 

6. Frederick P. Martin, Clerk, 169 Tonge Road, 

Kealey ...... 

6. Samuel Short, Stock Broker, 72 Moreton Road, 

Piccadilly, W. 1 

7. Philip J. Ruthven, Grocer, 29 Lake Street, 

Bashton ...... 

8. Rufus O. Barnard, Major, 15 Lipton Man¬ 

sions, Thornton Heath .... 


No. of Shares 
Applied for 

No. of Shares 
Allotted 

2,500 

2,000 

10,000 

6,000 

120 

nil 

1,800 

1,500 

4,500 

3,500 

5,000 

3,500 

4,000 

3,000 

1,600 

1,500 

2,500 

2,000 

150 

nil 

2,000 

1,500 

5,500 

5,000 

<os. 3 and 4 

to Simpson 


the shares being numbered from 50,001 upwards. Write up the Application and 
Allotments Book, and subsidiary Cash Book, recording the above particulars. 


12. On 5th May, the directors of the Auto Brake Co., Ltd., made a first call 
of 5s. per share on the Preference Shares. The call was payable by the 20th 
May, and the following amounts were received— 


May 

8. 

R. O. Barnard . 

• 

• 

5,000 Shares 

£1,250 

yy 

10. 

P. J. Ruthven 

• 

• 

. 1,500 „ 

375 

yy 

12. 

F. P. Martin 

• 

• 

. 2,000 „ 

250 

yy 

13. 

E. E. Thompson 

• 

• 

. 1,500 „ 

750 

yy 

14. 

J. Smithers 

• 

• 

. 3,000 „ 

750 

yy 

16. 

A. O. Greenham 

• 

• 

. 4,000 „ 

500 

yy 

17. 

H. Peters . 

• 

• 

. 3,500 „ 

875 

yy 

19. 

O. F. Allen 

• 

• 

. 6,000 „ 

1,500 

y y 

20. 

T. O. Lucas 

• 

• 

. 2,000 „ 

500 


F. P. Martin and A. O. Greenham were allowed till 20th June to pay the balance, 
on which date the sums due (plus interest thereon at 5 per cent) were duly 
received. No money at all was received from G. T. Roberts, whose Shares were 
forfeited on 25th June. Write up the Call Book and subsidiary Cash Book. 

13. The following transfers of Ordinary Shares were made, approved, and 
duly registered in the books of the Auto Brake Co., Ltd.— 

June 23rd, 200 shares (1-200) from R. T. Lake to N. P. Locksley; No. of 
transfer deed, No. 1. 
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July 13th, 500 shares (201-700) from R. T. Lake to F. T. Bullen. 

August 2nd, 1,000 shares (24,501-25,500) from J. P. Silverlock to F. T. Bullen. 
September 15th, 300 shares (25,501-25,800) from J. P. Silverlock to F. T. 
Bullen. 

November 18th, 500 shares (25,801-26,300) from J. P. Silverlock to Arthur 
Finchley, Solicitor, 11 Jupiter Street, Yeovil. 

December 12th, 500 shares (26,301-26,800) from J. P. Silverlock to Robert 
T. Penvvith, Leather Merchant, 11 Tower Street, Bermondsey, London, 
S.E. 1. . • • 

Write up the Company’s Register of Transfers. 


14. Open the books, and prepare a Trial Balance therefrom, of a limited 
company formed on 1st January, with a Capital of 50,000 shares of £1 each 
and 1,000 Debentures of £50 each, both fully subscribed and paid-up in Cash 
on that date. The Company took over the business of a private firm, whose 
assets, purchased and paid for on 31st January, were as follows— 

£ 


Stock-in-trade . 

• 

. 50,000 

Book Debts 

• 

. 40,000 

Cash at Bankers 

• 

5,000 

Fixtures, Furniture, etc. 

• 

2,000 

Leasehold Premises . 

• 

3,000 

Goodwill 

• 

. 12,000 


As part of the consideration for the purchase of the assets, the Company 
assumed the liabilities amounting to £12,000. (Chartered Accountants.) 


15. The following represent the balances of the London books of the Eastern 
Company, Ltd., as on 31st December, viz.— 


£ 

Share Capital (70,000 shares 


of £1 each, fully paid) 

. 70,000 

Bills Payable 

5,500 

Bills Receivable . 

2,000 

Investments at cost 

. 14,000 

General Reserves 

8,000 

Stocks on hand . 

600 

Debtors 

3,000 


Provision for Doubtful Debts 
Creditors . 

Payments in Advance . 
Properties . 

Profit and Loss . .Dr, 
Rangoon A/c 
Cash at Bank 
Cash in hand 


£ 

100 

5,000 

500 

25,000 

21,200 

18,760 

3,500 

40 


Bills Receivable aggregating £4,000 were under discount. 

The following Statement of Assets and Liabilities at 31st December was 
received from the manager of the Company’s Rangoon Branch, viz.— 


Rs. a. p. 

Cash at Bankers . 185,372 5 - 

Cash in hand . . 19,269 8 - 

London A/c (£17,938 

Is. lOd.) . . 269,071 6 - 

General Reserves . 75,284 14 - 

Stocks on hand . 327,595 3 - 

Advances to Natives 

against security . 225,000 - - 


Buildings, Plant, etc. . 
Debtors . 

Payments in Advance 
Provision for Doubtful 
Debts . 

Creditors . 


Rs. a. 
46,280 12 
87,963 13 
3,000 - 

2,000 - 
548,125 5 


A 

6 


The apparent difference, between the balance of the Rangoon Account m 
the London Books and the London Account in the Rangoon Books, f :ons1 ^ 
of items in transit. You are required to prepare an amalgamated Ba an 
Sheet as at 31st December. . 

The rupee to be taken at Is. 4d. (16 annas = 1 rupee, 12 pies , 

r (Chartered Accountants.) 
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16. On 31st December, 19.the following was the Trial Balance of the Call 
Manufacturing Co., Ltd. The Nominal Capital of the company was £20,000, 
divided into 20,000 Ordinary Shares of £1 each. Adjustments to incorporate 
are— 


(a) 10 per cent Depreciation off Plant and Machinery. 

( b ) 5 per cent Depreciation off Furniture and Fittings. 

(c) The Provision for Bad Debts to be made up to 5 per cent of Debtors. 

( d) Insurance unexpired on 31st December, £5 10s. 6d. 

(*) A portion of premises owned by the company was sublet as from 1st July, 
19.., at an annual rental of £30, but no rent has been paid by sub-tenant, or 
passed through the books. 

(/) Stock, 31st December, 19. ., £4,402 Is. 5d. 

Prepare Trading and Profit and Loss Account and Balance Sheet, assuming 
any other necessary figures. 


TRIAL BALANCE 



£ 

s. 

d. 


£ 

s. 

d. 

Final Call . 

250 

•• 

— 

Capital A/c— 




Freehold Premises 

3,200 

— 

— 

16,000 Shares, fully 




Rates, Taxes and In¬ 




called 

16,000 

— 

— 

surance 

472 

10 

7 

Profit and Loss A/c— 




Office and Management 




(Balance previous 31st 




Salaries 

1,292 

10 

6 

December) 

217 

5 

- 

Office Expenses . 

217 

14 

11 

Discount . 

14 

7 

3 

Manufacturing Expenses 

192 

— 

4 

Sales 

20,314 

17 

10 

Stock, 1st January 

3,714 

19 

— 

Returns Outwards 

196 

19 

5 

Manufacturing Wages . 

6,901 

1 

9 

Sundry Creditors 

3,410 

5 

9 

Purchases . 

10,617 

15 

4 

Bills Payable 

984 

8 

1 

Returns Inwards . 

307 

12 

9 

Transler Fee 


2 

6 

Carriage Inwards 

471 

10 

4 

Provision for Bad Debts 

315 

9 

4 

Carriage on Sales 

314 

— 

11 





Sundry Debtors . 

8.617 

5 

— 





Factory Fuel and Power 

172 

19 

5 





Lighting and Heating . 

74 

16 

1 





Goodwill 

2,000 

— 

— 





Audit Fees and Legal 








Expenses . 

124 

4 

9 





Travelling Expenses 

96 

4 

11 





Plant and Machinery . 

1,942 

13 

4 





Repairs 

89 

14 

9 





Furniture and Fittings . 

134 

6 

8 





Cash at Bank 

246 

9 

10 





,, in Hand 

3 

4 

— 





Total of Debits . 

41,453 

15 

2 

Total of Credits 

41,453 

15 

2 


(R.S.A.) 


17. Morton & Sons supply their products in metal drums which cost 5s. 6d.' 
each. These are charged to customers at 6s., full credit being allowed on drums 
returned in good condition. Outline a system you would recommend to record 
the receipt, issue, and return of these drums, and show the Drums Account as 
it would appear in the firm’s impersonal ledger at the close of a year. Mention 
any points which would require to be dealt with at balancing time. (R.S.A.) 


















CHAPTER XV (conld.) 

COMPANIES 

Section (G) 

Bonus Shares, Purchase of a Business, Reduction of 
Capital, Amalgamation, Reconstruction, Reorganization, 

Holding Companies 

BONUS SHARES 

T he distribution of profits in the form of dividends has already 
been considered. When a company has had a particularly successful 
yeai, it is not unusual for the normal dividend to be declared and 
paid as such, a further distribution then being made as a bonus. 
This bonus may be paid in cash, in which case the entries will be 
similar to those required for a dividend. It does not follow, however, 
that a successful year indicates a large cash balance, and in any 
case, if the business is improving, funds will be required for future 
developments. I he alternative to distributing additional profits in 
cash is to give the shareholders further shares or, if the present issue 
is only partly paid, to make a call and then to pay the call out of 
such profits so that the members have their shares made fully paid 
out of the bonus. There are a number of variations of this type of 
distribution, and in many cases fractions of shares are introduced. 
Before the book-keeping entries are considered, a better under¬ 
standing will be obtained if the advantages and disadvantages of 
bonus share issues are considered from both angles; (a) As regards 
the company, and ( b ) as regards the shareholders. We must also 
consider (c) the effect on the market value of the shares. 

( fl ) regards the company. 

Advantages — 

1. Profits can be distributed without affecting the bank balance, 
which therefore remains to be used as additional working capital. 

2. If profits are fairly constant after the issue, the distribution 
over a larger number of shares will reduce the rate of dividend 
paid. This may be considered expedient to minimize the effect the 
payment of large dividends may have on the workers who feel that 
they have produced the profits and should benefit by higher wages, 
or on customers who may consider excessive prices are being 
charged. 

Disadvantage — 

To maintain the dividend at the same rate, a policy which keeps 
the market price of the shares steady, correspondingly increased 
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profits must be earned. This applies in particular where a share 
bonus (say one new share for every ten held) is distributed year 
after year. Where a “share for share” bonus is distributed, it is 
clear that the rate of dividend in future will be, roughly, one-half 
of what it was in the past. 

(b) As regards the shareholders. 

Advantages — 

o 

1. No surtax is payable on a bonus share distribution. 

2. Future income will be increased on the larger holding without 
any financial outlay. 

3. If immediate cash is preferred by individual members their 
shares can generally be disposed of on the Stock Exchange. 

( c ) Effect on market value of holding. 

Prima facie the price per share must be less after the bonus issue; 
but in theory the total value of the old holding should equal that 
of the new, thus— 

Price of shares before bonus issue, 24s. 

Bonus issue of 1 new share for every 2 held. 

Price of shares after bonus issue, 16s., i.e. 2 shares at 24s., or 
3 shares at 16s. = 48s. 


(i) Bonus Shares issued at par 

Example. A company with a paid-up capital of £200,000 in £1 
shares, having accumulated a Reserve of £70,000, resolves to cap¬ 
italize £50,000 of it by issuing to the shareholders 50,000 bonus 
shares of £1 each fully paid, each shareholder to receive one bonus 
share for every four shares held in the company. Show the entries 
required to record the transaction. 


JOURNAL Dr. 


Reserve A/c. 

£ 

50,000 

£ 

To Bonus Share Dividend A/c . 

50,000 

Bonus payable out of Reserve in fully-paid 
shares as per Resolution dated 

1 


Bonus Share Dividend A/c .... 

50,000 


To Share Capital Account 

50,000 

Issue of 50,000 bonus shares of£l each in pay¬ 
ment of bonus, at the rate of 1 bonus share for 


every 4 shares held in the company. 
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(2) Bonus Shares issued at a premium 

Example. A company with a paid-up capital of £120,000 in £1 
shares decides to distribute a bonus, equal to 25 per cent of its 
capital. The Reserve Fund was £50,000; the market value of 
shares is £3. It is proposed to issue the shares at a premium of £2 
per share, and to distribute them to shareholders as to one fully- 
paid share for every twelve shares held. Prepare the necessary 
journal entries for putting into effect the issue of the bonus shares 
on the terms stated. 


JOURNAL 


Dr. 


Cr. 



Bonus Share Dividend A/c .... 

£ 

30,000 

To Share Capital A/c .... 

,, Share Premium A/c .... 
Issue of 10,000 fully-paid shares, at a premium 
of £2 per share; distributed as to 1 share for 
every 12 held in the company. 



(3) Bonus applied to making Shares fully paid 

Example. A company with a nominal and issued capital of 
£200,000 in £1 shares, 15s. per share paid, declares a bonus out 
of the Reserve Fund, at the rate of 33J per cent on the paid-up 
capital, with the object of making the shares fully paid. Show the 
entries necessary to record the transaction. 


Final Call A/c ...... 

To Share Capital A/c . 

Call of 5s. per share on 200,000 shares, as per 

resolution dated. 

# 

Reserve Fund A/c 

To Bonus Share Dividend A/c . . • 

Bonus of 33*% on £150,000 paid-up Capital, 
payable out of the Reserve Fund, as per 
resolution dated. 

Bonus Share Dividend A/c . 

To Final Call Account . . • 

Application of bonus to payment of Final Call, 
as per resolution dated.. 


In this case it is especially important to notice that the call must 
be made in the correct way by a resolution of the directors an 
entries passed through the books, although the shareholders are n 

being called upon to pay it. - ' 
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In addition to the simple entries shown in these three examples 
it will, of course, be necessary to prepare Bonus Share Lists showing 
the numbers to which each member is entitled, from which the 
Register of Members can be posted. As in the case of an issue to 
the public, these can also be used for recording application and 
allotment moneys where the bonus shares have to be paid for and 
the shareholder is given the option of “taking them up” or selling 
the “rights” on the Stock Exchange. 

For example the £1 shares of a very successful company might 
quite well be changing hands at £3 each, and as a bonus, new shares 
might then be offered to the members on payment of £1 each. 

The fact that fractions of shares will arise will be appreciated by 
a further consideration of the example under (1). In this case each 
shareholder is entitled to receive one bonus share for every four 
shares held, but a few, at least, of the holdings will not be multiples 
of four. These fractions may be dealt with in one of three ways:— 

(i) If there are very few, they may be ignored. 

(ii) They may be converted into cash by sale through the 
company’s brokers and the proceeds distributed. 

(iii) Fractional certificates or “scrip” may be issued. 

Fractions. Assuming that the bonus represents one new share 

for every four held and that among the members are the following 
holdings— 

A 850 = 212J new' shares 

D 75 = 18§ „ 

R 300 = 75 

W 375 = 93f „ 


1600 = 400 

A, D, R, and W, w'ould be allotted the whole shares entered 
against their names, a share certificate being made out for 2 shares 
in the name of a nominee—a director or secretary; and of the net 
cash proceeds A, D, and W will receive two-eighths, three-eighths 
and three-eighths, respectively. 

The purchaser of the two shares representing the fractions 
would, of course, be registered as the shareholder so that the issued 
capital would still be increased by the total number of shares 
created for purposes of the bonus. 

Certificates or scrip. Where the fractions are numerous 
certificates are issued for the whole numbers and fractional certifi¬ 
cates for the fractions to those shareholders on the list entitled to 
them. These latter cannot be entered on the Register of Members 
but by the process of buying and selling on the Stock Exchange, 
for which purpose a specified time is allowed, individuals become 
holders of whole numbers and exchange into ordinary certificates. 
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In summary form, the book-keeping entries are as follows— 

1. On the issue of fully paid bonus shares — 

{a) Upon sanction of the dividend 

Debit Profit and Loss Appropriation Account (or Reserve). 
Credit Bonus Share Dividend Account. 

(b) Upon issue of the shares— 

Debit Bonus Share Dividend Account. 

Credit Share Capital Account. 


2. On utilization of a bonus share dividend for the purpose of discharging 
calls on shares — 

(a) Debit Call Account. 

Credit Share Capital Account. 

(b) Debit Profit and Loss Appropriation Account (or Reserve). 
Credit Bonus Share Dividend Account. 

(c) Debit Bonus Share Dividend Account. 

Credit Call Account. 

3. Where a bonus dividend is to be applied to the issue of shares at a 
premium — 

(a) Debit Profit and Loss Appropriation Account (or Reserve). 
Credit Bonus Share Dividend Account. 

( b) Debit Bonus Share Dividend Account. 

Credit Share Capital Account (nominal value). 

„ Share Premium Account (premium). 


PURCHASE OF A BUSINESS 

\ endor, Purchase Price, Going Concern. In numerous cases 
a company is formed for the purpose of acquiring and working an 
old-established business. The person who sells the business to the 
company is termed the vendor, and the money paid for the 
business is called the purchase price. The purchase price is 
generally paid, partly in cash, and partly in shares. If the prospectus 
showed that the vendor was taking the purchase price wholly in cash, 
it would give rise to suspicions on the part of the public; it would 
look as if the vendor had little faith in his own business, and was glad 
to be rid of it. In a good business, therefore, it will generally be found 
that the vendor takes a large number of shares in the company, 
thereby fostering the confidence of the general public. The shares 
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issued to the vendor may be valued either at par or at a premium, 
according to the agreement made with him. When such shares are 
allotted to the vendor they may be either fully or partly paid 
(usually the former). Sometimes, the business is taken over by the 
company as a going concern, i.e. exactly as it stands, all the assets 
including the cash, and all the liabilities, and without any stoppage 
of business. Sometimes, the cash of the old business is not taken over; 
sometimes, the liabilities are not taken over, but left for the vendor 
himself to discharge. These matters, however, are arranged by 
agreement. 

Goodwill. A company usually purchases, not only the assets, 
but also the goodwill of the business, that is, the right to the good 
name and connexion of the business. In some cases the amount 
paid for goodwill is stated, in other cases it has to be ascertained. 
If the company takes over only the assets, then the goodwill will be 
the excess of the purchase price over the value of the assets. Thus, 
if the assets amounted to £10,000, and £15,000 was paid for the 
business assets and goodwill, then £5,000 would denote the value 
of the goodwill. If the company takes over both assets and liabil¬ 
ities, the difference between the assets and liabilities will show the 
capital value of the business. The excess of the purchase price 
over the capital value of the business will give the amount paid 
for goodwill. Thus, if the assets amount to £15,000 and the liabil¬ 
ities to £6,000, then £9,000 would denote the capital value of the 
business. If the purchase price of the business is £13,000, then 
£4,000 would be the amount to debit to a Goodwill Account. 

Business Purchase Account. In journalizing the entries 
referring to the purchase of a business, the procedure is greatly 
simplified by opening a Business Purchase Account. This account 
is debited with the purchase price of the business, and the account 
of the vendor is credited with the same. This has the advantage of 
fixing the liability to the vendor. All the assets, including the 
amount for goodwill, are then debited to their respective accounts, 
and the total credited to the Business Purchase Account. The 
Business Purchase Account is then debited with the total of the 
liabilities taken over, and the liabilities are credited to their particu¬ 
lar accounts. When these entries are posted, the Business Purchase 
Account will be found to balance; and all the assets and liabilities 
will have been brought into the books. It is possible, of course, to 
avoid these three entries and to show the transaction by means of 
one Journal entry, namely, by debiting all the assets, including the 
goodwill, and crediting the liabilities and also the amount due to 
the vendor. Students, however, are so often confused when they 
attempt this method, that it is advisable to follow the Business 
Purchase Account method for preference. Another very good 
method is to have one Journal entry for the asset accounts and one 
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for the liability accounts. This is very simple and leaves the vendor’s 
account in credit for the amount due to him. 

Formula for Purchase of a Business. The following detailed 
steps should prove useful to the student— 

1. Debit Business Purchase Account and credit Vendor with the 
agreed purchase price. 

2. Debit each asset, including goodwill, and credit Business Pur¬ 
chase Account with the total. 

3. Debit Business Purchase Account with the total of the liabil¬ 
ities taken over, and credit each separate liability. 

4. Debit Vendor, and credit Share Capital Account and Deben¬ 
tures Account, with the shares and debentures issued to him in 
part payment of the purchase price of the business. 

5. Debit Application and Allotment Account (or Shareholders 
and Debenture Holders Account) with the amounts due from 
shareholders and debenture holders, and credit Share Capital 
Account and Debentures Account. 

6. Debit Cash Account with the balance taken over (if any) and 
the amounts received from shareholders and debenture holders; 
credit Cash Account with any sums paid to the vendor. 

Example. A company with an authorized capital of £150,000, 
consisting of 75,000 Ordinary Shares of £1 each, and 75,000 6 per 
cent Preference Shares of £1 each, and also £30,000 Debentures 
in bonds of £100 each, purchased as a going concern for £100,000 
the business of Messrs. Rowell & Co., whose Balance Sheet was as 
below— 


BALANCE SHEET 



£ 


£ 

Capital . 

70,000 

Freehold Premises 

30,000 

Sundry Creditors 

15,000 

Plant and Machinery 

15,000 

Bills Payable 

5,000 

Furniture and Fixtures 

2,000 



Stock . 

12,000 



Book Debts 

26,500 



Bills Receivable 

1,500 



Cash .... 

3,000 


£90,000 

1 

* 

/;9Q,ooo 


The purchase price was to be paid thus: £25,000 in fully-paid 
Ordinary Shares, £25,000 in fully-paid Preference Shares, £25,000 
in Debentures, and the balance in cash. The remainder of the 
shares and debentures were offered to the public, and were a 
subscribed and fully paid up. Make the necessary Journal an 
Cash Book entries, and show the company’s Balance Sheet. 
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JOURNAL Dr. Cr. 



£ 

£ 

Business Purchase A/c .... 

100,000 


To Vendors ...... 

Purchase price of business as per Agreement 
dated. 


100,000 

Cash ....... 

3,000 


Bills Receivable ...... 

1,500 


Sundry Debtors ...... 

26,500 


Freehold Premises ..... 

30,000 


Plant and Machinery ..... 

15,000 


Stock ....... 

12,000 


Furniture and Fixtures .... 

2,000 


Goodwill ....... 

30,000 


To Business Purchase A/c 

Sundry Assets acquired as per Agreement 
dated. 


120,000 

Business Purchase A/c .... 

20,000 


To Bills Payable ..... 


5,000 

,, Sundry Creditors .... 

Sundry liabilities as per Agreement dated 


15,000 

Rowell & Co. (Vendors) .... 

75,000 


To Ordinary Share Capital 
(25,000 Shares of £1 each.) 


25,000 

To Preference Share Capital , 

(25,000 Shares of £1 each.) 


25,000 

To Debentures ..... 

(250 Bonds of £100 each.) 

Shares and Debentures issued as fully paid 
in part payment of the purchase price, as per 
Agreement dated. 


25,000 

Ordinary Shareholders .... 

50,000 


To Ordinary Share Capital 

50,000 Shares of £1 each. 

50,000 

Preference Shareholders .... 

50,000 


To Preference Share Capital 

50,000 Shares of £1 each. 

50,000 

Debenture Holders . 

5,000 


To Debentures . . . . . 

50 Bonds of £100 each. 

5,000 
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Receipts 

1 

Bank 

Payments 

1 

Bank 

To Balance 

,, Ordinary Shareholders . 
,, Preference Shareholders . 
,, Debenture Holders 

£ 

3,000 

50,000 

50,000 

5,000 

By Rowell & Co. 

„ Balance c/d 

£ 

25,000 

83,000 


£108,000 


£108,000 

To Balance b/d . 

83,000 




BALANCE SHEET 



£ 


1 £ 

Authorized &. Issued Capital: 


Fixed Assets — 


75,000 Ordinary Shares 


Goodwill at cost 

30,000 

ol £1 each . 

75,000 

Freehold Premises at cost 

30,000 

75,000 Preference Shares 


Plant and Machinery at 


of £1 each . 

75,000 

cost ... 

15,000 

Debentures— 


Fixtures and Fittings at 


300 Bonds of £100 each . 

30,000 

cost • • • • 

2,000 

Sundry Creditors 

15,000 

Current Assets — 


Bills Payable 

5,000 

Stock .... 

12,000 



Sundry Debtors 

26,500 



Bills Receivable 

1,500 



Cash at Bank 

83,000 


£200,000 


£200,000 



j 1 

——— 


Where the vendor is a partnership, the correct division of the 
shares and the cash needs consideration. 

In the absence of agreement the fairest way is to divide the 
shares out first in the same ratio as profits and losses are shared, 
thus giving the partners the same right to any profit on the sale as 
if they had remained partners. The cash is then paid out to balance 
their Capital Accounts. 

Example i. R, S, and T, partners, share profits and losses in 
the ratio of 3 : 2 : 1. Their Balance Sheet at 31st December, 
19. ., is— 

BALANCE SHEET as at 31st December, 19.. 


Capital Accounts— 
R 
S 

T 

Sundry Creditors 


£ 

5,500 

3,000 

£ 

Sundry Assets . 

Sundry Debtors 

Less Bad Debts Reserve . 

£ 

3,000 

300 

2,000 

10,500 

3,150 

Cash at Bank . 





£13,650 




£ A 
10,6a0 

2,700 
300 

£13,650 
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They have agreed to sell their business for £13,500, payable as 
to £1,500 in cash; balance in shares worth £1 each. The creditors 
are to be taken over by the company, as also is the cash at bank. 


Dr. 


REALIZATION ACCOUNT 


19.. 
Jan. 1 


To Sundry Assets 
,, Sundry Debtors 
,, Cash at Bank . 

„ Profit on Realization— 

R 8 . . £1,500 

S 3 . . 1,000 

T ft . 500 


£ 

10,650 

3,000 

300 


3,000 


£16,95 


19.. 
Jan. 1 


By Sundiy Creditors . 

„ Bad Debts Reserve 
,, Purchasing Company 


£ 

3,150 

300 

13,500 


£16,950 


Dr. 


PURCHASING COMPANY 



! 9 .. 

Jan. 1 To Realization Account— 

Purchase Price 


19.. 

Jan. 1 By Shares 
„ Cash 


Dr. 


CAPITAL ACCOUNT—R. 


£ 

12.000 

1,500 


£13,500 


19.. 

Jan. 1 To Shares . 
,, Cash 


Dr. 


19.. 


Dr. 


19.. 


Dr. 


19.. 


£ 19.. 

6,000 Jan. 1 

1,000 


By Balance 

,, Share of Profit on Realiza¬ 
tion . 



£ 

5.500 

1.500 


£7,000 


CAPITAL ACCOUNT—S. 



£ 

19.. 


To Shares .... 

4,000 

Jan. 1 

By Balance 

,, Share of Profit on Realiza¬ 
tion .... 


£4,000 




£ 

3,000 

1,000 


CAPITAL ACCOUNT—T. 



£ 

19.. 


To Shares .... 

2,000 

Jan. 1 

By Balance 

„ Cash .... 

500 


„ Share of Profit on Realiza¬ 




tion .... 


£2,500 




£ 

2,000 
500 
£2,500 


SHARES IN NEW COMPANY ACCOUNT 


Jan. 1 To Purchasing Company 


£ 

12,000 

19.. 
Jan. 1 

£12,000 



By Capital A/c— 

K3 . 

S3 . 

Tft . 



£12,000 
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Example 2 . X and Y trading in partnership share profits and 
losses equally. On 30th September, 19. they sold their business 
to P, Ltd. 

Their Balance Sheet at this date was— 


BALANCE SHEET as at 30th September, 19.. 


Capital Accounts— 
X 

£5,280 | 

£ 

Sundry Assets 

Cash .... 

£ 

16,350 

470 

Y 

4,560 


Current A/c: X. . 

500 

Current A/c: Y . 
Loan A/c: X . 

Creditors 

• • 

• • 

• • 

9,840 

480 

2,100 

4,900 




£17,320 

1 



The purchasers agree as follows— 

(a) Io pay deposit of £5,000 immediately so that the firm could 
discharge its liabilities. 

W .To give £3,000 for goodwill and £15,920 in cash for the 
remaining assets (excluding cash which is not taken over). 

(c) To pay interest on the balance of purchase price at 5 per cent 
per annum, full completion to be made on 31st December, 19... 

X and \ are to be allowed interest on their capitals at 5 per cent 
per annum, and X to be allowed interest on his loan at 4 per cent 
per annum till settlement. Ignore tax. 

Show accounts in the books of the vendors. 

I he items in italics (disposing of the Balance Sheet items) should 
first be inserted so as to commence “in balance.” 



REALIZATION ACCOUNT 



19. . 

Sept. 30 
„ 30 

„ 30 

To Assets 
,, Expenses 
„ Profit— 

X . 

Y . 

• 

• • 

£1,285 

1,285 


£ 

16,^50 

2,570 

19.. 

Sept. 30 

By P. Ltd.— 

Purchase Con¬ 
sideration 


£ 

18,920 













£18,920 




£18,920 


D ' ■ CASH Ct 


19.. 

Sept. 30 
Oct. 1 
Dec. 31 

To Balance 
»> P* 9 Ltd. . 

9, „ „ : Balance 

b/d 

£ 

470 

5,000 

14,094 

19.. 
Sept. 30 

OcL 1 
Dec. 31 
31 

By Expenses ol Real¬ 
ization 
„ Creditors 
„ Loan A/c . 

„ Capital A/cs— 

X . 

Y . 


£ 

? 

* 

4>9°° 

2,121 

6,146 

6.397 




£19,564 




III 
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Dr. 


P, L ED. 

19.. 

Sept. 30 

Dec. 31 

To Reaization A/c— 
Purchase Con¬ 
sideration 

„ Interest on Bal¬ 
ance— 

£13,920 at 5% 
per annum for 
3 months 


£ 

18,920 

174 

19.. 
Oct. 1 
Dec. 31 




£19,094 



Cr. 


By Cash: (Deposit) . 


£ 

5,000 

„ Cash: Balance 


14,094 



£19,094 


Dr. CAPITAL ACCOUNTS Cr. 





X 

Y 




X 

Y 

19.. 
Dec. 31 

To Cash 


£ 

6,146 

£ 

6.397 

19.. 
Sept. 30 
. 30 

Dec. 31 

„ 31 

By Balances 
„ Current A/cs 
„ Interest on 

Capital . 1 
,. Interest A/c—; 
Balance 

b Id 

£ 

5 ,280 
785 

66 

15 

£ 

4,560 
1,765 

57 

15 




£6,146 

£6,397 




£6,146 

£6,397 


Dr. CURRENT ACCOUNTS Cr. 





X 

Y 


1 

1 


X 

Y 

19.. 
Sept.30 
„ 30 

To Balance 
,. Capital A/cs . 

b/d 

£ 

500 

785 

£ 

l ,765 

19. . 
Sept. 30 
30 

By Balance 
„ Profit on Real¬ 
ization 

b/d 

£ 

1,285 

£ . 
460 

1,285 









£1,285 

£ l .765 


Dr. _ _ LOAN ACCOUNT X Cr. 


19.. 
Dec. 31 

To Cash . , 


£ 

2,121 

19.. 
Sept. 30 
Dec. 31 

By Balance . 

,, Interest on Loan 

b/d 

£ 

2,100 

21 




in 




m 

Dr. 


INTEREST 

ACCOUNT 

-* 

Cr. 

19.. 
Dec. 31 

31 
„ 31 

To Interest on Capital — 

X . . £66 

Y . . 57 

,, Interest on Loan X 

„ Balance: Capital 
Accounts: 

X: i . £15 

Y: * .15 


£ 

123 

21 

30 

19.. 
Dec 31 

By P. Ltd. . 


£ 

174 




£174 




£174 


Note 1. The order of payment should be carefully observed. If the balance 
of Current Account of X had still remained in debit after balancing Realization 
Account it would have been set off against his Loan Account. 

23—(B.1405) 
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REDUCTION OF CAPITAL 

Provisions of the Companies Act. By Sections 66 and 67 of 

the Companies Act, 1948, it is enacted as follows— 

Subject to confirmation by the Court, a company limited by shares,. 

.;.....may, if so authorized by its Articles, by 

special resolution reduce its share capital in any way, and in particular, without 
prejudice to the generality of the foregoing power, may— 

(a) Extinguish or reduce the liability on any of its shares in respect of share 
capital not paid up; or 

(b) Either with or without extinguishing or reducing liability on any of its 
shares, cancel any paid-up share capital which is lost or unrepresented by 
available assets; or 

(c) Either with or without extinguishing or reducing liability on any of 
its shares, pay off any paid-up share capital which is in excess of the wants 
of the company, 

and may, if and so far as is necessary, alter its memorandum by reducing the 
amount of its share capital and of its shares accordingly. (Sect. 66.) 

Where a company has passed a resolution for reducing share capital, it may 
apply to the Court for an order confirming the reduction. (Sect. 67.) 

Where the reduction involves repayment to or diminution of lia¬ 
bility of shareholders or in any other case if the Court directs, creditors 
may object to the reduction and the Court may order the debts of 
such creditors to be paid or secured. The order of the Court must also 
be produced to the registrar of companies before it takes effect. 

Limited and Reduced. When the Court has made an order 
confirming the reduction—which may include such terms and con¬ 
ditions as it may think fit—it may, by Section 68 (2), (a) if for any 
special reason it thinks proper so to do, make an order directing 
that the company shall, during such period, commencing on or at 
any time after the date of the order, as specified in the order, add 
to its name as the last words thereof the words “and reduced”; 
and ( b ) make an order requiring the company to publish, as the 
Court directs, the reasons for reduction .... 

Meaning of Reduction of Capital. Reduction of capital means 
a diminution in the nominal amount of the share capital of a com¬ 
pany; also, a reduction in the paid-up capital of a company means 
a reduction of capital. 

Circumstances leading to a Reduction of Capital. A com¬ 
pany might require to reduce its capital in the following circum¬ 
stances— 

(a) If there were an accumulation of trading losses representing 
the result of several years of adverse fortune in the prosecution 
of its business; 

( b ) If there were capital losses of an extensive nature requiring 

drastic revaluation of the assets of the company; 

( c ) If the cash resources of the company are such that there 
seems no likelihood of that cash ever being required for the 
business. 






COMPANIES—REDUCTION OF CAPITAL 


693 


Methods of Effecting the Reduction of Capital. There are 
several ways by which a company may give effect to the reduction 
of its capital. Of the cases ( a ), (b), and (c) above, the most usual 
form of reduction of capital is that which arises out of the paid-up 
capital having been lost, or the capital being unrepresented by 
available assets, i.e. (a) or (b). (See the section “Extinguishing 
Losses and Writing down Assets'’ below.) 

At the same time as the resolution reducing the capital it is usual 
to pass a resolution increasing the authorized capital to the original 
amount—i.e. the amount on which stamp duty has been paid. 

(i) Writing off Losses 

Example. A limited company, having sustained heavy losses 
obtained the sanction of the Court to reduce its capital from 100,000 
shares of £\ each, fully paid, to 100,000 shares of 10s. each, fully 
paid. Make the necessary journal entry to effect this change of the 
company’s capital, and state how the Share Ledger and Certificates 
will be adjusted. 


JOURNAL 

Dr. 

Cr. 


£ ! 

£ 

Share Capital A/c 

50,000 


To Profit and Loss A/c . . • • 


50,000 

Reduction of 100,000 shares of £\ each, fully- 
paid, to 100,000 shares of 10s. each, fully-paid, 
as per Order of the Court dated. 




It is of the utmost importance that the carrying into effect of a 
“reduction” does not create a further liability on the shareholders 
as regards their holdings. For instance, if an attempt be made to 
reduce the paid-up capital, say, from 10s. paid up to 5s. paid up 
on the individual shares—without reducing the nominal amount 
of the share—the company would not be acting according to the 
intention of the Act, which is to limit the liability of the shares to 
the amount for which they were issued, and the arrangement 
indicated above would defeat that object. 

In the Share Ledger, each page will be impressed with a rubber 
stamp referring to the resolution and its effect. The Share Certifi¬ 
cates will either be dealt with in a similar manner or new ones will 
be issued to replace them. 

(2) Extinguishing Losses and Writing down Assets 

(This illustrates the most common type of capital reduction 
scheme.) 

Example. Below is the Balance Sheet of the Thetis Co., Ltd., 
as at 31 December, 19.. 
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£ £ 

Authorized Capital— 

240,000 Shares of 

£1 £240,000 


Issued Capital .— 

100,000 Ord. Shares of £1 

each . . 100,000 

80,000 Pret. Shares of £1 

each . . . 80,000 

Bank Overdraft . . 4,000 

Sundry Creditors . . 12,000 


£196,000 


Freehold Land and Buildings 

£ 

25,000 

Machinery and Plant . 

55,420 

Patents .... 

67,000 

Stock .... 

8,250 

Sundry Debtors . 

4,738 

Preliminary Expenses . 

5,000 

Cash in hand 

60 

Profit and Loss Account— 
balance at debit 

30,532 


£196,000 


Resolutions were passed, (1) That the £1 Preference and Ordin¬ 
ary Shares be reduced to the same number of fully-paid shares of 
15s. and 10s. for the respective classes of shares; (2) That the 
sum thus rendered available be applied as follows: (a) The balances 
to the debit of Profit and Loss and Preliminary Expenses to be 
written off; ( b ) the Machinery and Plant to be reduced to £40,000; 
(c) £1,000 to be written off the Stock; (d) the balance to be utilized 
to reduce the Patents Account; (3) That the Authorized Capital be 
increased to £240,000 made up of 300,000 Ordinary Shares of 
10s. and 120,000 Preference Shares of 15s. each. Make the necessary 
Journal entries, and draw up the new Balance Sheet. 


JOURNAL Dr. Cr. 



£ 

£ 

Preference Share Capital A/c 

20,000 

20,000 

To Capital Reduction A/c 


80,000 Preference Shares of £1 each, fully paid, 
reduced to 80,000 shares of 15s. each, fully 
paid, as per resolution dated. 



Ordinary Share Capital A/c 

50,000 

50,000 

To Capital Reduction Account 


100,000 shares of £1 each, fully paid, reduced 
to 100,000 shares of 10s. each, fully paid, 
as per resolution dated. 



Capital Reduction A/c .... 

70,000 

30,532 

5,000 

15,420 

1,000 

18,048 

To Profit and Loss A/c . 


„ Preliminary Expenses A/c . • 


„ Machinery and Plant A/c 


„ Stock A/c . . . v 


„ Patents A/c . . • • 


Amounts written oH, as per resolution dated 

1 

1 
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LEDGER 

Dr. CAPITAL REDUCTION ACCOUNT Cr. 


19.. 



£ 

19.. 


£ 

Dec. 31 

To Profit and Loss . 


30,532 

Dec. 31 

By Preference Share 



„ Preliminary Ex¬ 




Capital A/c 


20,000 


penses 


5,000 


„ Ordinary Share 




„ Machinery and 




Capital A/c. 


50,000 


Plant 


15,420 






„ Stock 


1,000 






„ Patent . .| 


18,048 








£70.000 

I 




£70,000 


Dr. PREFERENCE SHARE CAPITAL ACCOUNT Cr. 


19.. 



£ 

19.. 



£ 

Dec. 31 

To Capital Reduction 



Dec. 31 

By Balance 


80,000 


A/c 


20,000 






„ Balance c/d . 


60,000 








£80,000 









Dec. 31 

By Balance b/d 


60,000 


Dr. ORDINARY SHARE CAPITAL ACCOUNT Cr. 


19.. 



£ 

19.. 



£ 

Dec. 31 

To Capital Reduc¬ 



Dec. 31 

By Balance 


100,000 


tion A/c . 


50,000 






„ Balance c/d 


50,000 








£100,000 



1 

£100.000 





Dec. 31 

By Balance b/d. 


50,000 


BALANCE SHEET OF THE THETIS COMPANY. 

LIMITED AND REDUCED 



£ 


£ 

Authorized Capital— 


Freehold Buildings 

25,000 

300,000 Ord. 


Plant and Machinery 

40,000 

Shares of 10s. £150,000 


Patents 

48,952 

120,000 Pref. 


Stock 

7,250 

Shares of 15s. 90,000 


Sundry Debtors 

4,738 



Cash in hand . . 

60 

£240,000 




Issued Capital— 




100,000 Ord. Shares oflOs. 

50,000 



80,000 Pref. Shares of 15s. 

60,000 



Bank Overdraft . 

4,000 



Sundry Creditors 

0 

12,000 




£126,000 


£126,000 


1 
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The student’s attention is especially drawn to the fact that 
whilst, in this example, the Preference shareholders have been 
called upon to forfeit 5s. of the capital value of their shares, the 
Ordinary shareholders have suffered a loss of 10s. per share. 
Generally speaking, this is always the case in a reduction of capital 
although it is clear that, as the circumstances which bring about 
the reduction vary widely in each individual case, so will the 
rights of the various classes of shareholders be affected to a 
different degree. Whether or not it is equitable is a matter for the 
Court to decide. 

But this is the guiding principle. During the better years of the 
life of the company, the equity holders—usually the holders of 
Ordinary shares—benefit by the larger dividends paid, and on 
this basis should expect to suffer to a greater extent should a reduc¬ 
tion become necessary. 

From a shareholder’s point of view, a capital reduction might 
appear to be somewhat of a tragedy, but it may, in fact, be a 
blessing in disguise. The main purpose of a reduction is to 
eliminate the Dr. balance of the Profit and Loss Account 
from the books, so making possible a resumption of 
dividends. 

In almost every case the necessity is forced upon the company 
as the result of a number of very bad years, and if this is so, 
it is reasonable to assume that the market value of the shares 
is reflected in a very low price. The shareholder has therefore, 
in fact, already lost his capital if he wishes to dispose of his 
shares. One of the most likely results of a capital reduction is 
an early resumption of dividends, the effect of which will be to 
improve the prospects in the share market and in the long run 
carry them to a higher figure than that at which they stood when 
they were of a higher nominal value. 

Reference to a capital reduction of wide public interest will 
bear out and amplify the above remarks. 

The following are extracts from a financial paper in which the 
details were published— 

AMALGAMATED ANTHRACITE SCHEME 

The scheme of arrangement which the Board of Amalgamated Anthracite 
Collieries is presenting to shareholders is necessarily somewhat drastic. To secure 
a firm basis for the scheme, the directors have obtained an independent va ua 
tion of the chief assets. And to enable the assets to be written down to t a 
valuation, a capital cut of over 50 per cent is required. The present issued capi 
of £9,105,098 is to be reduced by £4,918,339 to £4,581,660 1 The scheme ltsell 
is somewhat complicated and, as is right and proper , the Ordinary share o 
make the greatest sacrifice. ___ _ 

1 The apparent discrepancy in these figures is due to the fact that 
also includes an increase of capital for the purpose of capitalizing e p 
dividend arrears. 
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The ultimate effect of the scheme can be summarized as follows— 

Existing Holding Holding under Scheme 

100 Preference £1 “original issue” . 100 “A” Preference shares of 10s. each. 

100 “B” Preference shares of 10s. each. 

100 Ordinary 4s. shares. 2 

100 Preference £1 “ 1937 issue” . 100 “A” Preference shares of 10s. each. 

100 “B” Preference shares of 10s. each. 

75 Ordinary 4s. shares. 

100 Ordinary £1 shares . . 100 Ordinary 4s. shares. 

The ability of the company to earn profits depends entirely on trade condi¬ 
tions, but the directors are satisfied that the present scheme brings the payment of 
dividends on all classes of shares very much nearer. 

(3) Return of Capital Not Required 

A reduction by the repayment of unrequired capital is naturally 
in an entirely different category. The nominal Capital is not 
reduced in this case but by the repayment the shares are reduced 
to a lower paid-up value so that should use be found for the money 
at a later date it is only necessary to make a call; a much cheaper 
and quicker operation than making a new issue. 

The entries would consist of— 

1. Dr. Capital A/c. 

Cr. Return of Capital A/c (or Capital Reduction A/c). 

2. Dr. Return of Capital A/c. 

Cr. Cash. 

A reduction of capital may also be effected by a company in the 
following circumstances— 

{a) Forfeiture of shares for non-payment of calls; 

( b) Surrender of shares by a member in circumstances which 

entitle the company to forfeit his shares for non-payment of calls; 

(c) Cancellation of unissued shares. 

AMALGAMATION OF LIMITED COMPANIES 

For many years, there has been an increasing tendency for 
companies engaged in the same or similar classes of business to 
combine and amalgamate, their purpose being to effect economies 
by eliminating wasteful duplication of expenditure and also to 
decrease the risk of competition. Many different methods are 
adopted, varying according to circumstances and the wishes of the 
directors and/or shareholders of the companies concerned. 

The principal forms of amalgamation may be described thus— 

1. Formation and promotion of a new ( purchasing) company to take 
over the assets, etc., of two or more existing companies, the latter 

2 The receipt of shares of a nominal value of 24s. per £1 share is due to the 
fact that as a part of the scheme arrears of preference dividends amounting to 
£591,104 are being cancelled. This represents about 5s. per share. 
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being wound up on completion of the transfer. Alternatively the 

new company may become a “holding company,” i.e. it acquires 

and holds the shares of the existing companies, who retain their 
separate existence. 

2. Amalgamation by absorption , where one existing company pur¬ 
chases and takes over the entire business of another company, and 
the latter is wound up. 

3. Amalgamation by the acquirement of a controlling interest, where 

one company purchases not less than three-fourths of the issued 

capital of another company, and both companies retain their 
separate existence. 


AMALGAMATION BY FORMATION OF A NEW 
COMPANY, THE OLD COMPANIES BEING 

WOUND UP 

A striking example of this method of amalgamation was the 
combination into four distinct groups of the railways of Great 

ritain, each gi oup consisting of several companies whose assets 
were transfened to one new' company. The old companies ceased 
o exist, and the new company issued fresh stock certificates to 

ie s aieholders of the old companies in accordance with the terms 
arranged. 

In the amalgamation of limited companies, it is necessary first 
to o Mam the shareholders’ sanction to the scheme of amalgamation 
an t e sale of the assets to the new' company; and then to appoint 

1C ^/o\ t0rS U ^ ose dut Y it is (1) to carry the scheme into effect, 
and (2) to wind up the vendor companies. The liquidators, how¬ 
ever, really act as the vendor to the new company, from whom 
t ey lcceive the purchase consideration (usually fully-paid shares 
o the new company, but sometimes partly cash and partly shares 
or debentures). The cash and/or shares, etc., is distributed to the 
shareholders of the old companies. 

Closing the Books of the Old Companies. The precise 
procedure varies in accordance with the terms arranged for the 
transfer of the old companies’ businesses, e.g. whether the new 
company takes over the cash as well as the other assets and dis¬ 
charges the liabilities, etc., or otherwise. The following formula, 
which is expressed in general terms, may be found useful:— 

1. Open a Business Realization Account, debiting this account 
with the assets taken over and crediting it w'ith the liabilities trans¬ 
ferred. The contra entries appear in the various assets and liabilities 
accounts, w'hich are now closed. 

2. Debit the new company and credit Business Realization 
Account, the balance of the latter account being transferred to 
a Sundry Shareholders Account. A credit balance indicates a 
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profit on realization, whilst a debit balance represents a loss. In 
some cases, however, the net assets are taken over at the book 
values and thus neither a profit nor a loss occurs. 

3. Open a Shares Account, debiting it with the value of the 
shares received from the new company. If the purchase considera¬ 
tion includes cash or debentures, additional accounts are opened as 
may be required. 

4. Close the Share Capital Account, Reserve Account (if any), 
and Profit and Loss Account by transfer to the Sundry Shareholders 
Account. 

5. Debit the Sundry Shareholders Account with the amount of 
shares, debentures or cash distributed to the shareholders and 
credit Shares, Debentures or Cash Account, as the case may be. 

6. Where the old company retains its cash balance, discharges 
its liabilities, and pays its own expenses, these transactions are 
passed through the Cash Account, the expenses incurred being 
debited to the Business Realization Account. 

Fractional Certificates. Occasionally the allotment of shares 
in the new company involves the issue of fractional certificates. For 
example, the Batcedo Co. issues 200,000 shares of £1 each as pur¬ 
chase consideration to the Bat Co., whose issued capital is £150,000 
only and, therefore, four shares in the new company are issued in 
exchange for three shares of the old company. Thus, a shareholder 
owning ten shares is entitled to 10 X ^ = 13J shares in the new 
company. Two methods are available for dealing with the frac¬ 
tional parts, viz.— 

1. Fractional certificates are issued and shareholders must either 
sell them or buy additional fractional certificates to make up a 
whole share. Upon surrender of the requisite fractional certificates, 
a complete share is allotted and issued. 

2. The company sells sufficient shares to represent the total 
fractional parts and distributes the proceeds to the members entitled 
thereto. 

Fractional parts of a share may also arise under reconstruction 
schemes or schemes for the reorganization of the share capital and 
are dealt with as outlined above. 

Distribution of Shares, etc., to the Old Shareholders. The 
liquidators of the old companies prepare a Share Distribution List, 
showing the names and addresses of the old shareholders, and 
particulars of their shareholding in the old and new companies. 
If fractional certificates are involved, or if the purchase consider¬ 
ation includes the issue of debentures or a cash payment to the old 
shareholders, additional columns must be provided for these 
particulars. A duplicate of this list is handed to the new company, 
and forms the basis of the allotment and entries in the new share 
registers, etc. 
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T „ SHARE DISTRIBUTION LIST 

Left-hand Ruling. 


Old 
Share 
Led. Fo. 

Name 

Address 

Shares in Old Company 

Surname 

Christian 
| Names 

Old 

Cert. 

No. 

No. 

of 

Shares 

Distinctive 

Numbers 

1 From 

To 










Right-hand Rulino. 


Shares in New Company 

New 

Share 

Led. 

Fo. 

Cash Payment 

• 

Remarks 

New 

Cert. 

No. 

No. 

of 

Shares 

Distinctive 

Numbers 

Chq. 

No. 

Amount 

1 From 

To 







£ 

s. 

d. 



New Company’s Books. The entries to be made in the new 
company’s books are as follows— 

1. Debit each asset account, including goodwill, and credit 
Business Purchase Account, with the total. 

2. Debit Business Purchase Account with the total of the liabilities 
taken over, and credit the separate liability accounts. 

3. Debit Business Purchase Account, and credit the liquidators of 
the vendor companies with the agreed purchase price. 

4. Debit the liquidators of the vendor company with the total 
allotment of shares, debentures, or cash paid (as the case may be) 
in satisfaction of the purchase price. 

5. Where the new company obtains the benefit of any reserves 
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or undivided profits, the Business Purchase Account will show a 
credit balance as the total value of the assets transferred will be 
in excess of the combined total of the liabilities and purchase price. 
This balance should be transferred to the credit of a Capital Reserve 
Account; it is not permissible to use it for revenue purposes. Pay¬ 
ments for liquidation or preliminary expenses in connexion with 
the acquirement of the business may be debited to this account, 
and the balance utilized for the reduction of goodwill. 

6. If the combined total of the liabilities taken over and the 
purchase price is in excess of the total value of the assets, the 
difference is debited to Goodwill. 

7. In some cases, the new company makes a further capital issue 
to provide additional working capital. The entries required for such 
issue will be identical with the entries for new companies discussed 
earlier in the chapter. 

Example. The Bat Co., Ltd., and the Cedo Co., Ltd., agree to 
combine and form a new company under the title of the Batcedo 
Co., Ltd., with a capital of £300,000 in £1 shares to acquire their 
businesses. The sale contract provides that the new company is to 
take over the whole of the assets and liabilities of both companies, 
the consideration being the issue to the Bat Co. of £200,000, and 
to the Cedo Co. of £75,000 in fully-paid £1 shares, the latter com¬ 
pany also to receive £7,500 in cash. 

The new company is to pay the liquidation expenses of the Bat 
Co. (£900) and Cedo Co. (£600), and its own formation expenses 
of £1,800, these amounts to be charged against the Capital Reserve 
Account. 

The balances in the books of the vendor companies at the date 
of the amalgamation were as shown below. 



Bat Co. 

Cedo Co. 

Dr. 

Cr. 

Dr. 

Cr. 


£ 

£ 

£ 

£ 

Issued Share Capital 


150,000 


75,000 

Goodwill .... 

25,000 


10,000 


Freehold and Leasehold Pro¬ 





perty .... 

95,600 


45,280 


Plant and Machinery 

35,250 


21,560 


Stock-in-Trade 

18,760 


12,685 


Sundry Debtors 

12,655 


6,525 


Sundry Creditors 


8,620 


5,680 

Mortgage on Property 




10,000 

Bank Balances 

27,605 


3,130 


Reserve A/c . 


50,000 


5,000 

Profit and Loss Balances . 


6,250 


3,50'0 


£214,870 

£214,870 

£99,180 

£99,180 
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Assume that the amalgamation was duly completed and the 
mortgage paid off. Prepare (1) the liquidators’ closing accounts 
lor the old companies, and (2) the opening accounts and the first 
Balance Sheet of the new company. 

Books of the Bat Co., Ltd. 

The principal Ledger accounts are as follows— 

Dr • BUSINESS REALIZATION ACCOUNT Cr 


To Sundry Assets 


£ 

. 214,870 


Dr. 


£214,870 


BATCEDO CO., LTD. 


By Creditors 

£ 

8,620 

,, Batcedo Co. . 

200,000 

,, Sundry Shareholders 

6,250 

(Balance written 
off) 

£ 

214,870 


Cr. 


To Business Realization 

A/c . . . 200,000 

(Agreed purchase 
price) 


By Shares A/c 


£ 

. 200,000 


Dr. 


SHARES ACCOUNT 


Cr. 


To Batcedo Co., Ltd. . 200,000 
(Shares received) 


By Sundry Shareholders 200,000 
(Distribution of 
shares) 


Dr. 


SHARE CAPITAL ACCOUNT 


Cr. 


To Sundry Shareholders 150,000 


By Balance b/f 


£ 

. 150,000 


Dr. 


RESERVE ACCOUNT 


Cr. 


To Sundry Shareholders 50,000 


By Balance b/f 


£ 

. 50,000 


Dr. 


PROFIT AND LOSS ACCOUNT 


Cr. 
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Dr. 


SUNDRY SHAREHOLDERS 



To Shares Distributed . 200,000 
,, Business Realization 

A/c . . . 6,250 

£ 206,250 



By Capital A/c 
,, Reserve A/c . 
,, Profit and Loss 


Dr. 


Books of the Cedo Co., Ltd. 

BUSINESS REALIZATION ACCOUNT 



To Sundry Assets 


£ 

99,180 


Cr. 

£ 

50,00 

50,00 

6,25 


£ 206,250 



By Creditors 
„ Mortgage 
,, Batcedo Co., Ltd. . 
,, Sundry Shareholders 


£99,180 


£ 

5,68 

10,00 

82,50 

1,00 


£99,180 



Dr. 


MORTGAGE ACCOUNT 


Cr. 


To Business Realization 

A/c . . . 10,000 


By Balance b/f . . 10,000 


Dr. 


BATCEDO CO., LTD. 



To Business Realization 
A/c . 

(Agreed purchase 
price) 


82,500 


By Shares 
„ Cash 


£82,500 


Dr. 


SHARES ACCOUNT 



To Batcedo Co., Ltd. . 
(Shares received) 


£ 

75,000 


Cr. 


£ 

75,000 

7,500 


£82,500 


By Sundry Shareholders 
(Distribution of 
Shares) 


Dr. 


SHARE CAPITAL ACCOUNT 


Cr. 


£ 

75,000 


Cr. 


To Sundry Shareholders 75,000 


By Balance b/f 


£ 

. 75,000 
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Dr. 


RESERVE ACCOUNT 


To Sundry Shareholders 


£ 

5,000 


By Balance b/f 


Cr. 

£ 

5,000 


Dr. 


PROFIT AND LOSS ACCOUNT 


To Sundry Shareholders 


£ 

3,500 


By Balance b/f 


Cr. 

£ 

3,500 


Dr. 


SUNDRY SHAREHOLDERS 


To Shares Distributed . 
,, Cash 

„ Business Realization 
A/c . 

£ 

75,000 

7,500 

1,000 


By Capital A/c . 

,, Reserve A/c . 

,, Profit and Loss 


£83,500 


) 

la 


Dr. 


Books of the Batcedo Co., Ltd. 

LIQUIDATOR OF THE BAT CO., LTD. 

£ 


To Creditors (liabilities 

taken over) . 8,620 

,, Shares issued in Pay¬ 
ment of Purchase 200,000 
,, Balance Transferred 

to Reserve . . 6,250 

£ 214,870 


By Sundry Assets 


Cr. 

£ 

75,000 

5,000 

3,500 


£83,500 


Cr. 

£ 

. 214,870 


£ 214,870 


Dr. 


LIQUIDATOR OF THE CEDO CO., LTD 



By Sundry Assets 


Cr. 


£ 

. 99,180 


£99,180 




I 

£ £ 

Authorized Share Capital, Goodwill . . . . 35,000 

300,000 Shares of £1 each. 300,00 0 Freehold and Leasehold Pro- 

I perty . . . .140,880 

Issued Share Capital: 275,000 Plant and Machinery . . 56,810 

Shares of £1 each, fully paid 275,000 Stock-in-Trade . . . 31,445 

Capital Reserve A/c . 3,950 Sundry Debtors. . . 19,180 

Sundry Creditors. . . 14,300 Cash .... 9,935 


£ 293,250 


£\ 293,250 
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AMALGAMATION BY FORMATION OF A 

“ HOLDING COMPANY ” 

This method is a variation of the preceding one; the old com¬ 
panies continue their separate existence, and the new company 
either— 

(1) Purchases the shares of the old companies for cash, in which 
case the entries required are a debit to Investment Account and a 
credit to cash for the amount paid for the shares; or 

(2) Allots and issues its own shares in exchange for the shares of 
the old companies. By this method, the entries required are a debit 
to Investment Account and a credit to Share Capital Account. 

Whichever method is adopted, the financial books of the old 
companies are not affected; all that occurs is a change of share¬ 
holders, and this change is effected by the execution of transfer 
deeds in the usual manner; the entries recording the transfers being 
made in the Register of Transfers and Share Ledger. 

The new “holding” company makes a public issue of capital 
to provide itself with the necessary funds; the financial books 
recording this issue being written up in the ordinary way. Nomin¬ 
ally, the assets of the new company consist of shares in the old 
companies, but, in reality, the “holding” company is the absolute 
owner of the old companies’ businesses. 

AMALGAMATION BY ABSORPTION 

Where one company acquires the business of another, the latter 
company going into liquidation and its separate existence being 
terminated, the transaction is described as “amalgamation by 
absorption.” Usually, the purchasing company acquires the entire 
undertaking, i.e. it takes over the whole of the assets and also 
discharges the liabilities, but in some cases, only the assets are 
transferred, the liabilities being paid by the vendor company. 

A practical point which arises for consideration is that the vendor 
company’s business may be a valuable one and the sale, conse¬ 
quently, results in a profit to the shareholders, such profit arising 
(1) from a higher price being paid for goodwill than the amount 
at which it stands in the company’s books, (2) the reserves being no 
longer required, and (3) the market value of the purchasing com¬ 
pany’s shares (which form part of the sale consideration) being 
greater than their nominal value. In some cases the market P n ^ e 
of the shares may be at a discount, but as this probably will be 
taken into consideration when fixing the purchase price for the 
absorbed company’s business, the absorption may still show a 
profit to the shareholders. In order to show the transaction in its 
true aspect, the vendor company should pass the shares receive 
through its books at their market value. 
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With the purchasing company, however, different considerations 
arise, and the shares issued in payment (or part payment) must be 
dealt with on the basis of their nominal value. Thus, if company 
A, whose £1 shares stand at a premium of 10s. per share, purchases 
the undertaking of company B, for £150,000, payable in fully-paid 
£1 shares, and the net assets acquired (i.e. the excess of total assets 
over liabilities) are valued at £230,000, the purchasing company 
apparently makes a profit of £80,000, as it acquires assets worth 
that amount in excess of the purchase price. The real effect of 
the transaction is, however, that company A issues shares of the 
total nominal value of £150,000 at a premium of £80,000, and the 
latter amount must be credited to a Premium on Shares Account. 
The true intrinsic value of a share is not its nominal value but its 
market value, i.e. the price at which it may be bought or sold; 
and it will be seen that the shareholders of the vendor company 
receive, approximately, the true value of the assets transferred. 

Generally, the purchase price is fixed after a detailed valuation 
of the assets and liabilities has been agreed upon but, in some 
cases, the practice obtains of settling the purchase price on the 
basis of the market value of the vendor company’s shares. For 
example, if company C, whose shares stand at 5s. per share premium, 
has an issued capital of £80,000, this indicates that the market 
estimates the total value of the net assets, in round figures, at 
£100,000. Now, if the undertaking is absorbed by company D 
on this basis, the purchase price payable is £100,000, whatever the 
book value of the assets may be. Usually, they are somewhat 
less, and the purchasing company must revalue the assets and make 
the necessary adjustments. Floating assets and liabilities must 
appear at their actual value, whilst the surplus of the purchase 
price over ther book value of the remaining assets is attributable 
either (1) to an increase in value of some of the fixed assets (land, 
property, etc.), or (2) to the value of the goodwill. 

Example. The Balance Sheet of the Dale Co., Ltd., at 31st 
December 19. ., is as follows— 



£ 


£ 

Capital— 


Land and Buildings. 

75,000 

120,000 shares of £1 each, 


Plant and Machinery 

36,450 

fully paid . 

120,000 

Stock-in-Trade 

45,575 

Reserve Fund . 

60,000 

Sundry Debtors 

38,250 

Profit and Loss A/c— 


Cash at Bankers 

12,380 

Balance at Credit . 

6,528 

Cash in hand . , 

123 

Sundry Creditors 

21,250 




£207,778 


£207,778 


1 i 

1 
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The entire undertaking is acquired—as on the above date—by 
the Somerton Co., Ltd., the agreed purchase consideration being 
the payment in cash of £100,000 and the allotment of two fully 
paid £1 shares (market value 25s. per share) of the Somerton Co. in 
exchange for each three shares of the Dale Co. The liquidation 
expenses of the vendor company amount to £1,500, the balance 
of the cash consideration being distributed pro rata amongst the 
shareholders. 

Close the books of the vendor company and show the opening 
entries in the books of the purchasing company to record the 
acquisition of the business. 


Books of the Dale Co., Ltd. 

JOURNAL 
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The two principal Ledger accounts are as follows- 


Dr. 


REALIZATION ACCOUNT 



By Creditors 
,, Somerton Co. 


Cr. 


£ 

21,250 

200,000 


£221,250 


Dr. 


SUNDRY SHAREHOLDERS 


Cr. 


To Shares 

80,000 £1 shares 
at 25s. 

,, Cash . . . 


100,000 

98,500 


£198,500 


By Share Capital 
,, Reserve Fund 
„ Profit and Loss 
„ Realization A/c 


£ 

120,000 

60,000 

6,528 

11,972 


£198,500 


Books of the Somerton Co., Ltd. 

JOURNAL 



Land and Buildings . 

Plant and Machinery . 

Stock-in-Trade .... 
Sundry Debtors .... 
Cash at Bankers 

Cash in Hand .... 

To Liquidator of the Dale Co., Ltd. 
being value of assets acquired. 


Liquidator of the Dale Co., Ltd. . 

To Sundry Creditors 
being liabilities taken over. 


Dr. 


. Dr. 


Liquidator of the Dale Co., Ltd. . . Dr. 

To Share Capital A/c . 
being allotment of 80,000 shares of £1 each 
fully paid. 

To Cash. 

„ Premium on Shares A/c 
being excess value of the net assets over the 
nominal value of shares and cash paid. 


£ 

75,000 

36,450 

45,575 

38,250 

12,380 

123 


21,250 


Dr. 186,528 


207,778 


21,250 


80,000 


100,000 

6,528 
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The Ledger account for the liquidator of the Dale Co. will appear 
as follows— 


Dr. 


LIQUIDATOR OF THE DALE CO., LTD. 


Cr. 


To Sundry Creditors . 

£ 

21,250 


By Sundry Assets 

„ Share Capital 
,, Cash ... 
,, Premium on Shares 

80,000 

100,000 

6,528 

£207,778 




£ 

207,778 


£207,778 


AMALGAMATION BY THE ACQUIREMENT OF A 

CONTROLLING INTEREST 

Under this form of amalgamation, an existing company purchases 
a sufficient number of shares of another company so as to obtain 
a controlling interest in the latter concern; the shares being ac¬ 
quired either by agreement with the shareholders or by purchase in 
the open market. The Companies Act, 1948, provides that a three- 
fourths majority of the shareholders, present either personally or 
by proxy at an extraordinary general meeting, is needed to pass 
certain resolutions effecting any important alterations in the con¬ 
stitution—or the regulations—of the company. To ensure effective 
control, therefore, the shares acquired must be not less than three- 
fourths of the issued capital. 

The entries required in the books ol the purchasing company are 
a debit to Investment Account (Shares in . . . Co., Ltd) and a 
credit to cash for the cost of the shares purchased; the investment 
appearing as an asset in the Balance Sheet. The financial books 
of the company whose shares are purchased are not affected; all 
that occurs is a change of shareholders, the new shareholders being 
either the purchasing company itself or its nominees j the only 
entries made are in the Transfer Register and the Share Ledger 

recording the transfer of the shares. 

Both companies continue their separate existence, but, usua y, 
the purchasing company nominates, wholly or partially, a res 
directorate and thereby obtains day-to-day control over the ot er 
company’s activities. 

RECONSTRUCTION 

The term “Reconstruction” is commonly used to describe a 
scheme under which a company goes into liquidation tor t e 
express purpose of selling its assets to a new company lor partly 
paid shares carrying a further liability. Usually, the liquidating 
company has exhausted its working capital and, by means ol sue 
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a scheme, the company is reconstructed and reconstituted so as to 
form a new company with precisely the same objects, the same or a 
similar name, and composed of the same shareholders, who are 
called upon to provide additional working capital. 

Reconstruction schemes, however, may also be initiated for the 
purpose of (1) widening the company’s sphere of operations by 
enlarging the powers contained in its Memorandum of Association, 
(2) changing the domicile of the company, e.g. a Scottish company 
registered at Edinburgh wishing to become an English company 
with a London registration, or (3) carrying into effect a compromise 
with its creditors and/or members, by which the creditors will accept 
shares or debentures in satisfaction of their debts. 

The term “reconstruction” is also used in connexion with 
schemes for reduction of capital; this phase of the subject is dealt 
with on pages 692-7. 

Entries in the Books. The entries in the financial books of the 
old company are similar to those for the liquidation of a vendor 
company in an amalgamation. For the new company, the 
entries are upon the same lines as for a new company acquiring 
a vendor’s business in exchange for shares credited as fully or 
partly paid. 

When partly-paid shares are issued, the entries for the addi¬ 
tional capital called up are made in the ordinary manner. (See 
page 535.) 


REORGANIZATION 

This term is generally used to denote the re-arrangement of a 
company’s share capital, either by the consolidation of shares of 
different classes, or by the subdivision of the shares into different 
classes. Simple consolidation of shares and their division into 
shares of larger amount than existing shares, or the subdivision of 
shares into shares of smaller amount is sanctioned by Section 61 
of the Companies Act, 1948, and such alterations must be notified 
to the registrar of companies within one month of their being put 
into effect. 

Where the re-arrangements involve the revision of preferential 
or deferred rights possessed by certain classes of shareholders, such 
revision must be sanctioned by the shareholders and may require to 
be confirmed by the Court in the manner provided for by Section 
72 of the 1948 Act. 

Reorganization differs from Reconstruction in that the 
latter usually involves the liquidation and winding up of the 
original company, a new company taking over its entire under¬ 
taking, whilst reorganization does not involve liquidation, the 
company continuing its separate existence with a re-arrangement of 
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its capital and possibly the revision of the rights of different classes 
of shareholders. 

Further, reorganization differs from reconstruction in that the 
latter change follows from the exhaustion of and inability to raise 
working capital; whereas the former change is a matter of expe¬ 
diency only in regard to having its share capital consolidated, or 
divided. 

A close study of the practical examples in this chapter should aid 
the students’ discrimination of the terms under which changes in 
the formation, control and capital, etc., of companies are treated. 

Entries in the Books. In most cases, the only entries required 
are the closure of the old share capital accounts, and the opening 
of new accounts to correspond with the revised capital. For 
example, a company has issued 100,000 Ordinary Shares of £1 
each, and it decides to divide these shares into two classes, viz. 
50,000 Preferred Ordinary Shares of £1 each (with prior rights as 
to dividend and return of capital in a winding-up) and 50,000 
Deferred Ordinary Shares of £ 1 each. The Journal entry to record 
this re-arrangement will be as follows— 



I £ 

£ 

Ordinary Share Capital A/c . . Dr. 

100,000 


To Preferred Ordinary Share Capital A/c. 

50,000 

,, Deferred Ordinary Share Capital A/c. 
being the division of the company's paid-up 
share capital into two classes in accordance 
with special resolution passed on.19 


50,000 


Share Conversion List. The members’ accounts in the Share 
Ledger for the Ordinary Shares are closed and new accounts opened 
for the Preferred and Deferred Ordinary Shares. To facilitate the 
entries in the new Share Ledgers and the exchange of the old share 
certificates for the new certificates, a share conversion list is com¬ 
piled in the following or similar manner. 


SHARE CONVERSION LIST 

Left-hand Ruling. 



Name 


Old Ordinary Shares 

Old 

Share 

Led. 

Fo. 

Surname 

Christian 

Address 

Old 

Cert. 

No. 

No. 

of 

Shares 

Distinctive 

Numbers 

Name 

From 

To 
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Right-hand Ruling. 


New Preferred Ordinary Shares 

New 

Share 

Led. 

Fo. 

New Deferred Ordinary Shares 

New 

Share 

Led. 

Fo. 

Remarks 

Cert. 

No. 

No. 

of 

Shares 

Distinctive 

Numbers 

Cert. 

No. 

No. 

of 

Shares 

Distinct ve 
Numbers 

From 

To 

1 

From 

To i 













The conversion of share capital into stock or vice versa, and other 
re-arrangements of capital are effected in a similar manner. 

Exchange of Debentures for Shares. Sometimes, debentures 
are issued with the right, at the holder’s option, of conversion into 
shares, but in such cases it is important to remember that although 
debentures may be issued at a discount, shares must be paid for 
in full, either in cash or some other consideration. It is only possible 
for shares to be issued at a discount with the consent of the Court; 
consequently, unless that consent is obtained, if debentures are 
issued at the rate of £95 per £100 debentures, the maximum 
nominal value of shares that may be issued in exchange for a £100 
debenture is £95. For example, assuming that £10,000 debentures 
are issued at £95, the entries required upon issue are indicated by 
the following Journal entry— 



£ 

l 

Cash ...... Dr. 

9,500 


Debenture Discount A/c . . • ,, 

500 

10.000 

To Debenture A/c ..... 
being issue of £10,000 debentures at £95 per 

£100. 




The Debenture Discount Account is extinguished by successive 
transfers to the debit of Profit and Loss Account over a period of 
years, say, ten years or other period as may be arranged, according 
to the term or life of the debentures. 

When the debentures are converted into shares, the difference 
between the nominal value of the shares allotted and the amount 
of the debentures surrendered may be utilized in extinguishing any 
debit balance of the Debenture Discount Account, or, if the latter 
account is closed, transferred to the credit of Premium on Shares 
Account. 

If, at the end of, say, five years, the whole of the debentures in 
the foregoing example were converted into shares, and there was 
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a debit balance of £250 in the Debenture Discount Account, the 
Journal entry to record the conversion will be— 




£ 

£ 


Debenture A/c ..... Dr. 

10,000 



To Share Capital A/c .... 

9,500 


,, Debenture Discount A/c 


250 


,, Premium on Shares A/c 
being conversion of £10,000 debentures into 
9,500 shares of £1 each; shares allotted 


250 


.19 ... (vide Minute Book). 




Further, a Debenture Conversion List, similar to the Share 
Conversion List shown on the previous page, will be prepared, the 
accounts in the Register of Debenture Holders closed, and new 
accounts opened for each allottee in the Register of Members and 
Share Ledger. 


HOLDING COMPANIES 


Definition of a Holding Company. A holding company is 
defined by the Companies Act, 1948, Section 154 (4), as follows— 

A company shall be deemed to be another’s holding company if, but only if, 
that other is its subsidiary. 

A holding company then is briefly one which has acquired 
control over one or more other companies. 


Subsidiary Company. Section 154 of the Companies Act, 
1948, states— 

(1) . . . a company shall ... be deemed to be a subsidiary of another, if, 
but only if— 

(a) that other either: _ - 

(i) is a member of it and controls the composition of its board o 

directors; or . 

(ii) holds more than half in nominal value ol its equity share capital, or 

( b ) the first-mentioned company is a subsidiary of any company which is 
that other’s subsidiary. 


In determining whether a company is a subsidiary of another 
company shares held by a nominee or by a subsidiary company o 
that other company shall be treated as being held by that company, 
but shares held in a fiduciary capacity shall not he treated as nel 

by that company. , 

Advantages of the “ Holding 99 System of Control, (fl) ljj e 
•ubsidiary companies so held remain separate entities, and practica y 
no disturbance takes place in their modus operandi. 

( b ) The goodwill of the subsidiary companies represented by 

trade marks and trade names remains intact. 
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(c) Whilst the holding company has a controlling interest in the 
subsidiary companies, and a central policy is possible, the subsi¬ 
diaries prosecute their several business policies as determined by 
their own managements, who are in the best position to judge local 
conditions and requirements, etc. 

(d) Financial and statistical results being separately prepared lor 
each unit, comparisons of results are easier to follow and under¬ 
stand than when merged into one huge set of figures as obtains for a 
concern with a head office and branches (i .e. the multiple shop system). 

(e) Financial arrangements as regards reserves for contingencies 
and trading reserves, also control of working capital, are best arranged 
by each subsidiary company whose management would be fully 
cognisant of all the circumstances involved in such matters. 

( f) The capital resources, or means of creating them, are enhanced 
by the “holding” company which can arrange for seasonal capital 
to its subsidiaries, also permanent capital is provided by the “hold¬ 
ing” company whose status in the money market is a guarantee of 
its strength, whereas not one of the subsidiaries may be strong in 
this way. 

Disadvantages of the “ Holding ” System of Control. A 

disadvantage of this system is the power which the directors have to 
mislead shareholders; also the facility given to the manipulation 
of inter-company transactions with the intention of concealing the 
true state of affairs, which is a practice that may be carried out 
by unscrupulous directors, although the Companies Act, 1948, 
has done much to reduce this danger. 

Accounts of Holding Companies—Provisions of the 
Companies Act, 1948. The 8th Schedule to the Companies Act, 
1948, makes it obligatory for holding companies to set out separately 
in their accounts the following information— 

(1) The aggregate amount of shares in subsidiaries. 

(2) The aggregate of amounts owing by subsidiaries to the 
company. 

(3) The aggregate of indebtedness to subsidiaries of the company. 

(4) By way of note, the number, description and amount of 
shares in or debentures of the company held by its subsidiaries or 
their nominees (excluding shares held on trust, provided the 
company or its subsidiaries are not beneficially interested;. 

The method used to arrive at the value of the shares which are 
fixed assets must be stated but the requirements of the 8th Schedule 
as to the method of stating fixed assets (i.e. at cost less aggregate 
depreciation) or investments do not apply. 

In addition to the above information, unless the company is a 
wholly owned subsidiary of another company incorporated in 
Great Britain, group accounts must be laid before the company in 
general meeting with the company’s own Balance Sheet. 
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Group Accounts shall be in the form of Consolidated Accounts com¬ 
prising a consolidated Balance Sheet and a consolidated Profit and 
Loss Account dealing with the affairs of the company and all its 
subsidiaries. (Section 151 (1). ) 

If, however, the company’s directors are of opinion that it is 
better for the purpose— 

{a) of presenting the same or equivalent informadon about 

the company and its subsidiaries, 

(b) of so presenting it that it may be readily appreciated by 

the company’s members, 

the group accounts may be prepared in another form (Section 

151(2)). 

Thus, more than one set of consolidated accounts may be pre¬ 
pared dealing with different groups of companies, or separate 
accounts of each subsidiary or of statements expanding the informa¬ 
tion about subsidiaries in the company’s own accounts. 

The group accounts may be wholly or partly incorporated in 
the company’s own Balance Sheet and Profit and Loss Account 
(Section 151 (3) ). 

The group accounts must give a true and fair view of the state of 
affairs and profit or loss of the company and its subsidiaries, and 
for this purpose the directors of the holding company are to secure 
that, except where there are good reasons against it, the financial 
years of the holding company and its subsidiaries shall coincide. 

Consolidated accounts are to comply with the provisions of the 
8th Schedule so far as applicable, i.e. the form of accounts and the 
information given must be similar to that of the holding company’s 
own Balance Sheet and Profit and Loss Account. 

Where group accounts are not submitted the company must annex to 
the Balance Sheet a statement showing— 

(a) the reasons why subsidiaries are not dealt with in group accounts; 

( b) the net aggregate amount, so far as it concerns members of the holding 
company and is not dealt with in the company’s accounts, of the subsidiaries 
profits, after deducting the subsidiaries’ losses (or vice versa)— 

(i) for the respective financial years of the subsidiaries ending with or 

during the financial year of the company; and 

(ii) for the previous financial years since they respectively became the 

holding company’s subsidiary; . , 

(c) the net aggregate amount of the subsidiaries’ profits after deducting e 

subsidiaries’ losses (or vice versa)— 

(i) for the respective financial years of the subsidiaries ending with or 

during the financial year of the company; ... 

(ii) for their other financial years since they respectively became the 

holding company’s subsidiary; 

so far as those profits are dealt with, or provision is made for those losses, in the 

company’s accounts; _ , .... • 

(d) any qualifications in the report of the auditors of the subsidiaries 

their accounts for their respective financial years ending as aforesaid, and any 
note or saving contained in those accounts to call attention to a matter whic , 
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apart from the note or saving, would properly have been referred to in such 
qualification, in so far as the matter which is the subject of the qualification 
or note is not covered by the company's own accounts and is material from 
the point of view of its members; 

or, in so far as the information required by this sub-paragraph is not obtainable 
a statement that it is not obtainable. (Part II ot Eighth Schedule, paragraph 

15 ( 4 ).) 

The statement must also show in relation to the subsidiaries 
whose financial years did not end with that of the company— 

4 

(a) The reasons why the company’s directors consider the 
subsidiaries’ financial years should not end with that of the 
company; and 

(b) the dates on which the subsidiaries’ financial years ending 
last before that of the company respectively ended or the earliest 
and latest of those dates. 

Accounts of Subsidiary Companies. The Balance Sheet of 
a company which is a subsidiary ol another company must show— 

(1) The aggregate amount of its indebtedness to all companies 
of which it is a subsidiary or a fellow subsidiary, 

(2) the aggregate amount of the indebtedness of all such com¬ 
panies to it, 

distinguishing between indebtedness in respect of debentures and 
otherwise. 

Revenue from Subsidiary Companies. A holding company 
would, generally, be sparing in taking the profits of its subsidiaries. 
Probably, only dividends declared would be brought into the 
holding company’s final accounts. 

From a successful subsidiary company only profit equal to the 
proportion that the holding company’s share of its capital bears 
to its total capital may be taken credit for in the holding company’s 
Profit and Loss Account. 

As regards losses, it would seem a sound policy to make an 
adequate reserve for them. 

No hard-and-fast rule can be applied, such matters being within 
the discretionary powers of the board of directors. 

Obviously, the directorate would have the financial stability and 
prestige of its company to safeguard, and it would seem prudent to be 
conservative in taking profits, but liberal in providing against losses. 

Book-keeping Entries in the Case of the Holding Company. 
On the purchase of the shares the holding company will debit Shares 
in Subsidiary Company Account and credit Cash, Share Capital, or 
Debentures Account, according to the method of purchase adopted. 

Consolidated Accounts. Consolidated accounts may be 
regarded as the accounts of the holding company and its sub¬ 
sidiaries combined into one business under the name of the holding 
company. Thus the consolidated Balance Sheet will consist of the 
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holding company’s Balance Sheet, with the assets and liabilities 
of the subsidiary companies substituted for the item “shares in 
Subsidiary Companies.” The share capital in the Balance Sheet 
will be that of the holding company. 

As the accounts are prepared to show the position of the group as 
a whole, it is necessary to eliminate all transactions between the 
companies comprising that group. For this purpose the group may 
be compared to a business with one or more branches keeping 
separate accounts (although it must always be remembered that 
each company is a separate legal entity). If branch A owes money 
to branch B, it would not be correct to show branch A as a debtor 
and branch B as a creditor in the Balance Sheet of the business. 
Similarly if A sells to B the sale and the purchase must be eliminated 
from the Trading Account of the business as a whole; and if the 
goods were sold at a profit by branch A and remained in stock 
at the date of the Balance Sheet, the correct value to be placed on 
the goods is the cost to the business and not the inflated cost to 
branch B. In other words the accounts will show the results of the 
business in its dealings with the outside world and will ignore 
internal transactions. 

Complications do arise when there are outside minority 
shareholdings in subsidiary companies. From the point of view of 
such shareholders any profit made by their company is a true profit 
even if it is made by selling to another member of the group of 
companies. This being so, it is usual to eliminate only that part of 
any inter-company profit which belongs to the group, and the 
portion attributable to minority shareholders is credited to their 
account in the consolidated Balance Sheet. 

Example. The accounts of X, Ltd. and its Subsidiary Y, Ltd. lor 
the year ended 31st December are shown below. X, Ltd. acquired 
the shares in Y, Ltd. two years ago when the balance of Y, Ltd’s. 
Profit and Loss Account was £1,000. Prepare a consolidated Profit 
and Loss Account and Balance Sheet (ignore income tax). 

PROFIT AND LOSS ACCOUNTS 


Dr. FOR THE YEAR ENDED 31st DECEMBER 



X, 

Ltd. 

Y, 

Ltd. 


X, 

Ltd. 

Y. 

Ltd. 

To Auditors’ Remuneration 
„ Depreciation 
„ Directors’ Fees . 

„ Net Profit c/d . . 

To Income Tax 
„ Proposed Dividend (net) 

„ Balance c/f 

£ 

200 

300 

1,000 

1,800 

£ 

100 

200 

400 

900 

By Trading Profit . 

,, Dividend from Y, Ltd. 

By Balance b/f . • 

„ Net Profit b/d . 

£ 

3,000 

300 

£ 

1,600 

£3,300, 

£ 1,600 

£3,300 

£1,600 

1,700 

900 

800 

550 

1,000 

380 

220 

2,000 

550 

1,800 

£2,350 

1 

£2,600 

£2,350 

£2,600 
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BALANCE SHEETS AS AT 31st DECEMBER 



X, Ltd. 

Y, Ltd. 


X, Ltd. 

Y, Ltd. 

Authorized and Issued Capital 

£ 

10,000 

£ 

4,000 

Fixed Assets . . • i 

£ 

6,000 

1 £ 

4,000 

Profit and Loss Account. 

1,000 

2 , 000 ' 

3,000 Shares in Y, Ltd., at Cost 

4,000 

2,500 

Y, Ltd. 

500 

Current Assets 

3,000 

Sundry Creditors . 

Proposed Dividend 

950 

780 

X. Ltd.! 


a0(> 

550 

22 oj 





£13,00i/ 

' £7.000 

Xote. Stocks of Y, Ltd., in¬ 
clude £500 gooils supplied 
by X, Ltd. Cost of such 
goods to X. Ltd., was £400. 

£13,000 

£7,000 


The steps in the preparation of the consolidated accounts are 
as follows— 

(1) Eliminate inter-company transactions, i.e. in this case, the 
dividend paid by Y, Ltd. to X/Ltd. and the inter-companies’ profit 
in the stock of Y, Ltd. 

(2) Separate the interests ot outside shareholders in the sub¬ 
sidiary company. 

(3) Separate profits and reserves attributable to periods prior 
to the acquisition of the shares by the holding company, which are 
capital from the point of view of the group, and those subsequent 
to the acquisition of the shares. 

(4) Offset the cost of the shares in the subsidiary against their 
nominal value and any profits and reserves attributable to capital 
(as in (3) ). Any difference will represent either Goodwill or 
Capital Reserve. 

(5) All that remains is to add liabilities of each company and 
assets of each company to arrive at the consolidated figures. 

The working has been set out in columnar form below— 


Trading Profit . 
Dividend from Y, Ltd 


PROFIT AND LOSS ACCOUNT (CV.) 


X, 

Y, 


Con¬ 

soli¬ 

Ltd. 

Ltd 


dated 




A/cs 



Deduct Profit on Stock, £100 (Reduce 
Stock in Balance Sheet) . 

This dividend was deducted from Y, 
Ltd.: Profit and Loss Account in the 
previous year (as a proposed divi¬ 
dend), and mu«t therefore be added 
to the balance of profit brought for¬ 
ward to eliminate it. 


£ 

4,500 


£4,500 
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PROFIT AND LOSS ACCOUNT (Dr.) 



X, 

Ltd. 


Y, 

Ltd. 



£ 

£ 

Auditors’ Remuneration 

200 

100 

Depreciation . 

300 

200 

Directors’ Fees . 

1,000 

400 



Net Profit 

Attributable to Outside Share¬ 
holders 

Attributable to the Group— 
Holding Company 


1,800 900 


Subsidiary Company . 


Note that it is not necessary to show 
such fees in the Consolidated Profit 
and Loss Account, and, if it was not 
desired to do so, they could be 
eliminated by reducing the trading 
profit. 


1 of £900 . 

£1,800 reduced by amounts already 
deducted from income— 

Dividend £300 and Inter- 

Company Profit £100 = £1,400 

2 of £900 .... 675 


Con¬ 

soli¬ 

dated 

A/cs 


£ 

300 

500 

1,400 


225 


2,075 


,500 


APPROPRIATION ACCOUNT (Cr.) 



Balance b/f . 


£ £ I 

550 1,700] Y, Ltd. . 


Net Profit b/d . 


1,800 


Deduct Amount due to Outside 
Shareholders (J) 


£1,700 
' 425 


1,275 

Capital Portion of Re¬ 
mainder (2 of £1,000) . 750 


Add Dividend (see P. & L. A/c) 
X, Ltd. 


525 

300 

550 


900j Amount attributable to Group as per 
Profit and Loss Account 


Con¬ 

soli¬ 

dated 

A/cs 


£ 


I 1,375 
2,075 


£3,450 



APPROPRIATION ACCOUNT (Dr.) 



Income Tax on Group Profits 

Proposed Dividend . 
Balance c/f 


x, 

Y, 

Ltd. 

Ltd. 

£ 

I £ 

800 

380 



Deduct Amount attributable to Out¬ 
side Shareholders (J of £380 = £95) 
(Holding Company only) . 


1,085 

550 

1,815 


£3,450 
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Capital. 


Outside Shareholders 


Profit and Loss Account . 


Y, Ltd.. . . 

Sundry Creditors . 
Proposed Dividend. 


Goodwill 
Fixed Assets . 

3,000 Shares in Y, Ltd. 
Current Assets 
X, Ltd. 




500 

950 

550 


6,000 

4,000 

3,000 


4,000] Holding Company only . 

Subsidiary Company . £4,000 

Less Outside Shareholders 1,000 

Held by X, Ltd. . . 3,000 

Add Capital Portion of P. & 

L. A c ... 750 


Amount Paid for Shares . 

• 

Excess Amount paid for Good¬ 
will {(ortlra) 

« 

Shares (see above) . 

Proportion of P. & L. A/c 
(1 x 2,000) . . . 

Proportion of Proposed Divi¬ 
dend . 

Y, Ltd. . . £2,000 

Proportion Due to Out¬ 
side Shareholders. 500 


Due to Group . 1,500 

Less Capital Portion 750 


Proposed Inter-Co. 
Div. (J) 


750 

165 


X, Ltd. . . 1,000 

Less Inter-Co. Profit 100 


Contra 

780f 

2201 Holding Co. only 


3,750 

4,000 


250 

1,000 

500 

55 


915 


900 


1,555 


1,815 

1,730 

550 


£15,650 


( Contra ) . 

4,000[ 

( Contra ) . 

2,500] Deduet Inter-Co. Profit in Stock, £100 
500] Contra 


£ 

250 

10,000 

5,400 


£15,650 


The Balance Sheet figures have been worked independently ol the Profit and 
Loss Account, but it will be seen that they provide a ready check upon 
each other. 


QUESTIONS 

1. Bonuses may be distributed in cash or in shares. Why is the second method 
so frequently adopted and what are the different forms which such a share 
distribution may take? 

2. What are the advantages and disadvantages to the company of making a 
bonus share issue ? 

3. What are the advantages and disadvantages to the shareholders of a bonus 
share issue ? 
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* How are tractions of shares dealt with in connexion with a bonus issue? 

5. Explain the terms “vendor,” “purchase price,” “going concern.” How is 
the vendor usually paid? 

b How is Goodwill ascertained when a company takes over (a) only assets, 
(b) both assets and liabilities? 

7. What is the object and use of a “Business Purchase Account”? Submit a 
formula for the purchase of a business. 

^ statutory powers has a company with reference to ( a ) the alteration 
of share capital, ( b) the reorganization of share capital? 

9. \\ hat is meant by the Reserve Liability of a limited company? 

10. What mortgages are compelled to be registered by the 1948 Act, and 
within what time? Can anyone inspect the Register of Mortgages kept by the 
registrar of companies? 

11. What are the principal forms under which limited companies may amal¬ 
gamate their businesses? Discuss their principal features. 

12. Explain how fractional parts of a share are dealt with in an amalgamation, 
rectmstruction, or reorganization, etc. 

Id. Outline a scheme of “amalgamation by absorption.” 

14. How is a “controlling interest” in a company acquired? 

Id. Define the terms “Reconstruction” and “Reorganization.” What is 
the distinctive difference between a reconstruction scheme and a reorganization 
scheme ? 


IB. Explain briefly the treatment of bonus shares. 

17. In what ways may capital be reduced in a limited company? 

18. Define a “Holding Company.” What is the nature of the principal assets 
of a Holding Company? 

19. What do you understand by a “Parent” Company? 

20. State briefly the advantages and disadvantages of the “holding” system 
of control. 

21. Tabulate the rules for the preparation of a consolidated Balance Sheet 
where the subsidiary is taken over in its entirety. 

22. What do you understand by the “equitv” holders? 


EXERCISE XV (G) 

1. I he Rendick Manufacturing Company, Ltd., takes over the following 
assets and liabilities standing in the books of a private business on 1st January, 

19 . . 


Freehold Property 
Plant and Machinery 
Stock 

Office Furniture 
Sundry Debtors— 

A. Arnold 
N. Norman 
Cash in hand 
Sundry Creditors— 
K. Kirkdale . 

N. Norton 


£ 

6,000 

2,000 

7,600 

200 

450 

550 

500 

700 

500 


The purchase consideration is £20,000, and it is discharged by the issue to 
the Vendor of— 


10,000 Ordinary Shares of £1 each, fully paid. 

1,000 5 per cent Preference Shares of £5 each, fully paid, and the balance in 
cash. 

The company valued the Freehold Property at £5,500, the Stock at £7,000, 
and created a Provision for Bad Debts equal to 5 per cent of the Sundry Debtors. 
The cash balance of £500 is not taken over. 
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Show the Journal entries in the books of the Rendick Manufacturing Company, 
Ltd., on 1st January, 19.., to carry through the foregoing (including the cash 
paid, which is provided by means of an overdraft). 

(.Faculty of Teachers in Commerce.) 

2. On 31st December, 19.., the Balance Sheet of Bartons, Ltd., was 
as follows— 


„ . , £ 

£ 

£ 

£ 

Capital — 

Authorized: 

200,000 Shares of £1 

each. . . 200,000] 

Issued: 

120,000 Shares of £l each, fully 
paid. 

Less — 

Profit and Loss A/c Balance . 

120,000 

30.150 

Fixed Assets — 

Patents and Trade Marks 

at Cost . . 50,750 

Plant and Machinery: 

At Cost . £29,312 

Aggregate Depn. 7,638 

21,674 

Cur mil Assets — 

Stock . . . 15,306 

72.424 

Current Liabilities — 

Sundry Creditors . , 

89,844 

24,725 

Sundry Debtors £23,124 

Less Provision for 

Bad Debts. 1,382 

: 21,742 

Balance at Bank . 227 

Capital Expenditure not written off — 
Preliminary Expenses 

37,275 

4,870 


£ \ 14,569 


£114,569 


A resolution lor the voluntary winding up of the company having been passed, 
the assets (with the exception of the cash) were sold to another company. The 
purchasers agreed to take over the liabilities of the vendor company and to allot 
to the liquidator 40,000 fully-paid Ordinary Shares of £1 each. These arrange¬ 
ments were duly carried out. 

Make the Journal entries necessary to record the transactions in the books of 
the purchasing company. 

3. On the 31st March, 1947, George Ridley’s Balance Sheet contained the 
following items— 

Assets 

Stock, £8,500; Debtors, £7,000; Bills Receivable, £1,500; Business Premises, 
£10,000; Piant and Machinery, £7,500; Office Fittings, £800; Motor Lorries, 
£1,200; Cash, £28; Bank, £536. 

Liabilities and Capital 

Sundry Trade Creditors, £8,200; Creditors for Expenses, £120; Loan from 
T. Jones, £1,000; Capital, £27,744. 

On the same date, at the figures shown in the Balance Sheet, the business was 
converted into a private limited company called George Ridley, Ltd., with a 
nominal capital of 50,000 £1 Ordinary Shares. The purchase price of the business 
was £30,000, payable as to £25,000 in Ordinary Shares and the balance in cash. 

were duly issued to Ridley at par, and 10,000 to other 
shareholders for cash at par. The purchase was then completed by the payment 
of £5,000 to Ridley at the end of April, 1947. The loan from T. Jones was repaid 
in June, 1947, together with £20 interest. 

In addition to the balances arising from the loregoing, the following appeared 
in the Company s books at 31st March, 1948. You are required to prepare (a) 
a Trading Account, ( b ) a Profit and Loss Account, both for the year ended 31st 
March, 1948, and (c) a Balance Sheet at that date. 

24 —(B.I405) 
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New Plant and Machinery, purchased 30th September, 1947 . 2,500 

New Motor Lorries, purchased 30th September, 1947 . . 1,000 

New Office Fittings, purchased 1st April, 1947 . . . 500 

Cash in hand ......... 52 

Cash in Bank ......... 2,264 

Debtors .......... 8,200 

Creditors .......... 4,315 

Bills Receivable ........ 1,200 

Purchases (net) ......... 22,000 

Sales (net) ......... 35,955 

Carriage on Purchases ....... 220 

Carriage on Sales . . . . . . . . 188 

Manufacturing Wages ....... 3,200 

Bad Debts. . . . . . . . . . 115 

Office Salaries ......... 720 

Travellers’ Salaries and Commission ..... 630 

Rates and Insurance (Factory, £231; Office, £89). . . 320 

Office Expenses ......... 478 

Factory Lighting, Cleaning, Heating and Repairs . . . 372 

Motor Lorries’ running Expenses for Deliveries . . . 235 

Preliminary Expenses of Company formation. . . . 800 


Adjustments, 31st March, 1948 (not entered in books)— 

Stock at 31st March, 1948, £9,600. 

Depreciation—Plant and Machinery at 10 per cent per annum; Motor Lorries 
at 20 per cent per annum; Office Fittings at 4 per cent per annum—to include 
purchases of these assets. 

Provide 5 per cent on Sundry Debtors for Bad Debts. 

Expenses due but unpaid—Travellers’ Commission, £120; Factory Repairs, 
£72; Office Expenses, £16. 

Insurances paid in advance—Factory, £25; Office, £10. 

Directors’ Fees due, £200. 

Write off one-half of Preliminary Expenses and one-third of Goodwill. 

(.Faculty of Teachers in Commerce.) 


4. The books of the Autogowell Motor Co., Ltd., contained the following 
balances at the 31st March, 19. .— 


Debits 

Land and Buildings 
Plant and Machinery 
Motor Vehicles 
Stock . 

Sundry Debtors . 
Formation Expenses 
Profit and Loss Account 
Calls in Arrear— 
Ordinary Shares 
Preference Shares 


£ 

30,000 

20,000 

2,000 

74,000 

35,000 

6,000 

64,000 

294 

100 


Credits 

Ordinary Shares of £1 . 
Preference Shares of £1. 
6% Debentures 
Sundry Creditors . 


£ 

. 100,000 
. 50,000 
. 20,000 
. 61,394 


Note. All the authorized Capital 

was issued. 


It was resolved and subsequently approved by the Court that the Ordinary 
Shares should be reduced to 100,000 shares of 7s. 6d. each, fully paid. The 
Preference Shares were reduced to 50,000 shares of 15s. each, fully paid. I he 
amount written off the capital was applied in writing off the Formation expenses 
and Profit and Loss Account and the balance in reducing the Stock-in-Trade. 

You are required to show the Ledger Accounts giving effect to the above 
reduction and the Balance Sheet after it has taken place. 
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5. The following is the Balance Sheet ol Structures, Ltd., as at 31st December, 
19..— 


£ 

Capital — 

Authorized and Issued: 

100,000 Shares of £1 each, fully 
paid ..... 100,000 

Less: 

Profit and Loss Account. 42,500 

57,500 

Long-term Liability — 

6 % Mortgage Debentures 
(secured by a floating 
charge) . . £50,000 

Interest Outstanding. 3,000 

- 53,000 

Current Liability — 

Sundry Creditors . « . 19,800 

£130.300 


£ £ 

Fixed Assets — 

Freehold Premises at Cost 40,000 
Plant and Machinery at 
Cost . . £90,000 

Aggregate Depn. 40,000 

- 50,000 

- 90,000 

Current Assets — 

Stock . . . 14.7»Mi 

Work in Progress . 8,350 

Sundry Debtors . 15,280 

Cash at Bank . . 1,970 

- 40,300 


£130,300 


The debentures are held by Erectors, Ltd., which company also holds 25,000 
of the shares (such shares being acquired a year before at a cost of £17,500). 

Agreement was reached between the two companies (necessary resolutions 
being duly passed) whereby Erectors, Ltd., absorbed Structures, Ltd., on the 
following terms— 

(a) That Erectors, Ltd., take over the assets and liabilities of Structures, Ltd., 
as at 31st December, 19.., at their book figures, subject to reduction of Freehold 
Premises by £5,000, and Plant and Machinery by £2,500. 

(b) That the capital and interest due on debentures be considered as part of 
the purchase consideration, such debentures to be cancelled on completion of 
the absorption. 

(c) That the outside shareholders in Structures, Ltd., be allotted £1 shares 
in Erectors, Ltd., at par (but considered to be worth 25s. each), the shares in 
Structures, Ltd., to be taken as of the value of 10s. each. 

Show (in Journal form) the entries required to close the books of Structures, 
Ltd., and to record the transaction in the books of Erectors, Ltd. 

6. Z, Ltd., was formed to take over a trading business previously carried on 
by X and Y in partnership, accounts having been last prepared up to 30th 
September, 1948. Z, Ltd., received the certificate entitling it to commence 
trading on 1st June, 1949. No accounts of the business were prepared at that 
date, the company taking over all undistributed profits earned since the previous 
September. 

State (a) how the amount of “pre-incorporation” profits would, in practice, 
be ascertained, and ( b) how they should be dealt with by the Company when 
known. (London Chamber of Commerce.) 

7. X and Y carried on their business as Engineers. They sold this business to 
the Rapid Engineering Co., Ltd., on 1st January, 19.., on which date their 
Balance Sheet showed the following Assets and Liabilities— 

Assets 


£ 


Cash at Bank 

• 

• 

• 

300 

Sundry Debtors 

• 

• 

• 

. 5,500 

Bills Receivable 

• 

• 

• 

500 

Stock in Trade 

• 

• 

• 

. 7,000 

Plant and Machinery 

• 

• 

• 

. 3,500 

Land and Buildings 

• 

• 

• 

. 3,000 

Patterns and Models 

• 

• 

• 

. 1,000 

Loose Tools, etc. 

• 

• 

• 

800 
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Liabilities 


£ 

Sundry Creditors.3,500 

Provision for Bad Debts.500 

Bills Payable.400 

Loan on Mortgage of Land and Buildings . . 2,200 

(X and Y’s Capitals were in equal shares.) 

Purchase price was agreed at £18,500, and the discharge by the company 
oi all the liabilities as shown above, the company to have the benefit of any 
reserves. 

1 his purchase price was paid to the vendors by the allotment of— 

12,000 Ordinary Shares in the company of £1 each at par, 

5,000 5£ per cent Cumulative Preference Shares of £1 each, and the balance 
in cash. 

Show the details ot the purchase in the company’s Journal and Cash Book, 
and prepare the Balance Sheet after the allotment of shares to the partners has 
been completed. (Faculty of Teachers oj Commerce.) 

8. A B, Ltd., was registered with an authorized capital of £50,000, divided 
into 50,000 Ordinary Shares of £1 each, to acquire the business of A B as from 
1st January, 1948. A B s capital in the business at the date of sale was £18,000, 
and the sale agreement provided that he should receive in consideration of the 
sale 21,000 fully paid shares of £1 each in the company, which took over all 
assets and liabilities. 

The sale agreement also provided that A B should guarantee that the liabilities 
as shown in his Balance Sheet at the date of sale would not exceed the amount 
disclosed and that the debtors would realize the amount shown. 

In addition to the shares issued to A B as fully paid, 10,000 shares were issued 
at par, and 10s. per share had been called up on them. 

Xo entries in respect of the share transactions (other than the receipt of cash) 
had been put through the financial books of the company during the year ended 
81 st December, 1948, on which date the Trial Balance was— 


Trial Balance 

A B, Capital Account ..... 

Cash received for Shares ... 
Plant and Machinery, as on 1st January, 1948. 
Plant and Machinery, purchased 1st October, 1948 
Fixtures and Fittings ..... 

Office and Management Salaries . 

Rates and Insurance ... 

Repairs ....... 

Freehold Premises ..... 

Trading Account Balance .... 

Bad Debts ....... 

Bills Receivable and Payable. 

Sundry Debtors and Creditors 

Factory Charges ...... 

Stock, 31st December, 1948 .... 

Office Expenses, Stationery, etc 

Delivery Expenses ..... 

Advertising. ...... 

Discount Account ..... 

Preliminary Expenses ..... 

Cash at Bank ...... 

Cash in hand ...... 

Interim Dividend paid free of tax . • • 


l 

18,000 

4,500 


6.750 
600 

1,280 

2,780 

496 

207 

9,850 

92 

219 

9,840 

6,745 

988 

210 

1.750 

396 

3,295 

15 

1,275 


£46,788 £46,788 


19,498 

422 

3,200 

850 


318 
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You are required to prepare Profit and Loss Account for the year ended 31st 
December, 1948, and a Balance Sheet as on that date, taking the following into 
consideration— 

(a) Plant and Machinery to be depreciated by 10 per cent per annum and 
Fixtures and Fittings by 5 per cent. Assume figures for original cost. 

(b) Included in the item Repairs is an amount of £57 for repairs executed 
prior to 1st January, 1948, for which no provision had been made at the date the 
company purchased the business. 

(c) Included in the item Bad Debts is a debt ot £45. which was one of those 
guaranteed by A B. 

(. d ) A Provision for Bad Debts to be created equal to 5 per cent of Sundry 
Debtors, and a reserve for income tax of £3,500. 

( e ) The amount appearing under the heading ol Factory Charges is the amount 
charged in the Trading Account to cover rent, etc., of the factory. 

(/) Preliminary Expenses: one-half to be written off. ( C.l.S .) 


9. A company, after a series of trading losses, resolved to reduce its capital of 
60,000 shares of £1 each fully paid to 60,000 shares of 5s. each fully paid. 

The Balance Sheet of the company prior to the reduction of capital was as 
follows— 

BALANCE SHEET 



£ 

Capital — 


Authorized and Issued: 


60,000 Shares of £1 each, 


fully paid 

60,000 

Premium on Shares Account 

600 

Sundry Creditors 

40,350 


£100,950 


Goodwill . 

£ 

10,000 

Freehold Property 

9,030 

Plant and Machinery. 

19,240 

Stock 

20,470 

Sundry Debtors 

21.290 

Cash 

670 

Profit and Loss Account 

20,250 


£100,950 



It was resolved to eliminate the Premium on Shares Account and to allocate 
the amount then available upon reduction of capital as follows— 

(a) To write off the debit balance of the Profit and Loss Account. 

( b ) To write off entirely the value of Goodwill. 

(c) To reduce the value of Plant and Machinery by £9,240. 

(d) To reduce the value of the Stock by 20 per cent. 

(e) To provide a Provision lor Bad Debts of £1,500. 

(f) To use any available balance to reduce the book value of the Freehold 
Property. 

You are required to give the Journal entries necessary to give effect to the 
above and to show the Balance Sheet of the company after the reduction of capital. 

(C.l.S.) 

10. A company, not wishing to deplete its cash resources but anxious to main¬ 
tain its dividend history, decides to distribute profits by means of bonus shares. 

(i) What are the advantages and disadvantages of this from the point of view 
of the company and the shareholders? 

(ii) Illustrate your answer with the entries necessary when the distribution is 
one share of £1 for every ten shares of £1 each on an issued capital of £100,000. 

(R.S.A.) 

11. A Company, with a paid-up capital of £200,000 in £1 shares, having 
accumulated a Reserve of £60,000, resolves to capitalize £40,000 of it by issuing 
to the shareholders 40,000 bonus shares of £1 each, fully paid, each shareholder 
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to receive one bonus share for every five shares held in the Company. Make the 
Journal entries required to record the transaction. 

12. A Company with a nominal and issued capital of £150,000 in £1 shares 
15s. per share paid, declares a bonus, out of the Reserve Fund, at the rate of 
33 J per cent on the paid-up capital, with the object of making the shares fully 
paid. Make the Journal entries required to record the transaction. 

13. Prospect, Vaille & Co., Ltd., with a Nominal Capital of £100,000 in 
Ordinary Shares of £1 each, 16s. 8d. per Share paid, declared a Bonus out of the 
Reserve Fund at the rate of 20 per cent on the amount of Capital paid up, for the 
purpose of making the shares fully paid. 

Give the journal entries required to record these transactions. 

(Faculty of Teachers in Commerce.) 

14. Set out below is the Balance Sheet as on 31st December, of Messrs. Black 
& White, who are equal partners— 


BALANCE SHEET, 31st December 


£ 

Capital— 

J. Black . . £30,000 

W. White. . 20,000 

- 50,000 

Sundry Creditors . . . 3,700 


£53,700 


£ „ 

Land and Buildings . . 22,06a 

Machinery and Plant . . 12,800 

Stock.10,760 

Sundry Debtors . . . 4,250 

Cash at Bank . . . 2,750 

Investments . . 1*07® 


£53,700 


A limited Company with a nominal Capital of £100,000 in Ordinary Shares 
of £1 each, was formed to acquire and carry on the business. 

The vendors guaranteed the Book Debts, and agreed to pay off the Creditors. 
The Company took over the whole concern with the exception of the Cash and 
investments, the purchase price being agreed at £60,000. 

The vendors were paid, as to £50,000 in fully paid Ordinary Shares, and as 
to the balance in Cash. 

The balance of the Share Capital was taken by the public and fully paid up. 

Show the entries necessary to close the books of the old firm, and to open 
those of the new Company. (London Chamber of Commerce.) 

15. The Birget Engineering Co., Ltd., purchased certain patents from Short 

& Sharp, under an agreement dated 30th June, at a cost of £40,000. £1,000 oj 
this sum was to be paid to the vendors in cash, and the balance in fully-paid 
£10 Ordinary Shares. . , 

Including the shares allotted as fully paid to the vendors, the Company issue 
capital to the extent of £75,000, consisting of £50,000 in Ordinary Shares o 
£10 each (£1 on application, £4 on allotment, and £5 at the end of three months), 
and £25,000 in 5 per cent Preference Shares of £5 each (£1 on application,/,- on 
allotment, and £2 at the end of three months). 

Under the agreement with Short and Sharp, the patents passed to the Company 
on 9th July, which date was also the date of allotment. ., - 

All the shares issued to the public were fully subscribed and duly paid ° 
with the exception of £200 Calls in arrear on the Preference Shares. All cash w 
paid direct to the Company’s Bankers. _ . 

Make the necessary entries in the books of the Company to give effect to 
above transactions, and show how they would appear in the Company s 
Balance Sheet. (London Chamber of Commerce.) 

16. Black is in business. His assets, apart from goodwill, are valued at £30,00^> 
and his liabilities are £2,000. White is in business, and his assets, apart iron 
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goodwill, are valued at £20,000, and his liabilities are £1,500. Their profits 
for the last three years have been— 

Black, £600 first year; £700 second year; £800 third year. 

White, £400 „ ; £500 „ ; £600 „ 

They agree to sell their businesses to a Limited Company to be formed with 
a Nominal Capital of £100,000, divided into 60,000 5 per cent Preference Shares 
of £1 each and 40,000 Ordinary Shares of £1 each, the company taking over the 
assets and the liabilities. It is also agreed that Black and White shall each receive 
fully-paid Preference Shares in consideration of Goodwill (based on 2 years’ 
purchase price of average of past 3 years’ profits); the balance of purchase money 
to be paid in cash. The public subscribe and pay in full for 20,000 Preference 
Shares and 35,000 Ordinary Shares. The company paid preliminary expenses, 
£1,500. Show the Vendors’ Accounts in the company’s Ledger and the Balance 
Sheet of the company after these transactions have been completed. 

[Institute of Book-keepers.) 


17. The John Smith and Steel Nib Co., Ltd., was registered on and took over 
the premises of John Smith as from 1st January. John Smith sold his business to 
the Company upon the following valuation— 


Buildings (on Leasehold premises with 21 years to run from 
1st January) ........ 

Machinery and Plant ....... 

Stock and Materials ....... 

Goodwill ......... 


£ 

7,500 

11,650 

3,872 

10,000 


The Company took over the Book-debts, which John Smith guaranteed, 
while he discharged the liabilities existing on 31st December last. The Company 
was registered with a nominal Capital of £80,000 divided into 80,000 shares of 
£1 each. Of these 25,000 fully paid shares were allotted to the Vendor as part 
consideration for the sale of the business, the balance being paid to him in cash. 
20,000 shares were offered to, subscribed, and fully paid by the public, with the 
exception of 200 shares, on which 10s. per share had been paid, and which were 
forfeited during the year by resolution of the board of directors, owing to the non¬ 
payment of the final call of 10s. per share. The books were closed on 31st Decem¬ 
ber, and Stock taken as on that date, amounting to £6,760. 

You are required to write off one-twentieth of the value of the Buildings (to 
provide for the expiration of the Lease); 8 per cent of the Machinery and Plant 
(as Depreciation); one-fourth of the Preliminary Expenses; and 5 per cent from 
the Book-debts (as provision against Bad and Doubtful Debts); and then to 
prepare the Company’s Trading Account and Profit and Loss Account for the 
year to 31st December, and Balance Sheet as on that day. The balances of the 
Ledger Accounts then, in addition to those resulting from the above transactions, 
were— 


Purchases .... 35,720 

Rent ..... 76 

Rates and Taxes . . . 211 

Wages .... 8,241 

Salaries . . . . 917 

Manufacturing Expenses . 2,163 

Sales. 49,798 

Returned Purchases . . 311 


Discounts Allowed (of which 
£239 were allowed on debts, 
which were guaranteed in 
full by John Smith, and are 
payable by him) . . 1,033 


Office Expenses . . . 1,006 

Directors’ Fees . . . 200 

Sundry Debtors . . . 12,380 

„ Creditors . . . 4,467 

Preliminary Expenses . . 400 

Bad Debts (of which £187 
were in respect of the debts 
guaranteed by John Smith, 
and are payable by him) . 206 

Cash at Bank . . . 3,599 

Auditors’ Fees . . . 100 

Returned Sales . . . 763 

Discounts Received . . 561 
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ADVANCED ACCOUNTS 


State what dividend you would recommend to be paid to the shareholders, 
and what balance of Profit and Loss Account would be carried forward to the 

next Y ear - ( R . S . A .) 


18. A. Edwards & Co. sold their business to a Company for the sum of £220,000, 
to be paid for by 125,000 £1 Ordinary Shares and £95,000 in cash. Their assets 
consisted of— 


Freehold Land and Buildings, valued at 
Machinery and Plant, etc., valued at . 

Book Debts, certified by the Auditors at 

Stocks and Materials in progress, valued at . 
Advertising Plates, etc. . 

• 

• 

• 

• 

• 

£ 

. 28,000 
. 25,000 

. 45,000 

. 140,000 
. 25,000 

And their liabilities were— 

Trade Creditors ...... 

Loans on Mortgage ...... 

• 

• 

. 40,000 

. 45,000 


The Capital of the Company was £250,000, consisting of 125,000 Ordinary 
Shares of £l each, and 125,000 6 per cent Preference Shares of £1 each, issued 
at 21s. a share. 

The Preference Shares were subscribed by the public as follows— 

On Application, Is. per share; on Allotment, 2s. 6d. per share. 

On I irst Call, 10s. per share; on Second Call, 7s. 6d. per share. 

Make the Journal entries for the above transactions in the Company’s books, 
and set out the Balance Sheet thereafter. (Chartered Accountants .) 


19. A and O, trading in partnership, and sharing profits and losses in the 
proportions of two-thirds and one-third respectively, sold their business to J. S. & 
Co. Their Balance Sheet showed as follows— 


Creditors 
A’s Capital . 
O’s Capital . 


£ 


£ 

3,750 

Plant .... 

. 2,000 

6,000 

Fixtures and Furniture . 

650 

4,000 

Stock .... 

. 7,500 


Book Debts . 

. 2,500 


Bills Receivable . 

500 


Cash at Bank 

600 

£13,750 


£13,750 

— 


" " 


The purchasers agreed to give £2,000 for Goodwill, but would only take over 
the Stock at £7,000, and the Plant at £1,700. Make up the Capital Accounts 
of A and O, carrying out the terms of sale. ( Chartered Accountants.) 


20. A Limited Company was formed in October to acquire two private con¬ 
cerns as on the previous 30th June, adopting their trading from that date. The 
purchases were completed, and trading by the company commenced on 1st 
November. It was decided to keep the accounts of the two businesses separate 
until 30th June. The net profits at 30th June were found to be £2,100 and 
£3,600 respectively for the year. You are asked to advise the directors as to the 
amount of dividend they are justified, apart from financial considerations, in 
paying on the Company’s total Capital of £50,000 in Ordinary Shares. What 
points for consideration would this involve ? ( Chartered Accountants.) 
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21. On the dissolution of the partnership of R, S, and T, the 
summary of the state of their accounts— 

Dr. I 


following is a 
Cr. 


Sundry Assets, which 
realized . 

T’s Capital A/c, over¬ 
drawn 

Subject to Interest at 
6% per annum, six 
months owing . 


£ 

s. d. 

Sundrv Liabilities 

• 

£ s- d. 

5,500 - - 

21,050 

— — 

S’s Capital A/c. . 

• 

7,000 - - 


R’s Capital A/c. . 

• 

11,000 - - 

750 

— — 

R’s Balance of 

Un- 




drawn profits, 

and 




Loan A c. 

f 

• 

2,100 - - 

22 

10 - 1 

Subject to Interest at 




6° 0 per annum, 

six 




months owing 

• 

63 - - 

£21,S22 

10 - 1 


£25,663 - - 


- 


The partnership agreement provides for profits and losses to be shared as 
follows: R (a limited partner) one-fourth, S one-half, and T one-fourth. Adjust 
the partnership accounts, and show the position of each partner in the winding-up. 

('Chartered Accountants.) 

22. The X. L. Manufacturing Co., Ltd., has an authorized share capital of 
£25,000, divided into 10,000 6 per cent Preference Shares and 15,000 Ordinary 
Shares, all of £1 each. From the following, prepare Trading and Profit and 
Loss Account, and Balance Sheet as at 31st March, 19.. 


TRIAL BALANCE 


DEBITS 

£ s. d. 

CREDITS 

£ s. d. 

Freehold Land and 


Preference Share Capital 

10,000 - - 

Buildings . 

8,650 - - 

Ordinary Share Capital 

15,000 - - 

Fixed Plant and 


5 per cent Debentures . 

6,000 - - 

Machinery 

5,920 - - 

Bank Overdraft 

2,640 - - 

Coal and Coke 

2,650 - - 

Sundry Creditors . 

2,146 - - 

Discounts 

851 - - 

Sales net 

30,608 - - 

Goodwill 

5,000 - - 

Reserve 

1,000 - - 

Purchases net 

11,920 - - 

Profit and Loss A/c. 


Loose Tools and Utensils 

2,280 - - 

previous 1st April 

974 - - 

Stock previous 1st April 

8,621 - - 



Fixtures and Office Fur¬ 




niture 

250 - - 



Sundry Debtors 

8,240 - - 



Bills Receivable . 

971 - - 



Wages 

9,897 - - 



Salaries and Commission 

1,266 - - 



Rent, Rates, Taxes, and 




Insurance 

893 - - 



Bank Charges 

138 - - 



Directors’ Fees 

200 - - 



Debenture Interest, less 




Tax 

255 - - 



Sundry Expenses . 

186 - - 



Bad Debts . 

98 - - 



Cash in Hand 

82 - - 




68,368 - - 


68,368 - - 


I 
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ADVANCED ACCOUNTS 


Depreciate Fixed Plant and Machinery at 5 per cent and Loose Tools and 
Utensils at 1\ per cent. Provide 5 per cent of total debtors for discount. Final 
Stock was £8,102. Assume any other necessary figures. ( U.L.C.I .) 

23. The following details as to bad and doubtful debts are extracted from the 
books of Jacques & Co.— 

31st December, 1946. Bad debts to be written off: C.D., £60; E.F., £95; 
both being totally irrecoverable. Five per cent is to be provided for bad and 
doubtful debts on £1,100, that being the amount owing by the debtors then 
outstanding. 

31st December, 1947. Five per cent is to be provided for bad and doubtful 
debts on £2,500, that being the total amount owing by the debtors then out¬ 
standing. 

31st December, 1948. Bad debts to be written off: G.H., £50; L.J., £60. 
Five per cent is to be provided for bad and doubtful debts on £1,500, that being 
the total amount owing by the debtors then outstanding. 

You are required to show the necessary Ledger entries in the following accounts, 
viz.— 

(1) The Bad Debts Account. 

(2) The Provision for Bad and Doubtful Debts Account. 

(London Chamber of Commerce.) 


24. From the following Trial Balance of a company, prepare Trading, and 
Profit and Loss Account for the year ended 31st December, 19.., and a Balance 
Sheet. 

TRIAL BALANCE 


DEBITS 

Plant and Machinery 
Manufacturing Wages 
Salaries 

Fixtures and Fittings 
Carriage Inwards . 
Carriage Outwards 
Freehold Works . 
Manufacturing Expense 
Rates, Taxes, and In 
surance 
Goodwill 
General Expenses 
Factory Fuel and Power 
Sundry Debtors . 
Lighting and Heating 
Stable Expenses . 
Stock, 1st Jan., 19.. 
Horses and Carts . 
Purchases 
Sales Returns 
Discount 
Bad Debts . 

Interest and Bank 
Charges . 

Cash at Bank 
Cash in hand 


£ 

s. 

1,972 

10 

3,496 

12 

1,596 

10 

947 

6 

198 

4 

215 

6 

2,500 

— 


945 14 3 


417 

3,000 

814 

127 

7,814 

98 

247 

3,417 

516 

9,716 

316 

92 

148 


10 10 

5 - 

10 - 
10 - 
14 7 

6 11 

8 9 
10 - 
10 4 
10 - 

4 1 

9 6 


CREDITS 

Capital (nominal 10,000 
Shares of £1 each) 
Issued, 8,000, fully 
paid 

Sundry Creditors . 
Balance of P. & L. A/c. 
Bank Loan . 

Purchases Returns 
Sales . . . 


47 10 - 
754 1 5 

14 10 2 


39,415 16 4 
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Adjustments— 

(1) Stock, 31st December, 19.£2,962 9s. 7d. 

(2) Depreciation: Plant, etc., 10 per cent: Fixtures and Fittings, 5 per 
cent; Horses and Carts, £100. 

(3) Provision for Bad Debts to be equal to 5 per cent of Sundry Debtors. 

(4) Rates and Insurance unexpired on 31st December, £49. 

(5) A Commission of 1 per cent on the Gross Profits to be provided for 

Works Manager. 

(6) A Commission oi 5 pei cent ot Net Profits (after charging the Works 

Manager’s Commission) to be credited to the General Manager. Assume any 
other necessary figures. (R.S.A.) 

25. Rose and Pink were in partnership sharing profits and losses in the pro¬ 
portions of 3 and 2. As from 1st April, 1948, they agreed to admit their manager 
(Lilley) as a partner with a one-sixth share of the profits. As Lilley was unable 
to introduce any cash it was arranged (a) that a Goodwill Account for £3,000 
should be raised in the books of the firm and credited to Rose and Pink, and (b) 
that one-half of Lilley’s share of the profits should be transferred to his Capital 
Account until this amounted to £2,000. The entries relating to the admission of 
Lilley had not been made in the books when the following Trial Balance as at 
31st March, 1949, was extracted. 


Capital Accounts— 

Rose .... 

Pink .... 

Current Accounts— 

Rose .... 

Pink .... 

Purchases .... 

Sales ..... 

Sundry Debtors and Creditors 
Salaries and Wages 
Heating and Lighting . 

Telephone and Insurance 
Office Expenses 

Bad Debts Provision, 31st March, 1948 
Bad Debts written off . 

Van Expenses 
Cash in hand 
Rent and Rates . 

Stock, 31st March, 1948 
Postage and Stationery. 

Advertising. 

Vans ..... 

Furniture and Fittings, 31st March, 1948 
Furniture and Fittings, Additions, 30th September 
1948 .... 

Bank Interest 
Drawings— 

Rose .... 

Pink .... 

Lilley .... 

Bank Overdraft . 



6,000 

3,000 


49 

37,124 

8,640 

1,825 

86 

59 

113 

222 

190 

15 

475 

6,291 

102 

433 

700 

1,700 


671 


45,691 

3,973 



200 

84 



£60,161 £60,161 
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ADVANCED ACCOUNTS 


You are required to prepare the final accounts and Balance Sheet of the business 
and to take into consideration the following matters— 

(a) Stock on hand on .31st March, 1949, amounted to £5,217. 

(b) The item “Purchases” includes Furniture amounting to £65 bought for 

Rose’s house. & * 5 

(c) The Bad Debts Provision is to be made up to 5 per cent of the Sundry 
Debtors. 

(V/i Depreciation at the rate of 1\ per cent per annum on Furniture and Fittings 
and 20 per cent on Vans is to be provided for. 

( e ) £340 of the expenditure on Advertising relates to a new product; 25 per 

tent of this amount is, in accordance with an agreement, recoverable from the 
manufacturer. 

{f) Interest on capital at the rate of 4 per cent per annum is to be allowed. 

(R.S.A.) 

26. On 31st December, 1948, Smith and Brown enter into a joint adventure in 
the pure hase and sale of a cargo of timber, profits to be shared equally. On that 
date Smith purchased the timber for £4,000 and drew a bill on Brown at 3 months’ 
date for £2,000. Smith discounted the bill immediately for £1,977. 

Smith paid on 1st January, 1949, dock and wharfage charges of £70. 

On 1st June, 1949, Brown sold the whole cargo and received the full proceeds, 
£6,200, out of which he paid various sale expenses amounting to £110. On 30th 
June, 1949, accounts were exchanged and settlement by cheque was effected 
between the parties. 

Set out the Joint Venture Account and show the accounts appearing in the 
books of Smith and Brown respectively. Interest is to be brought into account at 
5 per cent per annum calculated in months. (Institute of Book-keepers.) 

27. A firm of contractors kept, in a Contract Ledger, separate accounts for each 
contract. 

On 31st December, 1948, the following were shown as being expenditure in 
connexion with a particular contract which had been commenced on 15th 
September, 1948— 


Materials purchased and delivered direct to contract site . . 5,863 

Materials from general stores ...... 978 

Plant transferred from other contracts ..... 1,250 
Plant purchased for this contract ...... 350 

Wages.7,536 

Direct Expenses ......... 220 

Proportion of Establishment and other charges . . . 870 

Depreciation of Plant . . . . . . . .120 


The contract price was £30,000 and the amount certified by the architect to 
31st December, 1948, after deduction of 20 per cent retention money, was £12,000. 
The materials on the site and unused at that date were valued at £1,021. 

iou are required to prepare an account showing the profit on the contract to 
'1st December, 1948, and to state whether, in your opinion, the contractors would 
be justified in crediting their Profit and Loss Account with this profit, giving 
reasons for your opinion. ( R.S.A .) 


28. The business of Bruce Bros. & Co. was registered as a Limited Company 
with a nominal Capital of £400,000, divided into 4,000 shares of £100 each. 
500 of these shares were issued as fully paid in part payment of the purchase 
price of the business; 3,200 of the remaining shares were allotted to the public, 
and fully called up; 25 4£ per cent Debentures of £1,000 each were also issued 
and taken up. 

On 31st December, the following accounts remained open in the Company s 
books: Share Capital Account, £320,000; Fully Paid Shares Account, £50,000; 
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Land and Buildings, £282,000; Sundry Creditors, £18,485; Investments, 
£8,450; Cash, £6,200; Preliminary Expenses Account (Balance), £1,250; 
Goodwill Account, £15,000; Calls in Arrear, £525; Debenture Account, 
£25,000; Stock Account (31st December), £9,000; Plant Account, £78,580; 
Sundry Debtors, £28,000; Reserve Fund, £8,000; Profit and Loss Account 
(undistributed balance), £7,520. Prepare a Balance Sheet as on 31st December. 

(.London Chamber of Commerce.) 

29. Chatenays, Ltd., was registered with a Nominal Capital of £200,000, 
comprising 100,000 each of Ordinary and 6 per cent Preference Shares of £1 
each to purchase the old-established business of Abel Chatenay. The purchase 
price was agreed at £120,000, payable as to £30,000 in cash; £40,000 in 
Ordinary Shares of £1 each, and £50,000 in 6 per cent Preference Shares of 
£1 each. The company was to discharge the liabilities of the old firm. The 
balance sheet of Abel Chatenay as on the date of purchase was as follows— 

SUMMARIZED BALANCE SHEET 



£ 


£ 

Capital 

. 100,000 

Freehold Works 

36,000 

Creditors . 

14,040 

Machinery and Plant 

37,860 

Bank Loan 

2,000 

Sundry Debtors 

18,764 



Stock 

22,440 



Cash in hand 

976 


£116,040 


£116,040 


The balance of both classes of shares was issued to the public and fully subscribed 
and paid up. 

Prepare the accounts necessary to record the above purchase in the com¬ 
pany’s books, and give the initial balance sheet of the new company. (R.S.A.) 

30. X is a sole proprietor of a retail stores. His balance sheet at the 31st 
December, 19.., was as follows— 


BALANCE SHEET 
£ 


Creditors 

. 3,000 

Property 

. 26,000 

Capital Account . 

£39,500 

Debtors 

. 7,000 

Profit . 

3,590 

Stock . 

Cash at Bank 

. 8,000 
. 2,590 


£43,090 


Drawings 

2,500 




40,590 




£43,590 


£43,590 


His average profits for the past five years have been £3,500. 

X decides to convert his business into a Private Limited Company. 

(a) Sketch the opening balance sheet of the company with a nominal capital 
which you think is advisable, providing for Preliminary Expenses paid from Cash, 
and for the allotment to X (or his nominees) of shares for his capital in the business 
with additional shares for such goodwill as you think reasonable. 

( b) Show how the estimated sum for Preliminary Expenses is arrived at. 

(Institute of Book-keepers.) 
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ADVANCED ACCOUNTS 


31. Perry & Knowles, Ltd., are Brewers. At 31st December, 
working, their Trial Balance stood as follows— 


Licensed and other 
Property 

Ordinary Share 
Capital 

6% Preference share 
Capital (nominal 

£250,000) . 

Calls paid on Forfeited 
Shares . 

Goodwill Account 
Formation Expenses . 
Premiums on, and al¬ 
terations to, Leases . 
Wages 

Brewing Materials 
Mortgages on Licensed 
Property 

Trade Defence Fund 
Contribution, 1st 
Jan. (half to be 
written off) . 
Contractors, on a/c. of 
Capital Alterations 
to Property . 
Commissions 
Discounts 
Reserve Fund . 
Ordinary Share Divi¬ 
dend (Interim, 23rd 

July) ■ 

Investments 
Provision for Loss on 
Investments . 
Provision for Doubtful 
Debts . 


£ 

526,672 18 
250,000 - 

249,610 - 

28 - 
22,377 18 
4,305 12 

16,111 19 
3,040 8 
30,244 6 

3,850 - 


75 - 


1,407 16 
234 16 
314 4 
10,000 - 


3,750 - 
9,611 18 

800 - 

200 - 



4£% Debenture Stock 
(Interest payable 1st 
Jan. and 1st July) . 
Sundry Creditors 
Sundry Debtors 
Preference Share 
Dividends 

Plant and Machinery 
Barrels 

Horses and Drays 
Compensation Charges 
under the Licensing 
Act (half to be 
capitalized) . 

Cash in hand 
Cash in Bank . 
Interest on Debenture 
Stock . 

Railway Claims writ¬ 
ten off . 

Income Tax 
Directors’ Fees . 
Furniture and Fittings 
Amounts received on 
account of debts 
written off 

General Trade Ex¬ 
penses . 

Profit and Loss Ac¬ 
count (lstjan.) Cr. . 
Sales, less Returns 
Rent Cr. . 

Beer Duty paid, less 
amount charged out 


The Stocks amounted to— 

Brewing Materials 
Sundries 


£ 

7,973 2 
614 12 


d. 

4 

3 


Carry forward £150 as unexpired Rates. 

nte 15 per cent off Barrels; 9 per cent off Horses and Drays; 
oti 1 lant and Machinery; 5 per cent off Furniture and Fittings. 
Prepare Profit and Loss Account and Balance Sheet. 


after the year’s 


£ s. d. 


100,000 - - 
6,325 4 1 
28,714 12 1 

14,227 15 4 
7,104 2 9 
3,106 8 10 
2,114 12 2 


874 10 - 
34 3 11 
3,797 8 9 

2,137 10 - 

12 7 - 
1,083 4 8 
500 - - 
207 6 4 


112 16 8 

8,214 6 4 

16,814 12 1 
49,743 2 11 
5,614 13 - 

2,823 2 8 


1\ per cent 

(U.L.C.I.) 
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32. The entire undertaking of an old company was purchased by a new limited 
company for the lump sum of £100,000 as on 1st July. 

The old company’s Balance Sheet on 30th June stood thus— 

Liabilities £ Assets 

Subscribed Capital . . 110,000 Freeholds, cost . 

Creditors .... 3,050 Buildings, cost . 

Reserve for contingencies, Plant, after normal Depre- 

extra Depreciation, etc. . 1,950 ciation . . • 

Works in progress, per Cost 
Books .... 

Stocks, cost 

Book Debts, less Provision . 

Cash at Bank . 

Cash in hand . 

£115,000 

How would you propose to deal with these figures in opening the books of the 
new company, no valuations of any kind having been made? 

[Chartered Accountants.) 

33. On account of heavy losses the Directors of a limited company obtain 
power to reduce its capital from 75,000 shares of £1 each, fully paid, to 75,000 
shares of 15s. each, fully paid. Prepare the necessary Journal entry to give effect 
to this change of the company’s capital. 


£ 

20,000 

15,000 

17.500 

22.500 
20,000 
14,250 

5,735 

15 

£115,000 


34. Set out below is the Balance Sheet of a Limited Company as on 31st 
December, 19.. 

SUMMARIZED BALANCE SHEET 

Capital £ £ £ 

Nominal— Patent A/c. at cost . . 114,663 


100,000 Preference 
Shares of £1 each 100,000 

100,000 Ordinary 
Shares of £1 each 100,000 

£200,000 

Issued— 

74,720 Preference 
Shares of £1 each 
fully paid . . 74,720 

42,633 Ordinary 
Shares of £1 each 
fully paid . . 42,633 

- 117,353 

Sundry Creditors . 14,000 

Bank Overdraft . 1,328 

£132,681 


Leasehold Works A/c. . 3,8^0 

Machinery and Plant A/c. 4,120 

Sundry Debtors . . 1,241 

Stock on hand . . 4,921 

Advertising Suspense A/c. 2,000 

Preliminary Expenses A/c. 406 

Profit and Loss A/c. . 1,482 

Cash in hand . . 28 


£132,681 


The company proved unsuccessful, and resolutions were passed to carry out 
the following scheme of reconstruction: (1) That the £1 Preference Shares be 
reduced to an equal number of fully-paid shares of 10s. each. (2) That the £1 
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Ordinary Shares be reduced to an equal number of fully-paid shares of 6s. 8d. 
each. (3) That the amount thus rendered available for the reduction of the 
assets be apportioned as follows: The Preliminary Expenses Account, Profit and 

n S Lr COU L nt ’ and Advertisin § Suspense Account, to be written off entirely; 

O' U c t0 be wntten off the Leasehold Works Account; £1,400 to be written 
on the Stock Account; 20 per cent depreciation to be written off the Machinery 
and Plant Account, and the balance available to be written off the Patents 
Account. Prepare a Balance Sheet giving effect to these proposals. 

[London Chamber of Commerce.) 

35. Messrs. Crane, Derrick, & Co., Ltd., Railway and General Contractors, 
whose head offices and works are at Porthampton, are engaged on two large 
contracts, as follows— 

No. 1 Contract. Light Railway for the New Forest Light Railway Co., Ltd., 
at a contract price of £150,000. 

No. 2 Contract. New Hotel for the Sussex Development Co., Ltd., at a contract 
price of £210,000. 

No. 1 Contract was commenced in January, and 

No. 2 Contract in March. 

On 31 st December the following balances stood in the books of the company 
in respect of these contracts— 


No. 1 Contract. Plant and Machinery . £5,000 

>, Purchases . . . 30,000 

,, Wages and Salaries . . 43,000 

,, Sundry Expenses . . 2,500 

,, Cash received on account . £60,000 

No. 2 Contract. Plant and Machinery . 3,500 

,, Purchases . . . 80,000 

>, Wages and Salaries . . 56,000 

y , Sundry Expenses . . 1,500 

,, Cash received on account . £120,000 


The value of materials on hand and work finished but not certified for was 
as follows: No. 1 Contract, £2,500; No. 2 Contract, £6,500. In the case of 
No. 1 Contract, 80 per cent of the amounts certified for was paid to the con¬ 
tractors,^ the remaining 20 per cent being retained until completion. In the 
case of No. 2 Contract the retentions amounted to £22,500. 

Make out accounts in respect of each contract. Deal with the plant and 
machinery employed on the contracts in the way you consider best, stating 
your reason. Show the profit earned in respect of each contract, and say what 
you consider the Company would be justified in carrying to Profit and Loss 
Account in respect of them on 31st December. ( Chartered Accountants.) 

36. The X Mining Co., Ltd., having its registered office in London, remitted 
to its manager in West Australia during the year the sum of £5,000. At the 
end of the year it received from its managers returns showing expenditure as 
follows: \Vages on Development, £1,000, Wages on Mining and Milling, £1,200, 
Salaries £500, Stores £1,500, Sundry Expenses £200. During the year stores 
to the amount of £500 had been used chargeable against development, and 
£700 chargeable against mining and milling. Bullion sold had produced £2,400, 
and the estimated amount of bullion unsold was £500. Show the Journal entries 
in the Head Office books. ( Chartered Institute of Secretaries.) 

3/. The Y\ ayside Boot Co., Ltd., was registered with a nominal capital of 
£50,000 divided into 10,000 Preference Shares of £1 each, and 800,000 Ordinary 
Shares of Is. each. 




COMPANIES 


739 


On 31st December, a Trial Balance, containing the following Balances, was 
extracted from the books of the company. 



£ 

s. d. 


£ 

s. d. 

Ordinary Share Capital 



Sales 

131,276 

— — 

A/c. 

35,820 

— — 

Sales Returns 

946 

— — 

Preference Share Cap- 



Carriage 

3,460 

- - 

ital A/c . 

10,000 

— — 

Stock in hand (1st Jan¬ 



Pension Fund 

4,980 

— — 

uary)— 



Goodwill A/c 

5,000 

— — 

Finished goods 

11,264 

— — 

Debenture Capital (100 



Materials and un¬ 



5% Debentures of 



finished goods . 

8,457 

— — 

£50 each) 

5,000 

— — 

Cost of Repairs to Mach¬ 



Pension Fund Invest¬ 



inery and Plant 

293 

— — 

ments 

4,540 

— — 

Debtors as per Sales 



Stable Expenses . 

421 

— — 

Ledger . 

16,245 

- — 

Machinery and Plant 



Creditors as per Bought 



A/c. 

7,455 

- — 

Ledger . 

11,747 

- — 

Transfer Fees received 

1 

10 - 

Bad Debts written off 

315 

— — 

General Expenses 

939 

— — 

Factory Wages . 

7,299 

— — 

Cost of Trade Cata¬ 



Postage and Stationery 

444 

— - 

logues 

256 

— — 

Horses and Vans 

946 

— — 

Bank Charges 

17 


Audit Fee and Legal 



Company’s contribu¬ 



Charges . 

274 

- — 

tion to the Pension 



Rent, Rates, Taxes, and 



Fund 

500 


Insurance 

1,173 

- — 

Bonus paid to em- 



Office Salaries 

4,216 

— — 

ployees . 

763 

— — 

Bills Receivable . 

1,931 

— — 

Gas, Electricity, and 



Advertising 

470 

- — 

Water 

1,567 

— — 

Freehold Land and 



Manager’s Salary 

1.500 

— — 

Buildings 

18,442 

— — 

Purchases . 

97,651 

— — 

Cash at Bank 

3,259 

— — 

Purchases Returns 

1,243 

— — 

,, ,, (Pension 



Interest paid on De- 

A 



Fund) 

440 

- — 

bentures 

238 

10 - 

Cash in hand 

75 

— — 

Directors’ Fees . 

250 

— — 

Profit and Loss A/c 



Boxes and Packing 

674 

— - 

(Debit Balance brought 


Bills Payable 

2,162 

— — 

forward from last 



Discounts Allowed 

1,251 

— — 

year) 

1,236 

— — 

Discounts Received 

1,978 

- — 





Before closing the books, the following adjustments are necessary— 

1. One month’s carriage is owing and has not been passed 

through the books ..... 

2. Rent due to landlord but not provided for 

3. Value of Unexpired Insurance Premium . 

4. Wages paid in advance ..... 

5. Provision to be created for Bad Debts 

6. Write off the following depreciations— 

(a) Machinery and Plant . 

(b) Horses and Vans 

(c) Land and Buildings 

The stock as on 31st December was valued as follows— 

Finished Goods ...... 

Raw Materials and Unfinished Goods 
You are required to prepare Trading and Profit and Loss Accounts for the 
year ended 31st December, and a Balance Sheet as on that date. 

(London Chamber of Commerce.) 


• • 

£472 

• • 

150 

• • 

197 

• • 

84 

• • 

750 

■ 10% 

• £146 

• 2J% 



£13,241 
£5,192 
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38. The Wynne Co., Ltd., and the Garde Co., Ltd., agree to amalgamate 
and to promote a new company, to be registered as the “Wyngarde Co., Ltd.,” 
with a capital of £400,000 in £1 shares, to take over their respective under¬ 
takings. The balances in the books of the respective companies at the date 
of amalgamation were as follows— 



Wynne Co. 

Garde Co. 

Dr. 

Cr. 

Dr. 

Cr. 





£ 

£ 

£ 

£ 

Issued Capital— 








Wynne Co.. 150,000 Shares of £l each 



150,000 



Garde Co. 100,000 

99 

f 9 





100,000 

6 per cent Debentures . 





50,000 



Goodwill 




25,000 


12,000 


Land and Buildings 




75,230 


42,650 


Plant and Machinery 




35,400 


18,745 


Stock-in-Trade 




42,676 


26,520 


Sundry Creditors . 





35,628 


19,958 

Sundry Debtors 




48,524 


23,234 


Bills Receivable 




15,620 


4,257 


Balances at Bank . 




18,902 


1,234 


Reserve 





20,000 


5,000 

Profit and Loss Account 





5,724 


3,682 





£261,352 

£261,352 

£128,640 

£128,640 


The consideration for the sale of the respective undertakings to the new company 
is— 

Wynne Co.: the allotment of 150,000 fully paid shares of £1 each, a payment 
of £30,000 in cash and the discharge of the debenture debt at a premium of 
5 per cent. 

Garde Co.: the allotment of 100,000 fully paid shares of £1 each, and the 
payment of £10,000 in cash. 

The old companies each pay their liquidation expenses, which amount to £000 
for the Wynne Co. and £450 for the Garde Co. The formation expenses of the 
new company amount to £1,260. 

The new company makes a public issue of 100,000 shares to provide addi¬ 
tional working capital; the issue is fully subscribed and paid for in full on allot¬ 
ment. Close the hooks of the old companies and open the new company’s books, 
drafting the first Balance Sheet. 

39. The Ess Co., Ltd., had an issued capital of £95,000 consisting of 50,000 
Ordinary Shares of £1 each, fully paid, and 45,000 7 per cent Cumulative 
Preference Shares of £1 each, fully paid. nnn 

The Tee Co., Ltd., had an issued capital of £30,000 consisting of 30, 
Ordinary Shares of £1 each, fully paid. 

These two companies (both private companies) decided to amalgama e 
their businesses, and for this purpose a holding company, called The Unit Lo.» 
Ltd., was registered on the 1st July, 19.., with a capital of £150,000 
shares. This company was to purchase all the Ordinary Shares of both the a v 
companies. B., the Managing Director of the Ess Co., Ltd., and F., the Managing 
Director of the Tee Co., Ltd., each took up and paid for 1,500 shares. 

The purchase was arranged on the following terms: The shareholders o 
Ess Co., Ltd., received one £1 share, fully paid, in the Unit Co., Ltd., in exc ang 
for each of their Ordinary Shares. The shareholders of the Tee Co., Ltd., 
ceived one and a half £1 shares, fully paid, in the Unit Co., Ltd., in exchange 
each of their Ordinary Shares. . t0 

The expenses incidental to the formation of the Unit Co., Ltd., amoun e 
£2,000, and were paid out of cash. 
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Make the necessary entries in the books of the various companies to give effect 
to the arrangements outlined above, and draw up the opening Balance Sheet 
of the Unit Co., Ltd. (London Association of Accountants.) 


40. With a view to reducing establishment expenses and generally to effect 
economy in working, the A Co., Ltd., was taken over by the B Co., Ltd., as 
from 1st January upon the following terms— 

(i) The B Co., to assume the liabilities and take over the assets at book 
values. 

(ii) The B Co. to discharge the debentures in A Co. at 105% by the issue 
of new debentures at 6% in the B Co. 

(iii) The B Co. to pay the shareholders in A Co. 10s. per share, and to give 
three 10s. shares in the B Co. for every £1 share in the A Co. The 10s. shares 
were considered as being at par. 

The following Balance Sheet of the A Co. was prepared as on 31st December, 


Liabilities 

Nominal Capital: 50,000 shares of 
£l each ..... 

Issued: 47,500 shares of £l each . 
Five per cent Debentures 
Reserve Fund .... 
Sundry Creditors 

Profit and Loss Account, Balance at 
credit ..... 


£ 

Assets 

Goodw 11 - 1 ... . 

£ 

35,000 

50,000 

Freehold Land and Buildings 
Machinery and Plant 

15,650 

3,210 

47,500 

Fixtures and Fittings 

850 

12,000 

Sundry Debtors 

10,990 

15,000 

Stock ..... 

4,660 

7,050 

4,960 

Investments .... 
Cash at Bank and in Hand 

14,650 

2,100 

£87,110 

. 

4 

£87,110 


Give the entries necessary to close off the books of the A Co., and show how 
the acquisition of the business would be recorded in the books of the B Co. 

{Chartered Accountants.) 


41. The following was the Balance Sheet of the X Manufacturing Co., Ltd. 
(in which there were five shareholders with equal holdings), as on 31st December— 


Liabilities 

Nominal Capital: 20,000 Ordinary 
Shares of £ 1 each 

£ 

20,000 

Assets 

Land and Buildings . 

Plant and Machinery 

Furniture and Fittings 

Stock . 

Sundry Debtors 

Investments .... 
Cash at Bank .... 
Cash in hand .... 

£ 

2,300 

2,108 

415 

3,691 

12,674 

16,420 

8,502 

14 

Issued: 18,000 Ordinary Shares of 
£1 each, fully paid . 

Sundry Creditors 

Reserve Fund .... 
Profit and Loss Account, Balance at 
Credit ..... 

18,000 

5,674 

15,000 

7,450 


£46,124 


£46,124 


It was decided to form a new limited company to take over the business as a 
going concern as on the above date, the new company bearing the same name, 
and having a nominal capital of £75,000 in ordinary shares of £1 each. The 
consideration for the sale of the business was 50,000 fully-paid shares in the new 
company, and the balance of the Profit and Loss Account in cash, the new com¬ 
pany taking over all assets (as set out in the old company’s Balance Sheet) with 
the exception of the investments; and undertaking to pay the sundry creditors 
and the liquidation expenses (estimated at £200), with the exception of £43 
contributed by the old company. 

The new company had fresh valuations made of the following assets, viz.i 

Land and Buildings which were valued at £5,000; 

Plant and Machinery „ „ £3,500; and 

Furniture and Fittings „ „ £500 
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Draft the initial Balance Sheet of the new company as on 1st January. Give 
the entries necessary to close the books of the old company and state what each 
shareholder would receive. Investments were not realized, but were distributed 
pro rata to the shareholders. {Chartered Accountants.) 

42. The Balance Sheets of the A. Co., Ltd., and the D Co., Ltd., at 31st 
December were as follows— 


Liabilities 

Ordinary Capital in £ 1 
shares 

Preference Do. 
Debenture; 

Creditors . 

Reserve 
Profit and Loss Account, 
Balances at Credit . 


A. Co. 

D. Co. 


A. Co. 

D. Co. 

£ 

£ 

Assets 

£ 

£ 

50,000 


Land and Buildings. 

40,000 


20,000 

Machinery 

60,000 


50,000 


Patent Rights 


20,000 

25,000 

5,000 

Debtors 

20,000 

5,000 

5,000 

1,000 

Investments . 

10,000 


10,000 


Bank 

20,000 

2,000 

10,000 

1,000 




£150,000 

£27,000 


£150,000 

i 

£27,000 


. ~-***“*7 nn, i-* v_.u., niu., wcic quoica at ous. per snare, ana 

the Preference Shares at par. I hey agreed to buy the Patent Rights of the D Co., 
Ltd., for £40,000, the book debts at their face value, and to give £10,000 for the 
goodwill. The consideration was to be the allotment of 20,000 Ordinary Shares 
and 25,000 Preference Shares—and the D Co., Ltd., was put into liquidation 
accordingly. 

Make the necessary Journal entries in the books of the A Co., Ltd., and show 
the Balance Sheet after the purchase. {Charteted Accountants.) 

43. I he following is the Balance Sheet of the Bailey Manufacturing Co., Ltd., 
on 30th June— 


Liabilities 

Issued Capital 150,000 Ordinar 
Shares of £l each 
Mortgage . 

Creditors . 

Bills Payable 
Bank Overdraft 
Superannuation Fund 
Reserve for Income Tax 
„ „ C. P. Tax 

Reserve Account 
Profit and Loss Accoun 


£ 

Assets 

150,000 

Goodwill .... 

Freehold Land and Buildings 

40,000 

Freehold Cottages 

20,000 

Leasehold Property . 

6,000 

25,000 

Plant and Machinery 

I^oose Tools .... 

5,000 

Fixtures and Fittings 

10,000 

Motor Vehicles 

1,750 

.Stock ..... 

10,000 

Debtors ..... 

20,000 

Investments .... 

£287,750 

Suspense Account 

Inland Revenue Reclaim . 

i 


£ 

20,000 
65,000 
10,000 
5,000 
50,000 
7,000 
10,000 
8,000 
40,250 
35,000 
12,000 
11,500 
14,000 


£287,750 


The company decided to wind up and sell the assets to a syndicate on the basis 
of the Balance Sheet, subject to the following increases— 

Freehold Land and Buildings, 50%; Freehold Cottages, 75%; Plant and 
Machinery, 100%; Stock, 100%; Loose Tools, 100%; Motor Vehicles, 
2o%; Fixtures, 20%. 

The leasehold property was taken over at face value; the investments at the 
market price of the day, £10,000; the suspense and goodwill accounts at nil; 
and the amount due from the Inland Revenue, £13,000. Five per cent was 
deducted from Debtors as a provision lor bad debts. The liabilities were all taken 

over as they stood, except that shareholders were to receive a dividend of 10% 
free of tax. 

The syndicate were to pay the members of the Bailey Co. by shares in a new 
company formed by the syndicate. 

\ ou arc required to draw up a Balance Sheet, showing how the figures would 
appear in the Balance-Sheet ofjhe syndicate and also state the amount of shares 
the members of the Bailey Co. would receive in the syndicate for each £1 share 
in the Bailey Co. ( Incorporated Accountants.) 










CHAPTER XVI 


MANUFACTURING AND WORKING ACCOUNTS; 

STOCK CONTROL 

Since the manufacturing and selling departments of a business are 
kept separate, it is advisable that a manufacturer's accounts be 
divided in such a manner as to afford him the greatest possible 
information. Where only one commodity is being produced, a 
Manufacturing Account will serve a useful purpose; but where 
numerous articles are being manufactured that have little or nothing 
in common, a system of Cost Accounts must also be designed, in 
order that the cost of each separate article may readily and accur¬ 
ately be ascertained. 

MANUFACTURING ACCOUNTS 

Definition. A Manufacturing Account is an account drawn up / 
to ascertain the prime cost of a commodity (or commodities) that! 
has (or have) been manufactured. It deals, therefore, only with 
raw materials, the charges thereon, and direct manufacturing; 
expenses such as productive wages. “Manufacturing Account” is' 
a general designation, specific terms being in use in certain cases. 

Prime Cost , O verhead or Oncos t, Cost of Productio n. 
These terms, whenUsed by accountants, have not always the same\ 
signification. Prime Cost is generally taken to mean the cost of 
raw materials, plus direct charges thereon, plus productive wages. 
Overhead is a term used to denote all expenses consequent upon 
or incidental to production and distribution. These expenses, 
together with the “loading” or profit, are added to the prime cost 
in order to ascertain the selling price. Selling price is, therefore, 
prime cost + overhead + profit. Overhead is divided into two or 
more classes, factory and general, or production, selling, distribu¬ 
tion, and administration. Factory Oncost or Works Overhead 
includes all expenses directly or indirectly connected with produc¬ 
tion, viz. Rent, Rates and Taxes of factory; Motive Power, Gas, 
Fuel, Water, Lighting and Heating of factory; Patent Fees, Way- 
leaves, and Royalties on manufacture; Wages and Salaries of 
foremen, timekeepers, watchmen, storekeepers, etc.; Repairs, 
Renewals and Depreciation of Machinery, Tools, etc.; Interest on 
Capital outlay on Plant, Machinery, Tools, Land, and Buildings. 1 
General Oncost or Overhead includes all selling, distribution, 
and administration expenses. In such cases, prime cost plus factory 
or works overhead is termed factory cost, or, as many accountants 
then prefer to call it, cost of production. Selling price is, there¬ 
fore, cost of production (prime cost + works overhead) + general 
overhead + profit. 
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For examination purposes—and it is a valuable practical method 

at the same time it is advisable to prepare a Manufacturing 

Account on a strictly ‘ prime cost” basis. The account would then 

be comprised of the following components of cost of manufacture 
only— 

{a) Raw material. 

(b) Carriage on raw material purchased. 

(c) Manufacturing wages. 

By limiting the items in a Manufacturing Account to those of first 
cost, it is possible to make a comparison of each year’s gross profit 
on the basis of the turnover of the business. Prime cost bears a 
definite relation to turnover, i.e. as the volume of trade varies so 
also does prime cost; it inevitably moves in sympathy with turnover. 

Overhead items do not so change. Fixed charges remain constant 
whatever turnover figures may be. For example, factory rent at 

£ 500 P rr annum will remain at that amount despite movement in 
the turnover of the business. 

4 he object of the inclusion of overhead details in the cost of 
manufacture is to ensure that the selling price shall yield a sufficient 
margin of gross profit to cover all expenditure consequent upon, 
and incident to, the business of manufacture. 

The only danger of “loading” the cost of manufacture with 
overhead details is that the resultant “sale price” may retard turn¬ 
over. Under competitive conditions of modern commerce, the basis 
of cost, determining the sale price, must be so regulated that no 
barrier to turnover is raised. In any case, whatever items are 
included in the Manufacturing Account, a uniform method must 
be adopted if comparison of results is desired. 

The following pro forma examples will serve to illustrate the 
subject— 


Example i. 

Dr. 


MANUFACTURING ACCOUNT 


To Stock—Raw Materials 
Purchases 


9f 


ft 


Less Closing Stock .•> * 

Stock of Raw Materials 
Consumed . 

Stock of Partly Manufac¬ 
tured Goods 


Less Closing Stock . 


„ Carriage and Freight 
,, Manufacturing Wages 


\ — / 

£ 

s. 

d. I 

6,500 

16 

6 

. 22,520 

5 

8 1 

29,021 

2 

2 I 

5,025 

12 

3 1 

23,995 

9 

11 I 

8,056 

2 

10 1 

■ 32,051 

12 

9 I 

10,350 

11 

7 1 

21,701 

1 

2 1 

425 

14 

3 I 

22,750 

12 

5 I 

£44,877 

7 

10 1 


Cr. 


. d. 


By Balance (Prime Cost of 
Goods Manufactured)] 
transferred to Account 
(*) 


44,877 
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Dr (b) Cost op Production Account Cr. 



£ 

s. d. 


£ 

s. 

d. 

To Prime Cost of Goods Manu¬ 



By Proportion of Factory Over¬ 




factured as per Account 



head on Partly Manufac¬ 




(a) 

44,877 

7 10 

tured Goods (£10,350 




„ Proportion of Factory Over¬ 



11s. 7d.) carried forward 

1,850 

9 

4 

head on Partly Manu¬ 



„ Balance (Cost of Produc¬ 




factured Goods (£8,056 



tion of Goods Manufac¬ 




2s. lOd.) brought forward 

1,575 

12 4 

tured) carried to Trading 




„ Factory Overhead 



Account 

53,455 

3 

4 

Rent, Rates, Taxes, and 







Insurance . 

1,200 

11 6 





Gas. Fuel, Water. Light¬ 







ing and Heating 

1,250 

4 9 





Patent Royalties 

325 

10 6 





Wages and Salaries 

1,825 

3 10 





Repairs, Renewals, and 







Depreciation of Tools 







and Machinery, etc 

1,750 

5 4 





Interest on Capital Out¬ 







lay in Plant and Ma¬ 







chinery, Tools, Land 







and Buildings 

2,500 

16 7 






£55,305 

12 8 


£55,305 

12 

8 

Dr. 

TRADING 

ACCOUNT 

Cr. 


£ 

s, d. 


£ 

i. 

d. 

To Stock of Manufactured 



By Sales . £72,255 17 1 




Goods at start 

5,276 

5 9 

Less Re¬ 




„ Manufacturing A/c— 



turns . 2,016 6 10 




Cost of Goods manufac¬ 




70,239 

10 

3 

tured as per Account 



„ Stock of Manufactured 




(b) . 

53,453 

3 4 

Goods at finish 

5,803 

13 

10 

». Balance (Gross Profit) 

17,311 

15 - 






£76,043 

4 1 


£76,043 

4 

1 

Dr. 

PROFIT AND 1 

LOSS ACCOUNT 

Cr. 


£ 

s. d. 


£ 

s. 

d. 




By Trading A/c 

17,311 

15 



The Manufacturing Account is sometimes made up in one 
account, and in a slightly different form, as shown at top of p. 746. 

Gross Profit or Loss on Production. In Example 1 it will be 
noticed that the goods produced have been transferred from the 
Manufacturing Account to the Trading Account at cost price. This 
is the usual practice, the theory being that the Manufacturing 
Department exists solely for the benefit of the Selling Department, 
and that the latter is, therefore, under an implied obligation to 
take over the factory output at actual cost, whether such cost be 
higher or lower than current trade prices. In such cases the Manu¬ 
facturing Account will show neither profit nor loss. Many accoun¬ 
tants contend against this practice, maintaining that the Manufac¬ 
turing Department should be put on a business basis, i.e. that its 
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Dr. 


MANUFACTURING ACCOUNT 


Cr. 


To Stocks--Raw Materials 
,, Purchases 

Less Closing Stock 
„ Stock of Raw Materials 
Consumed 

,, Stock of Partly Manufac¬ 
tured Goods . 

Uss Closing Stock . 


To Carriage and Freight on 
Raw Materials 
,, Manufacturing Wages 

Prime Cost of Production . 

Add Factory 
Overhead . £8.852 12 6 
+ Proportion on 
Partly Manu¬ 
factured Goods 

b/f . . 1.575 12 4 


Proportion on 
Partly Manu¬ 
factured Goods 
c/f 


10.428 4 10 


1.850 9 4 


dC «*• (+• 

6,500 16 6 
22,520 5 8 


29,021 2 2 

5,025 12 3 


23,995 9 11 

8,056 2 10 

32,051 12 9 
10,350 11 7 


Factory Cost of Production 


21,701 1 2 


425 14 3 

22,750 12 5 

44,877 7 10 


8,577 15 6 


£53,455 3 4 


s. d. 


By Amount transferred to 
Trading A/c (Cost of 
Goods Manufactured) 


53,455 3 4 


£53,455 3 4 


output should be charged to the Selling Department at current trade 
prices irrespective of cost. In other words, the Selling Department 
ought not to be placed at a disadvantage by having to take over 
goods at a price higher than that at which they could be actually 
purchased. Special allowance should also be made in the case of 
any of the goods manufactured not being readily marketable; 
otherwise, the factory profit on these goods is likely to remain an 
“anticipated” one. In these cases, the Manufacturing Account 
will show a balance, which will represent either profit or loss on 
production, and will be transferred to Profit and Loss Account. 
By this means it will be seen whether the Manufacturing Depart¬ 
ment is a profitable one; and if not, it can be closed down, unless 
cost of production can be lowered by strict supervision and econo¬ 
mies to cheapen production. The gross profit or loss on produc¬ 
tion must not be confused with the gross profit or loss on sales, as 
the two are quite different. The following example, worked accord¬ 
ing to the above method, will show clearly the principles involved 
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Dr. 


MANUFACTURING ACCOUNT 
for the Year Endwo 31st Dec., 19.. 


To Stocks—Raw Materials 
,, Purchases 


Less Closing Stock 
„ Stock of Raw Materials 
Consumed 

„ Stock of Partly Manufac¬ 
tured Goods . 


Less Closing Stock . 


To Carriage and Freight on 
Raw Materials 
,, Manufacturing Wages 

Prime Cost of Production 

Add Factory On¬ 
cost . . £8,852 12 < 

+ Proportion on 
Partly Manu¬ 
factured Goods 
b/f . . 1,575 12 


£ 

J. 

d. 

6,500 

16 

6 

22.520 

5 

8 

29,021 

2 

O 

5,025 

12 

3 

23,995 

9 

11 

8,056 

2 

10 

32,051 

12 

9 

10,350 

11 

7 

21,701 

1 

2 

425 

14 

3 

22,750 

12 

5 


£10.428 4 10 


Proportion on 
Partly Manu¬ 
factured Goods 
c/t 


1,850 9 4 


44,877 7 10 


8,577 15 6 


Factory Cost of Production 53,455 3 4 

To Balance (Gross Profit on Pro¬ 
duction) .... 5,526 10 6 

£58,981 13 10 


s. d. 


By Trade Price of Goods manu¬ 
factured, translerred to 
Trading A/c . 


58,981 13 10 


£58,981 13 10 


Dr. 


TRADING ACCOUNT 


To Stock of Manufactured 
Goods at start 
Manufacturing A/c (Trade 
Price of Goods produced) 


Less 


Stock of Manufactured Goods 
at finish . . . . 


£ *• d- 

5,276 5 9 
58,981 13 10 
64,257 19 7 

5,803 13 10 


Prime Cost of Sales . 58,454 5 

To Balance (Gross Profit on Sales) 11,785 4 

£70,239 10 


By Sales 
Less Re¬ 
turns 


£72,255 17 1 

2,016 6 10 


t. d. 


70,239 10 3 


£70,239 10 3 


Dr. 


PROFIT AND LOSS ACCOUNT 
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ADVANCED ACCOUNTS 


Example 2 . From the following particulars prepare Manufac¬ 
turing Account (showing cost of pig iron produced), and Trading 
Account for the year ended 31st December— 

Stocks at 1st January— £ s. d. 

Pig Iron. 28,401 16 8 

Limestone.301 16 9 

Coal and Coke ...... 1,729 15 5 

Iron Ore. 1,628 10 4 

Purchases during Year— 

Coal and Coke ...... 29,173 14 2 

Limestone ....... 4,016 2 11 

Iron Ore ....... 16,415 11 2 

Sales of Pig Iron during year ..... 102,617 13 6 

Expenses during the year— 

Furnace Wages ...... 9,266 10 8 

Carriage Inwards ...... 2,427 9 5 

Repairs and Renewals of Furnaces . . . 2,906 14 2 

Stocks at 31st December— 

Pig Iron. 38,153 12 8 

Limestone ....... 415 6 7 

Coal and Coke ...... 1,841 11 3 

Iron Ore.1,841 11 5 


It must first be ascertained how much of each kind of raw material 
has been used in the manufacture of pig iron. This information 
is obtained from the Ledger Account of each raw material, as 
follows— 


Dr. 


IRON ORE 


19. . 

Jan. 1 
Jan.-Dec. 


To Balance 
,, Purchases . 


19.. 

Jan. 1 To Balance b/d 


£ s. d. 

1,628 10 4 

16,415 11 2 


£18,044 1 6 

1,841 11 5 


19.. 
Dec. 31 
31 


£ *• d- 

By Stock c/d . . 1,841 11 5 

„ Balance (amount 
used) trans¬ 
ferred to Manu- 
factur ng A/c 16,202 10 1 

£18,044 1 6 
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Dr. 


COAL AND COKE 


Cr. 


19., 

Jan. 1 
Jan.-Dec. 


19.. 

Jan 1 



£ d. 

19.. 


£ s. d. 

To Balance 

1.729 15 5 

Dec. 31 

By Stock c/d . 

1,841 11 3 

Purchases . 

29,173 14 2 

„ 31 

,, Balance (amount 





used) transferred 





to Manufactur¬ 





ing A/c . 

29,061 18 4 


£30,903 9 7 



£30,903 9 7 

To Balance b/d 

1,841 11 3 





It is now possible to construct the Manufacturing and Trading 
Accounts, which are as follows— 


Dr. MANUFACTURING ACCOUNT Cr. 


19.. 


£ d. 

19.. 


£ d . 

Dec. 31 

To Amounts Con¬ 


Dec. 31 

By Transfer to Trad¬ 



sumed— 



ing A/c (Cost 



Iron Ore 

16,202 10 1 


of Pig Iron pro¬ 



Limestone 

3,902 13 1 


duced) 

63,767 15 9 


Coal and Coke 

29,061 18 4 





,, Furnace Wages 

9,266 10 8 





,, Carriage Inwards 

2,427 9 5 





,, Repairs and Re¬ 






newals of Fur¬ 






naces 

2,906 14 2 






£63,767 15 9 



£63,767 15 9 








Dr. TRADING ACCOUNT Cr. 


19.. 


£ 

s. 

d. 

19. . 


£ 

s. 

d. 

Jan 1 

To Stock of Pig Iron 

28,401 

16 

8 

Dec. 31 

By Sales of Pig Iron 

102,617 

13 

6 

Dec. 31 

„ Amount trans¬ 




„ 31 

„ Stock of Pig Iron 

38,153 

12 

8 


ferred from 

Manufacturing 
A/c (Cost of 
Pig Iron pro¬ 
duced) 

63,767 

15 

9 








„ 31 

,, Balance (Gross 










Profit) . 

48,601 

13 

9 







£ 

140,771 

6 

2 


£ 

140,771 

6 

2 


The Manufacturing Account may be drawn up in tabular form, 
as on the next page. 

Sub-Manufacturing Accounts. As previously mentioned, the 
title “Manufacturing Account' 5 is only a general description. In 
many businesses sub-manufacturing accounts are prepared, being 
designated by the name of their particular process or stage of 
manufacture. 




































MANUFACTURING ACCOUNT 

For the Year Ending 31st December, 19. 



* 
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Example 3 . 

EXCELSIOR COTTON MILLS, LTD. 
SPINNING ACCOUNT 


Dr. for the Year Ending 31st Dec., 19.. Cr . 



£ 

i. 

d. 


£ 

>. 

d. 

To Cotton .... 

87,352 

3 

2 

By Sale of— 




,, Brokerage, Charges, etc. . 

303 

18 

6 

Yarns 

6,985 

14 

2 

„ Freight and Carriage 

1,315 

3 

2 

Waste 

2,750 

10 

5 

„ Wages and Salaries . 

18,116 

5 

9 

Sundries 

401 

17 

8 

,, Coals .... 

2,068 

15 

5 

„ Balance—translerred to 




„ Oil, Tallow, etc 

326 

9 

6 

Trading A/c 

106,022 

14 

10 

,, Gas, Electric Light, and 








Water 

295 

14 

11 





,, Cards, Ropes, Roller 








Leather and Cloth 

804 

15 

7 





,, Skips, Bobbins, and Skew¬ 








ers 

215 

16 

4 





,, Brushes, Starch, and 








Banding 

317 

12 

8 





,, Strapping and Laces 

142 

6 

7 





„ Packing, Paper, and Twine 

328 

3 

11 





„ Rates, Taxes, and Insur¬ 








ance .... 

471 

13 

2 





„ Mill Charges and Sundry 








Stores . . . 

227 

10 

5 





,, Horse and Stable Expenses 

274 

5 

11 





,, Repairs to Buildings, En¬ 








gines, Boilers, Gearing, 








etc. . . . . 

1,365 

12 

8 





„ Depreciation of Plant and 








Machinery . 

2,234 

9 

5 






£116,160 

17 

1 


£116,160 

17 

1 


WEAVING ACCOUNT 


Dr. for the Year Ending 31st Dec., 19.. Cr. 



£ 

• 

d. 


£ 


d. 

To Purchase of Yarns, etc. 

4,027 

3 

10 

By Sale ol Waste . 

127 

13 

2 

,, Freight and Carriage 

795 

13 

6 

„ ,, Sundries 

98 

14 

5 

„ Wages and Salaries . 

29,650 

7 

4 

„ Balance—Transfer to 




,, Coals .... 

1.058 

13 

6 

Trad in, A/c . 

41,545 

18 

5 

„ Tallows, Oils, Waste, etc. 

„ Gas, Electric Light, and 

185 

11 

4 





Water 

138 

7 

5 





„ Shuttles, Pickers, Picking 








Bands, etc. . 

516 

8 

3 





„ Reeds, Combs, and Healds 

325 

11 

9 





,, Brushes and Sundries 

99 

15 

2 





„ Strapping and Laces 
„ Skips, Bobbins, and Skew- 

87 

16 

7 





ers 

107 

4 

5 





„ Flour and Sizing Materials 
,. Rates, Taxes, and Insur¬ 

1,628 

5 

10 





ance . 

245 

9 

2 





„ Mill Charges and Sundry 








Stores 

206 

5 

4 





„ Horse and Stable Expenses 
„ Repairs to Buildings, En¬ 
gines, Boilers, Gearing, 

97 

11 

3 





etc. . 

495 

6 

9 





„ Dcprcc ation ol Plant and 








Machinery . 

2,106 

14 

7 






£41,772 

6 

- 


£41,772 

6 

- 


752 


ADVANCED ACCOUNTS 


TRADING ACCOUNT 


Dr. for the Year Ending 31st Dec., 19.. Cr. 




£ 

s. 

d. 




£ 

d. 

To Stocks of Cloth, 1st Jan. 

— 




By Sales of Cloth— 





At Mills £41,306 18 

5 




Grey . £60,516 

14 

2 



At Ware¬ 





White . 162,726 

13 

8 



house . 72,617 1 

8 




Dyed . 13,087 

3 

5 



At Bleachers 








236,330 

11 3 

and Dyers 8,340 1 

3 




,, Sales of Bought Goods 

• 

9,916 

13 8 



122,264 

1 

4 

„ Stocks of Cloth, 

31st 



,, Goods purchased 

• 

8,716 

12 

8 

Dec.— 





,, Bleaching, Dyeing, and 




At Mills £40,598 

12 

7 



Printing 

• 

28,502 

3 

11 

At Ware¬ 





,, Carriage 

• 

345 

13 

9 

house . 74,503 

2 

5 



., Packing . 

• 

265 

14 

6 

At Bleachers 





,, Spinning A/c 





and Dyers 10,404 

1 

3 



amount 







_ 

125,505 

16 3 

trans. .£106,022 14 

10 









Weaving A/c— 










amount 










trans. . 41,545 18 

5 











147,568 

13 

3 






Balance (Gross Profit) 

• 

64,090 

1 

9 








£371,753 

1 

2 




£371,753 

1 2 


Discounts on Purchases. In accounts such as the foregoing 
Spinning and Weaving Accounts, and also in others, the Discounts 
on Purchases are often credited to the Manufacturing Department, 
or, if there is more than one, apportioned between them. Such 
discounts are in effect a reduction of the Purchases to the absolute 
net figures, and hence appear in the Manufacturing Account either 
as a separate credit or as a deduction from the Purchases themselves. 

Combined Manufacturing and Trading Account. In some 
cases, the Manufacturing and Trading Accounts are merged into 


Example 4 


Dr. 


THE OUTHORN BRICK WORKS, LIMITED 
MANUFACTURING AND TRADING ACCOUNT 
for the Year Ending 31st Dec., 19.. 







£ 

s. 

d. 

1 



To Coal 




1,645 

19 

6 

By Stock of Bricks, 


8 


Stores 




287 

4 

10 

31st Dec. £673 14 

9 i 

Rations . 




796 

13 

2 

„ Brick Sales 

10 

5 

L 

Wages 

Stable Expenses 
Rent 




2,851 

10 

150 

10 

6 

for year . 9,506 

w 

*« 



• 

5 

4 

10,180 

5 

i 

* * 

11 

Carriage Inwards 



463 

9 

8 

Less 



* * 

ft 

Repairs and Renewals 



257 

16 

7 

Stock of Bricks, 

1 

A 

99 

Medical Fees . 
Depreciation— 
Plant . 

• 



10 

10 

- 

1st Jan. 957 

2 

99 

£93 

4 

8 








Machinery . 

187 

13 

6 








Kilns . 
Pumping 

216 

9 

11 








Plant 

Railway 

10 

7 

2 








Siding 

14 

15 

4 

522 

2,227 

10 

3 

7 




99 

Balance (Gross Profit) 


• 

* 

9 



_ 






£9,223 

3 

11 



- 


Cr. 


s. 


d. 


9,223 3 11 


£9,223 3 11 
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one account under the heading of either “ Manufacturing and 
Trading Account” or simply “Manufacturing Account,” the 
balance of which is called the gross profit, and is transferred to the 
Profit and Loss Account. In such cases, Depreciation of Plant will 
be entered in the Manufacturing Account instead of in the Profit 
and Loss Account. 

Prime Cost of Goods Sold. When looking at a Trading 
Account prepared in the ordinary form, we may think it difficult to 
arrive at the cost value of the goods actually sold, owing to the differ¬ 
ence in the stocks. If the stocks at commencement and close of the 
trading period were exactly the same, they could be ignored; one 
would balance the other, and they would not affect the calculation. 
But, when the opening and closing stocks differ by a considerable 
sum the difference must be taken into consideration. A moment’s 
reflection, however, will show that the stocks can quite properly be 
merged in the purchases. Stock at the commencement is really 
last year’s purchases unsold; stock at the end is really this year’s 
purchases unsold. The Trading Account is, therefore, prepared in 
a slightly different form. The initial stock is added to the purchases, 
and the final stock deducted from them, and thus we arrive at the 
prime cost of the goods actually sold during the trading period 
under review. 


WORKING ACCOUNTS 

Definition. A Working Account is an account drawn up to 
ascertain the working, or gross, profit arising from some industrial 
enterprise, either productive or non-productive. In productive 
enterprises, such as mines, quarries, plantations, newspapers, etc., 
a Working Account corresponds very closely to the Cost of Pro¬ 
duction Account of a manufacturer. In non-productive enterprises, 
such as canals, steamships, railways, hotels, etc., a Working Account 
is similar to a Revenue Account or Income and Expenditure 
Account, and, sometimes, also to a Trading Account. The term 
“Working Account” is merely a general designation, specific titles 
being in use in certain cases. 

It is impossible to be exhaustive, but the following selected 
examples will amply repay the student’s careful attention. 

Example No. 2 is also called a “Crop Cost Account.” Similar 
accounts are drawn up on tea, coffee, cocoa, cotton, and rubber 
plantations. 
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Example i 


Dr. 


THE WETTER GOLD MINING COMPANY, LTD. 
MINE WORKING ACCOUNT 


Cr, 


To 


* * 


M 

* 9 
99 
99 
9 9 
99 
9 9 

ft 

99 


Ore Extraction— 

Expenses of Mining 
Reduction of Ore— 
Milling 
Concentrating 
Cyaniding . 

Tramming . 

Concession Rents paid 
Royalties paid 
Prospecting Expenses 
Claim Expenses 
Wages at Mine 
General Charges at Mine 
Mint and Bank Charges on 
Bullion 

Depreciation of Works, 
Machinery and Plant, 
Balance (Gross Profit) 




d. 


43,278 9 2 

17,605 13 7 
10,987 6 8 
45,703 12 10 
5,196 8 3 

700 - - 
3,617 16 5 
1,134 2 6 
1,856 11 9 

4,178 13 6 
2,615 4 11 

1,562 10 4 

5,956 13 7 

115,269 15 10 

£259,662 19 4 


By Bull on A/c 
„ Tailings A/c 


£ s. d. 
257,356 14 6 
2,306 4 10 


£259,662 19 4 


Example 2 


Dr. 


REVALLA TOBACCO PLANTATIONS, LTD. 
PLANTATION WORKING ACCOUNT 


Cr. 


To 


99 


09 

99 

99 

99 

99 

99 

99 

99 

99 


99 


Plantation Wages— 
Planting 

Manufacturing . 

Plantation Salaries— 
European StafT 
Native Overseers 
Native Watchmen 

Coolie Expenses (Broker 
age, Passage Money 
etc.) 

Hospital Working Ex 
penses 

Transport Expenses 

General Plantation Ex 
penses 

Stable Expenses 

Loss (by death) of Ad 
vances to Coolies 

Wastage of Live Stock 
(Ponies, Bullocks, 
etc.) 

Commission on Sale of 
Tobacco 

Repairs, Renewals, and 
Depreciation— 
Railway 

Steam Launch, Light 
ers, etc. . 

Loose Tools 
Pier, Wharf, etc. 

Ways, Roads, etc. 
Buildings, etc. 

Balance (Gross Profit) 


£ 

s. 

d. I 

13,308 

15 

5 I 

4,622 

3 

6 1 

7,234 

6 

7 1 

2,138 

5 

8 

942 

13 

6 1 

3,024 

2 

11 1 

1,035 

13 

5 1 

1,041 

5 

3 1 

1,017 

4 

8 I 

625 

8 

6 1 

540 

3 

6 1 

526 

12 

4 1 

3,316 

9 

2 1 

156 

8 

3 1 

391 

15 

1 1 

350 

10 

4 1 

284 

9 

5 

1,430 

11 

2 

3,608 

15 

4 

17,321 

1 

3 1 

£62,916 

15 

3 1 


By Proceeds of Sale of 
Tobacco , , 


£ £ 

62,916 15 3 


£62,916 15 3 
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Example 3— 

THE “DAILY BUGLE” NEWSPAPER COMPANY, LTD. 

Dr. PRODUCTION ACCOUNT Cr. 



£ 

s. 

d. 


£ 


d. 

To Paper used 

8,657 

14 

3 

By Sales—Cash . 

716 

15 

4 

„ Ink used 

506 

10 

8 

„ Sale to Agents, less Dis- 




„ Compositors’ and Ma¬ 




„ counts and Returns 

15,327 

10 

3 

chining Wages . 

4,316 

17 

6 

„ Sales to Subscribers, less 




„ Cost of Literary Contribu- 




Postages and Wrappers 

2,237 

18 

6 

butions 

1,026 

3 

6 





„ Reporters’ and Office 





18,282 

4 

1 

Salaries 

4,856 

13 

6 

,, Advertisements 

18,756 

12 

10 

„ Editors’ Salaries 

1,500 


— 

,, Sales of Waste Paper 

226 

13 

8 

„ Newsagcncy Telegrams . 

255 

8 

2 

„ Jobbing Printing Sales . 

88 

14 

8 

,, Petty Expenses 

65 

15 

7 





„ Gas, Electric Current, and 








Fuel .... 

506 

10 

8 





„ Repairs and Renewals 

320 

9 

4 





„ Depreciation of Machin¬ 








ery, Plant, and Stereos . 

245 

10 

- 





,, Depreciation of Linotype 








Installation 

75 

— 

— 





„ Rates, Taxes, and Insur¬ 








ance of Works 

164 

8 

6 





„ Balance (Gross Profit) 

14,857 

3 

7 






£37,354 

5 

3 

i 

£37,354 

5 

3 


Accounts similar to the above are also drawn up in Trading and 
Profit and Loss Account form. 


Example 4 


Dr. 


THE ELBURY STEAM TRAWLER COMPANY 

WORKING ACCOUNT 


To 

99 

99 

M 

99 

9t 

99 

99 

99 

99 

99 
9 9 
99 
99 


Coal and Oil 
Repairs and Renewals 
Landing Dues 
Harbour Dues 
Wages—General 
do. Fishermen, 

do. Casual Labour 

Commission . 

Ropes, Stores, etc. . 

Net Braiding, Mending 
and Tarring 
Carpentering 
Painting 
Salvage Claims 
Balance (Gross Profit) 


Cr. 


£ 

s. 

d. 


156 

17 

4 

By Sales of Fish 

85 

14 

3 

„ Sale of Old Rope, etc. . 

12 

5 

6 

10 

3 

7 


156 

4 

8 


163 

12 

4 


22 

10 

6 

% 

20 

— 

mm 


53 

O 

10 


16 

19 

5 


14 

3 

6 


12 

9 

2 


23 

14 

6 


290 

4 

11 


£1,038 

2 

6 

• 

* 


£ i. d. 

1,036 15 8 
1 6 10 


£1,038 2 6 


Accounts similar to the above are sometimes drawn up in Revenue 
Account form, also in Trading and Profit and Loss Account form 

25—(B.I405) 
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Example 5— 

LEEKLEY CANAL COMPANY 


Dr. WORKING ACCOUNT Cr. 



£ s. d.\ 


£ s. d. 

To Maintenance, Dredging, 


By Toll Traffic Receipts 

7,516 13 8 

and Ice-breaking 

3,617 14 2 

„ Freight „ „ 

14,608 5 10 

,, Rents Payable 

2,016 3 6 



,, Rates, Taxes, and Insur¬ 



22,124 19 6 

ance .... 

1,426 16 3 

Less Traffic Expenses 

12,016 14 3 

,, General Charges 

1,319 2 9 



,, Depreciation of Boats, 


Net Traffic Receipts . 

10,108 5 3 

Horses, and Carrying 


„ Rents Receivable . 

3,856 13 6 

Plant 

896 8 10 

,, Miscellaneous Receipts . 

86 4 10 

„ Balance (Gross Profit) 

4,774 18 1 




£14,051 3 7 


£14,051 3 7 


Accounts similar to the above are sometimes drawn up in Income 
and Expenditure Account form, also in Revenue Account and Net 
Revenue Account form. 


Example 


Dr. 


OCEAN NAVIGATION COMPANY, LTD. 
WORKING ACCOUNT 


•t 

ft 

t» 


To Navigation Expenses— 
Coal, Oil, and Water . 
Dues, Towage, Pilotage, 
etc. .... 
Pay of Officers and Crew 
Provisioning of Passen¬ 
gers, Officers and Crew 
Suez Canal Dues . 
Miscellaneous Expenses. 
Damages, Claims, and 
Law Charges 
Expenses of Steamers 
laid up 

Quarantine Charges . 
Ships’ Repairs, Stores, 
and General Mainten¬ 
ance Charges 
Insurance Charges and 
General Average Claims 
Depreciation of Fleet, etc. 
Balance (Gross Profit) . 


tl 


»» 


»» 

t> 


Cr. 


£ 

s. 

d. 

By Passage Money . 

655,000 

5 

11 

„ Freight, Charters, and 
Miscellaneous Services 

184,620 

2 

6 

„ Government Contract 

316,680 

15 

6 

Services—India, China, 
Australia . 

305,027 

13 

4 

„ Compensation from Ar¬ 

326,156 

12 

9 

gentine Government 
for seizure of s.s. Eastern 
Star ...» 

15,000 


— 


10,626 

16 

8 


1,950 

15 

6 


176,320 

4 

8 


20,627 

10 

6 


345,000 

— 

— 


520,710 

18 

5 


2,877,721 

15 

9 

£ m 


£ s ’ 
1,096,520 10 6 

1,484,201 5 3 


285,000 - " 


12,000 - - 


2,877,721 15 9 


Accounts similar to the above are sometimes drawn up in Trading 
and Profit and Loss Account form. 
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Example 7— 

THE “NORMLEY” HOTEL, LTD. 


Dr. WORKING ACCOUNT Cr. 



£ 

s. 

d. 


£ 

j. 

d. 

To Consumption of— 




By Amounts charged to Cus¬ 




Groceries and Provisions 

4,670 

12 

8 

tomers— 




Wines, Spirits, and Li- 




Groceries and Provisions 

6,763 

10 

6 

queurs 

4,356 

7 

3 

Wines, Spirits, and Li¬ 




Ale, Beer, and Minerals . 

2,017 

8 

4 

queurs 

6,857 

12 

8 

Tobacco, Cigars, and 




Ale, Beer, and Minerals . 

3,169 

14 

9 

Cigarettes . 

1,156 

16 

5 

Tobacco, Cigars, Cigar¬ 




Sundry Stores 

275 

10 

9 

ettes .... 

1,654 

3 

10 

„ Wages and Salaries 

5,230 

7 

6 

Apartments, Attendance, 


mm 


„ Licences and Insurances . 

1,036 

5 

9 

and Baths . 

12,079 

5 

6 

„ Newspapers, Magazines, 




,, Bar Receipts 

1,168 

19 

4 

Printing, and Stationery 

327 

13 

4 

,, Billiard Room Receipts . 

ol2 

11 

7 

„ Coals, Gas, and Lighting 

673 

12 

10 

,, Stable and Garage Re¬ 



0m 

„ Repairs and Renewals of 




ceipts 

308 

10 

5 

Buildings 

237 

14 

6 





„ Laundry 

365 

10 

2 





„ Stable and Garage Ex¬ 








penses 

256 

7 

5 





„ Rent, Rates, and Taxes . 

1,265 

10 

6 





„ Repairs, Renewals, and 








Depreciation— 








Furniture and Fittings . 

321 

16 

4 





Cutlery and Plate 

186 

15 

6 





House, Bed, and Table 








Linen 

126 

13 

8 





China and Glass . 

147 

4 

3 





„ Balance (Gross Profit) 

9,862 

1 

5 






j£P2,514 

8 

7 


£32,514 

8 

7 


Accounts similar to the above are also prepared in Trading and 
Profit and Loss Account form. 


STOCK CONTROL 

For a very long time the stock carried by a business has been 
looked upon as something quite divorced from the bank balance 
and, if money is becoming short, sundry debtors are examined 
with a view to speeding up collections, and expenses accounts are 
often searched for unnecessary expenditure. 

In comparatively recent years, however, the effect that bad 
buying may have on the financial position has been appreciated to 
a much greater extent, resulting in the scientific development of 
the control of stock. The word bad in this case may apply to type, 
quantity or quality. 

The importance of this control must obviously vary as between 
different businesses. In the case of the trader who handles imperish¬ 
able or standardized articles, it may only mean that money is 
locked away for longer than is really necessary, but in the case of 
fashion goods, stock needs to be turned over very quickly or it becomes 
quite unsaleable, in which case it represents money thrown away. 

There are two aspects of this question of stock control. 
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1 he Cost Accountant, for example, is concerned with waste, and 
therefore, with the correct recording of issues of materials and 
returns to stores, as any weakness in this system may render his 
results more or less worthless. 

The Financial Accountant on the other hand must of necessity 
look upon stock as representing money, and must satisfy himself 
that suppliers’ accounts are in order before payment is made. 

Consideration of the advantages of a good stock control system 
will provide some idea of what the problem really entails. 

In the main these advantages are— 

1. Elimination of the delivery of incorrect stock, as regards type, 
quantity or quality. 

2. Reduction or elimination of pilfering. 

3. Control of movement showing sales per product. 

4. Avoidance of holding of slow moving stock which, apart from 
tying up money, may be completely wasted by obsolescence. 

5. Increased facilities for taking a physical stock at short periods. 

6. Provision of a check on over-ordering when demand may 
fall off. 

7. Prevention of the passing of invoices for payment without 
the receipt of the relative goods. 

8. Prevention of goods being charged at incorrect prices. 

It is not suggested that this is an exhaustive list of the advantages 
to be obtained, or that the following remarks are in any way a 
complete answer to this most important question. Every business 
has problems peculiar to itself. 

1 . Elimination of the Delivery of Incorrect Stock, as 
regards Type, Quantity, or Quality. It is quite a general 
practice to send a copy of every order to the stock or stores keeper 
who, being in possession of the full details, may fail to check as 
thoroughly as he should. If the position is reversed and details of 
goods received have to be supplied by the receiving department to 
the office, a more thorough check is almost certain to take place. 

As to quality and type, these can be vouched for only by the person 
or persons responsible for examination before goods are passed into 
stock. Copy orders will be available at the time of checking and as 
evidence that the goods are satisfactory the delivery note should 
be signed by the examiner. 

2. The Reduction or Elimination of Pilfering. In the first 
place no person or persons but those authorized to do so should 
ever be allowed to pass beyond the point of issue into the Stock 
Room or Stores. That will obviously very greatly reduce the 
possibility of pilfering. A physical check of stock should be made 
at random and at irregular intervals, and this should be as sufficient 
a moral check on pilfering of stock as the audit is a preventive of 
pilfering of cash. 
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3. Control of Movement Showing Sales per Product. 

This is obviously a question of analysis and regular returns. Com¬ 
parisons with previous records will indicate changes in demand, 
which information should be passed on to the Purchase Depart¬ 
ment where quantities can be increased or decreased accordingly. 
There is one very great danger against which it is necessary to be 
on guard in connexion with analysis. Whilst the maximum inform¬ 
ation is required, the analysis may be much overdone, and prove 
an expense, and unless it is kept completely up-to-date the details 

will be of very little use. , . , . 

4. Avoidance of Holding of Slow Moving Stock. Analysis 

will, of course, contribute to this but an additional check is obtained 
by marking on each of the Stock Record Cards a minimum and 
maximum quantity. The minimum is the lowest quantity to \\ nc 
the particular line should be allowed to drop if deliveries are to be 
maintained, and in arriving at this figure the two points to be con¬ 
sidered are the speed at which it is used or sold and the length of 
time required for delivery on the part of suppliers. The maximum 
is the figure above which it may be considered an excessive stock 
is being carried, and according to the particular business or article 
may represent six or nine months’ stock. Where stock moves m o n - 
rapidly or more slowly, the store or stock keeper is respond lie o. 
reporting immediately for the necessary action on the part ot the 
Purchasing Department. If stock is moving more rapidly, the 
quantity normally ordered or put into production can be increased 
to maintain the stock. Conversely the purchasing can be reduced 
and when necessary the stock disposed of as a clearance line. 

5. Increased Facilities for Taking a Physical Stock at 
Short Periods. For the purpose of preparing interim 1 rading 
and Profit and Loss Accounts, stock is quite frequently estimated, 
but it is obvious that a correct stock-taking is the ideal at which to 
aim. If the system of recording stock is a good one and kept up to 
date with the monetary value shown against the balances, stock 

sheets or books can be quickly prepared. 

6 . Provision of a Check on Over-ordering when Demand 
may Fall Off. This point has been mentioned under item No. 4, 
but even this will fail in its object unless the minimum and maxi¬ 
mum stocks are frequently revised. This can be done by the regular 
inspection of groups of stock cards when alterations can be made 

as seems necessary. 

7. Prevention of the Passing of Invoices for Payment 
Without the Receipt of the Relative Goods. This is particularly 
important when regular deliveries are received of the same goods 
and in the same quantities. One satisfactory method of attaining 
this object is to allot letters to the various sections of the stores 
or stock and a number to each delivery. No invoice should be 
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passed through the books without the delivery note being attached 
which bears this number and letter, and to indicate that the order 
has been marked off the order number appearing on the invoice 
should be marked through. 

8 . Prevention of Goods being Charged at Incorrect 
Prices. This can only be done by insisting that every invoice is 
checked against the corresponding order or quotation and that 
orders issued always have prices inserted. 


QUESTIONS 

1. What is a Manufacturing Account? With what items does it deal? 

2. Explain the meaning of the terms “prime cost” and “cost of production.” 

3. What is meant by “oncost” or “overhead”? What are its two usual 
divisions? 

4. What expenditure is included under (a) works overhead, ( b ) general 
overhead ? 

5. At what price should goods manufactured in one’s own factory be charged 
to the Selling Department? What different views are there on this point? 

6. What is meant by a sub-Manufacturing Account, and when is such an 
account used ? 

7. How can we arrive at the prime cost of the goods actually sold during 
a certain period, when the stock at commencement and finish thereof differs 
by a considerable amount? How are the values of the turnover and output 
arrived at when there is work in progress at start and finish of the trading 
period ? 

8. Define the term Working Account. To what other forms of accounts are 
Working Accounts in many cases similar? 

9. Explain the difference in the attitude of the Cost Accountant and the 
financial Accountant to the question of stock control. 

10. What are the main advantages of a good stock control system? 


EXERCISE XVI 


1. From the following particulars draw up in both forms a Manufacturing 
Account and a Trading Account, and carry the balances in each case to a Profit 
and Loss Account— 


Stocks, 1st January— 

Raw Materials . 

• 

• 

£ s : 

. 6,273 11 

Partly Manufactured Goods . 

• 

• 

7,985 12 

Overhead on above 

• 

• 

1,396 18 

Finished Goods . 

Stocks, 31st December— 

Raw Materials 

• 

■ 

• 

• 

5,674 13 

4,916 13 

Partly Manufactured Goods . 

% 

• 

. 10,408 16 

Overhead on above 

Finished Goods . 

m 

• 

• 

• 

1,742 13 
5,509 10 

Purchases of Raw Materials 

• 

• 

. 22,437 16 

Freight and Carriage on above 

• 

• 

459 3 

Productive Wages . 

• 

• 

. 22,587 18 


d. 

4 
6 

5 
9 

2 

5 

6 
6 
3 
8 
2 







MANUFACTURING AND WORKING ACCOUNTS, ETC. 


761 


Factory Overhead— 

Rent, Rates, Taxes, and Insurance 

Gas, Fuel, Water, Lighting, and Heating 

Patent Royalties 

Wages and Salaries . • 

Repairs, Renewals, and Depreciation of Tools, 

Machinery, etc. . • • • 

Interest on Capital Outlay on Plant and Machinery, 
Tools, Land, and Buildings ..... 
Sales 

Sales Returns . . • ♦ • 

The trade price of the goods manufactured was £58,4/2 Is. 

2. From the following particulars prepare Manufacturing 
cost of pig iron produced) and T rading Account for the year 

Stocks, 1st January— 

Pig Iron 
Limestone . 

Coal and Coke . 

Iron Ore 

Purchases during Year— 

Coal and Coke . 

Limestone . 

Iron Ore 

Sales of Pig Iron during year 
Expenses during year— 

Furnace Wages . 

Carriage Inwards 
Carriage Outwards 
Repairs and Renewals of Furnaces 
Stocks at 31st December— 

Pig Iron .... 

Limestone .... 

Coal and Coke . 

Iron Ore .... 


£ s- d - 

1,312 12 5 
1,198 13 6 
306 5 9 
1,910 10 3 

1,806 17 8 

2,485 9 4 

73,086 14 2 
2,378 12 7 

8d. 

Account (showing 
ended 31st Dec.— 


£ 

s. 

d. 

29,642 

16 

7 

402 

10 

11 

1,846 

12 

9 

1,725 

9 

6 

28,607 

10 

5 

3,743 

12 

10 

17,028 

6 

4 

123,350 

11 

8 

8,845 

3 

11 

2,516 

10 

3 

3,308 

12 

6 

2,847 

13 

5 

37,858 

11 

6 

383 

13 

4 

1,916 

12 

5 

1,732 

6 

8 


3. From the following particulars prepare (a) Spinning Account, ( b) Weaving 
Account, (c) Trading Account for the year ended 31st December 


Cotton ...... 

Purchase of Yarns, etc. 

Brokerage Charges, etc. . 

Freight and Carriage 
Wages and Salaries 

Coals. 

Oil, Tallow, Waste, etc. . 

Gas, Electric Light, and Water 
Cards, Ropes, Roller, Leather, and Cloth 
Skips, Bobbins, and Skewers 
Brushes, Starch, and Binding . 

Strapping and Laces 
Packing, Paper, and Twine 
Rates, Taxes, and Insurance 
Mill Charges and Sundry Stores 
Horse and Stable Expenses 


Spinning 


Weaving 


Dept. 


Dept. 


£ 

s. 

d. 

£ 

s. 

d. 

82,616 

10 

5 


— 



— 


4,106 

12 

5 

297 

13 

8 


— 


1,187 

12 

9 

763 

14 

9 

17,802 

15 

4 

28,780 

15 

6 

1,987 

11 

5 

1,127 

14 

11 

306 

14 

8 

165 

2 

9 

265 

10 

3 

128 

16 

7 

786 

2 

10 


— 


208 

10 

6 

114 

3 

6 

286 

14 

7 


— 


121 

16 

9 

96 

12 

3 

297 

3 

8 


— 


436 

3 

10 

226 

13 

4 

206 

14 

8 

197 

10 

5 

187 

6 

7 

112 

4 

10 
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Repairs to Buildings, Engines, Boilers, Gearing, 

etc. 

Depreciation of Plant and Machinery 

Sale of Yarns ...... 

,, Waste. 

,, Sundries ...... 

Shuttles, Pickers, Picking Bands, etc. 

Reeds, Combs, and Healds .... 

Brushes and Sundries ..... 

Flour and Sizing Materials .... 


Stocks of Cloth— 

At Mills. 

At Warehouse 
At Bleachers and Dyers 
Goods purchased . 

Bleaching, Dyeing, and Printing 
Carriage . . . . 

Packing . 

Sales of Cloth— 

Grey ..... 
White . . . . 

Dyed .... 

Sales of Bought Goods 


Spinning 

Weaving 

Dept. 


Dept. 

£ 

d. 

£ d. 

1.287 14 

6 

478 13 6 

2,206 15 

2 

2,087 19 5 

6,816 12 

9 

• 

2,632 5 

11 

136 15 2 

89 14 

7 

95 6 8 



538 10 8 



309 14 6 



105 3 10 

# 


1,594 11 7 

1st Jan. 


31st Dec. 

£ s. 

d. 

£ d. 

40.7S5 10 

2 

40,753 2 10 

75,016 11 

6 

76,017 14 8 

9,528 16 

8 

8,426 11 9 

• • 


8,675 10 3 

• • 


28.487 11 5 

• • 


339 16 7 

• • 


273 14 8 

• • 


61,728 15 6 

• • 


160,906 14 11 

• • 


12,614 13 8 

• • 


9,427 13 6 


4. From the following particulars of the “Newbell” Brickworks, prepare a 
combined Manufacturing and Trading Account for the year ended 31st Dec.— 

Coal consumed, £1,897 15s. 2d.: Stores consumed, £256 7s. 9d.; Rations, 
£763 2s. lOd.; Wages, £2,916 14s. 7d.; Stable Expenses, £12 3s. 8d.; Rent, 
£165 10s.; Carriage Inwards, £438 12s. 9d.; Repairs and Renewals, £247 6s. 5d.; 
Medical Fees, £12 12s.; Depreciation—Plant, £106 2s. lid.; Machinery, 
£195 13s. 6d.; Kilns, £203 4s. 7d.; Pumping Plant, £12 6s. 9d.; Railway 
Siding, £10 14s. 5d.; Brick Sales during year, £9,671 18s. 9d. Stock of Bricks 
1st Jan., £972 5s. 10d.; 31st Dec., £716 15s. 8d. 

5. From the following particulars prepare Trading and Profit and Loss Account, 
showing percentages of gross and net profit and expenses on turnover— 

Stock, 1st Jan., £8,947 10s. 6d.; Work in Progress, 1st Jan., £1,263 5s. Id.; 
Purchases less Returns, £12,056 3s. 7d.; Sales less Returns, £23,529 16s. 8d.; 
Salaries, £486 12s. 5d.; Commission, £327 5s. 1 Od.; Wages, £3,585 16s. 2d.; 
Advertising, £326 13s. 7d.; Discounts, Dr. balance , £384 9s. 4d.; Carnage 
Inwards, £1,857 10s. 2d.; Rent, Rates, and Taxes, £375 14s. 5d.; Carnage 
Outwards, £352 17s. 9d.; Trade Expenses, £375 11s. 4d.; Bad Debts, 
£327 6s. 10d.; Depreciation, £384 15s. 8d.; Interest on Capital, £257 11s. 6d.; 
Stock, 31st Dec., £9,765 19s. 3d.; Work in Progress, 31st Dec., £1,628 19s. 2d. 

6. From the following particulars of the “Krynx” Gold Mining Co., Ltd., 
prepare Working Account for the year ended 31st Dec.— 

Ore extraction—Expenses of Mining, £40,825 16s. 7d.; Reduction of Ore— 
Milling, £16,517 12s. 8d.; Concentrating, £10,026 5s. 3d.; Cyaniding, £44,587 
2s. 9d.; Tramming, £4,866 12s. lid.; Concession Rents paid, £600; Royalties 
paid, £3,427 10s. 5d.; Prospecting Expenses, £1,013 Is. 8d.; Claim Expenses, 
£1,768 15s. 3d.; Wages at Mine, £4,026 4s. 10d.; General Charges at Mine, 
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£2,347 13s. 6d.; Mint and Hank Charges on Bullion, £1,428 17s. od.;Depre¬ 
ciation of Machinery and Plant, £5,043 12s. 8d.; Bullion Account, £“- , 

13s. 2d.; Tailings Account, £2,034 15s. 6d. 

7. From the following particulars of the “Koomrie'’ Tobacco Plantations, 
prepare Working Account for the year ending 31st Dec.— 

Planting Wages, £13,016 14s. Sd.; Manufacturing Wages, £4,408 2s. Id.; 

Salaries—European Staff, £7,087 3s. lid.; Native Overseers, £2,007 16s. 5d., 
Native Watchmen, £896 7s. 10d.; Coolie Expenses (Brokerage, Passage Money 
etc.), £2,956 11s. 6d.; Hospital Working Expenses, £1,0 6 4s. 8d.; Transport 
Expenses, £1,037 2s. 6d.; General Plantation Expenses, £1,216 18s. 7d , Stable 
Expenses, £602 10s. 9d.; Loss (by death) of Advances to Coolies, £o36 as. 2d 
Wastage of Live Stock. £467 9s. 4d.; Commission on Sale of Tobacco, £3,0.6 
13s. 3d.; Repairs, Renewals, and Depreciation—Railway, £167 19s. ad., Steam 
Launch, Lighters, etc., £346 2s. 9d.; Loose Tools, £307 14s 8d., Pier \\harf, 
etc., £265 10s. 6d.; Ways, Roads, etc., £1,328 11s. 4d. ; Buildings, etc., £3,516 
13s. 5d.; Proceeds of Sale of Tobacco, £60,817 18s. 6d. 

8. From the following particulars of the Western Star Newspaper Co., Ltd., 
prepare Working Account (or Production Account for the year ending 31st 

J_ 

Paper used, £8,516 10s. 2d.; Ink used, £487 14s. 6d.; Compositors and 
Machining Wages, £4,206 15s. 8d.; Cost of Literary Contributions, £987 
14s. 3d.; Sales-Cash, £707 16s. Sd.; Agents, less Discounts and Returns, 
£15,016 2s. 10d.; Subscribers, less Postages and Wrappers, £2,187 14s. 3d., 


sales ot Waste raper, hs. /u., nuvui»u»iw.M, j c 

Printing Sales, £80 10s. 3d.; Depreciation—Plant, Machinery, and Stereos, 
£236 15s. 7d.; Linotype Installation, £70; Rates, Taxes, and Insurance of 

W r orks, £160 14s. 8d. 

9. From the following particulars of the “Bcxton” Steam Trawler Co., prepare 

Working Account for the year ending 31st Dec. 

Coal and Oil, £147 10s. 9d.; Repairs and Renewals, £80 12s. od ; Landing 
Dues, £10 8s. 6d.; Harbour Dues, £8 4s. 3d.; Wages—General, £148 10s. 9d.; 
Fishermen, £150 6s. 5d.; Casual Labour, £18 14s 7d.; Commission, £20; 
Repairs, Stores, etc., £50 13s. 6d.; Net Braiding, Mending, and Tarring, £14 
11s. 5d.; Carpentering, £12 9s. 7d.; Painting, £11 8s 4d.; Salvage Claims, 
£20 16s. 5d.; Sales of Fish, £994 8s. 10d.; Sale of Old Rope, etc., £1 3s. lid. 

10. The following Balances are extracted from the books of the “Oversley” 
Canal Co. You are required to draw up the Working Account foi the >car 

Maintenance, Dredging, and Ice Breaking, £3,o06 13s. 8d.; Rents Paya )le, 
£1,857 10s. 6d.; Rates, Taxes, and Insurance, £1,314 14s. ad.; General Charges, 
£1,206 15s. 4d.; Toll Traffic Receipts, £7,406 15s. 6d.; Freight Traffic Receipts, 
£14,517 11s. 8d.; Traffic Expenses, £11,986 14s. 4d.; Depreciation of Boats, 
Horses, and Carrying Plant, £862 9s. 10d.; Rents Receivable, £3,914 16s. 7d.; 
Miscellaneous Receipts, £85 9s. 8d. 

11. From the following particulars extracted from the books of the “Wide 
Seas” Navigation Co., Ltd., prepare Working Account for the year ended 31st 
December— 

Navigation Expenses: Coal, Water, and Oil, £609,126 10s. 9d.; Dues, Towage, 
Pilotage, etc., £148,705 15s. 6d.; Pay of Officers and Crew, £282,856 11s. 5d.; 
Provisioning of Passengers, Officers, and Crew, £257,493 18s. 4d.; Suez Canal 
Dues, £289,586 16s. 8d.; Damages, Claims, and Law Charges, £12,000 10s. 6d.; 
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Expense 8 of Steamers laid up, £9,857 4s. lid.; Quarantine Charges, £1,625 
7s . v d., Ships Repairs, Stores, and General Maintenance Charges, £165,714 
bs. 7d.; Insurance Charges and General Average Claims, £18,409 13s. 4d.; 
Deprec.at.on of Fleet, etc., £327,916 15s. 6d.; Passage Money, £1,025,716 
15s. 8d., I reight Charters and Miscellaneous Services, £1,306,578 10s. 6d.: 

Government Contract Services, £250,000; Compensation from Brazilian Govern- 
merit for seizure of s.s. Early Bird , £10,000. 


12 The following Balances are extracted from the books of the “Sunbeam” 
liotel, Ltd You are required to prepare therefrom the Working Account for 
the year ended 31st December— 

Amounts Consumed: Grocery and Provisions, £4,520 14s. 2d.; Wines, 
Spirits, and Liqueurs, £4,206 10s. 8d.; Ale, Beer, and Minerals, £1,986 13s. 5d.; 
lobacco, Cigars, Cigarettes, £1,023 17s. 6d.; Sundry Stores, £240 16s. 7d.; 
Wages and Salaries, £5,017 11s. 4d.; Licences and Insurances, £957 13s. 10d.; 
Newspapers, Magazines, Printing, and Stationery, £305 4s. 9d.; Coals, Gas, 
and Lighting, £627 19s. Id. ; Repairs and Renewals of Buildings, £214 10s. 6d.; 
Laundry, £334 18s. 5d.; Stable and Garage Expenses, £235 6s. 8d.; Rates, 
axes, and Insurance, £1,075 10s. 6d.; Repairs, Renewals, and Depreciation 
—Kirniture and Fittings, £306 4s. 6d.; Cutlery and Plate, £162 8s. 5d.; House, 
Bed, and I able Linen, £105 1 Is. 3d.; China and Glass, £114 17s. 9d.; Amounts 
charged to Customers—Grocery and Provisions, £6,517 11s. 4d.; Wines, Spirits, 
and Liqueurs, £6,702 10s. 8d.; Ale, Beer, and Minerals, £3,098 12s. 6d.; Tobacco, 

, C igarettes, £1,587 8s. 9d.; Apartments, Attendance, and Baths, £11,516 
14s. 3d.; Bar Receipts, £1,025 11s. 5d.; Billiard Room Receipts, £472 9s. 7d.; 
Stable and Garage Receipts, £276 15s. 4d. 

13. From the following Trading Account ascertain and state— 

(a) The cost of material used. 

(b) The value of the output of manufactured goods. 

(c) The percentage of gross profit on sales. 


TRADING ACCOUNT Cr. 


To Stock— 

£ s. d. 


£ *• <*• 

Finished Goods 

4,000 - - 

By Sales .... 

42,000 - - 

Raw Materials 

1,200 - - 

Stock— 

„ Purchases 

12,000 - - 

Finished Goods . 

3,500 

„ Wages .... 

20,000 - - 

Raw Materials 

1,400 

» Carriage 

ii Balance (Gross Profit) 

1,000 - - 
8,700 - - 



£46,900 - - 


£46,900 - - 


(Incorporated Accountants.) 


14. An order amounting to £2,000 was executed at a cost of: Wages, £880; 
Materials, £602. Working on the cost figures shown below, state the net profit 
made on carrying out the order. 


Cost Figures £ 


Materials 

• 

• 

• 

. 13,000 

Wages . 

• 

• 

• 

. 26,000 

Works Overhead 

m 

• 

• 

6,500 

Gross Profit . 

• 

• 

• 

4,500 

Office Overhead 

• 

• 

• 

1,300 

Net Profit 

• 

• 

• 

3,200 

Work executed 

• 

• 

• 

. 50,000 


(J.B.L.) 
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15. An Engineer’s books give the following figure*-** the first year: Materials 

purchased, £17,500; Sales, £30,000; Wages, £7,a00; and Expenses £2 000 
The Stocks at the beginning of the year were: Materials, £^,000 () h ^ nd 
Work, £4,000; and at the end of the year they were: Materials, £'">>°°0> and 
Finished Work, £3,000. For the second year, the^ materials purchased w ere 
£14,000; Wages, £4,800; Expenses, £1,200; and Sales, £1 7 ,000. The Stoe 
at the end of the second year is Materials £7,000, and Finished Work, £•>, • 

Prepare a statement showing each year (and also the average of the two years) 
what are the percentages of Cost of Materials, Wages, Expenses, and Profit on 

the output. (West Riding of Yorkshire.) 

16. The undermentioned figures have been extracted from the Trial Balance 
of the Blankshire Iron Co., Ltd., whose financial year closes on 30th June. 

Prepare a Furnaces Account showing the cost per ton ol the Pig Iron pro¬ 
duced, a Trading Account and a Profit and Loss Account. 


Balances Extracted from Trial Balance 

30th June 


Coal purchased . 

Coke and Limestone purchased 
Ironstone purchased . 

Wages (Furnace) 

Sales of Pig Iron 
Stock of Pig Iron (30th June) 

Trade charges . 

Sales of Waste Materials and By-products 

Office Salaries . 

Directors’ Fees . 

Transfer Fees 
Depreciation 
Interest received 
Bad Debts 


£ 

7,320 

19,550 

7,461 

6,842 

62,446 

9,402 

5,424 

5,862 

3,401 

1,500 

52 

3,890 

321 

1,680 


The stock of Pig Iron in hand as on 30th June was valued at £9,221. 

The Pig Iron produced during the year amounted to 18,600 tons. (London 
Chamber of Commerce.) 

17. A Manufacturer’s books show the following figures for each item for two 
years: Materials used, £22,389 and £21,427; Wages, £7,495 and £7 'fill. 

Rent and Power, £1,659 and £l,65o; Carnage, £ol3 and £494, Trade Ex¬ 
penses, £303 and £309; Gas and Water, £213 and £-40; Travellers, £719 and 
£763; Repairs, £426 and £563; Insurance, £78 and £78; Depreciation, £600 

and £580. 

Goods produced (Net), £36,468 and £36,261. 

Prepare a statement showing for each year the various costs per cent on pro¬ 
duction. (West Riding of Yorkshire.) 

18. From the particulars given in Exercise II, 30, page 95, prepare a Mine 
Working Account. 

19. Messrs. John Berry and L. Flower were equal partners in the firm ol 
Berry & Flower, Iron Smelters. The following balances of accounts appeared 
in their books as on 31st December: General Wages, £8,037; Coal used (includ¬ 
ing Carriage), £6,047; Coke used (including Carriage), £17,o46; Wagon Hire 
(credit balance), £278; Pig Iron Sales, £54,056; Foundry consumption of 
Pig Iron, £103; Branch Railway Income (leased to adjoining company), £70r>; 
Materials and Stores (including Foundry Charges and Repairs to Locomotives, 
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etc.), £\ \98; Ironstone used (including Royalties, etc.), £5,707; Limestone 
used (including Royalties, etc.), £1,513; Salaries of Furnace Experts, £559; 
Travelling Expenses, £40; Rales and Taxes, £657; Land Damages and Com 
pensation to neighbours, £60; General Charges, £92; Manager's Salary, £500 
Pig Iron Stock (31st December), £12,268; Interest (credit balance), £199 
J. Berry (Drawings Account), £4,000; L. Flower (Drawings Account), £5,000 
Works Plant, Rolling Stock; etc., £33,080; Coal and Coke Wagons, £3,150, 
Coal Stock (31st December), £240; Coke Stock (31st December), £688; Ironstone 
Stock (31st December), £600; Limestone Stock (31st December;, £35; J. Berry 
(Capital^, £25,531; L. Flower (Capital), £26,613; Sundry Creditors (including 
all necessary adjustments), £18,732; Sundry Debtors, £15,329; Loans to Work- 

men, £213; Provision lor Bad Debts, £909; Cash at Bank (Deposit), £9.000: 

C ash at Bank 'Current), £1,523; Cash in hand, £44. 

Write £2,500 ofl Works Plant, Rolling Stock, etc., as depreciation. 

Write £150 off Coal and Coke Wagons as depreciation. 

Make the Provision for Bad Debts up to £1,500. 

No interest upon Capital or Drawings is to be charged. 

I he stock of Pig Iron on 31st December was valued at £10,550. 

I irpare a Pig Iron Production Account (showing the cost of Pig Iron pro¬ 
duced;; a Pig Iron Irading Account (showing the gross profit realized by Pig 
Don Sales); and a Profit and Loss Account for the year ended 31st December, 
and a Balance Sheet as on that date. (Chartered Accountants.) 


20. Enumerate the items that you would expect to find in the following 
accounts— 

(a) Manufacturing Account (prime cost only). 

(b) Manufacturing Account (cost of production). 

(c) Working Account of a Mine. 

(■ d ) Working Account of a Canal Company. 

21. Give your views on manufacturing accounts and state your reasons in 
support of your preference for the prime cost basis of its construction, or, if you 
oppose the prime cost basis of construction, give reasons justifying the inclusion 
of oncost items therein. 


22. Prepare a Furnace Account (two ways), inserting figures to give com¬ 
pleteness to the examples, that will show the components of cost of manufacture 
of pig iron. 


23. For the current 

Cost of Materials 
Wages 
Discount 
Expenses 


year a Trading Account stands thus— 

£ 

5,U00 Sales 

. 3,000 

500 
1,500 


£10,000 


£ 

. 10,000 


£10,000 


State the above costs as percentages on turnover. 

As this leaves no profit, the trader considers how he can improve matters, 
and finding that he cannot advance his selling prices he will aim at increasing 
the turnover by £2,000, and reducing the percentage costs on turnover by 
Materials 2, Wages 1, Discount 2: the Expenses remain at the same amount. 

Show his Trading Account for the next year on the basis of these alterations. 
(West Riding of Yorkshire.) 
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24. State in what manner you consider the percentages of cost should be 
shown in a manufacturing business of which the following are the Profit and 
Loss figures for the year. Calculate such percentages. 


Purchases . c 
Wages 
Rent 

Stock, 1st January 
Rates, Taxes, and Insurance 
Salaries 

Depreciation of Plant . 
Stock, 31st December 
Sales 

Net Profit 


£ 

£ 

4,500 


2,000 


200 


1,000 


100 


750 


250 

1,000 

10,000 

2,200 

£11,000 

£11,000 


(Chartered Accountants.) 


25. The London and Madras Trading Co., Ltd., opened a Branch in Madras 
on 1st July. The following are balances extracted from the Madras Branch 
Books on 30th June (1st year) and 30th June (2nd year).— 


Stock at the beginning of the year 
Purchases during the year . 
Freight and Duty (Inward) 
Packing Charges (Inward) . 
Wages . 

Salaries—Manager 
Do. General 
Commission—Manager 
Do. General 

Travelling 
Advertising 

Postages and Telegrams 
General Expenses 
Sales . 


1 st Year 

2nd Year 

£ 

£ 

Nil 

5,400 

10,000 

11,000 

850 

1,200 

200 

350 

200 

250 

600 

1,000 

400 

500 

300 

Nil 

50 

40 

400 

360 

150 

300 

100 

200 

120 

180 

6,000 

11,300 


The Stock on hand at 30th June (2nd year) was £7,700. 

Make out comparative Trading Accounts for the two years, showing gross 
and net trading profit and percentages. Draw attention to any points which, 
in your opinion, call for further investigation, and criticize the results shown. 
You are informed that in the first year the shipments consisted wholly of valu¬ 
able goods of comparatively small bulk; but in the second year one-tlnrd of 
the shipments consisted of bulky goods of comparatively small value. (Chartered 
Accountants.) 


26. The manager of a Manufacturing Concern, of which you are auditor, 
is paid partly by salary and partly by commission. Under the agreement for 
service, in case of dispute as to the commission payable, the auditor’s decision 
is to be final. Such a dispute has arisen, and in order that your decision 
may be wholly unbiased, the Profit and Loss figures are given to you, without 
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fnn«r d r| ICat T “ *° whi ^ h are the items in dispute. The following are the figures 
P p ied’ and y° u are asI <ed to prepare and certify statements showing- 

fa) The manufacturing profit. 

(A) The percentage of net profit to the manufacturing cost. 


Stock, 1st January 
Purchases . 

Manufacturing Wages and Salaries 
Office Salaries . 

Discount on Sales 
Carriage Inwards 
Carriage Outwards 
Printing and Stationery 
Rent and Rates 
Travelling Expenses . 

General Expenses 
Discount on Purchases 
Sales 

Stock, 31st December 


Dr. 

Cr. 

1 

£ 

1,500 

2,000 


2,000 


410 


150 


100 


120 


70 


390 


130 


290 

100 


6,000 


1,800 

£7,160 

£7,900 

(Chartered Accountants.) 


u.c necessary journal, Cash Book, and Ledger records for the 
following transactions— * 

fa) Sold Goods to B on a three months’ bill, which document was for £200; 

£k C k®fi lCd °!1 , St January ’ at which datc »t endorsed over to J, a creditor. 
1 he bill was duly met on maturity. 

■. . L t ^ _ I , 1*1 i ... _ mufacturing Co., Ltd., a special 

mechanical scale which has dial plates showing weight and price, cost £200. 
v\ here, and how will you record this transaction? 

(c) A, who has a contra account with Jones’, Ltd., desires a settlement of 

is account with them. In the books of both parties, show how the following 
transactions will be recorded— 

(1) Being defective, Jones’ return goods value £5 to A. 

j • c , c l ue on account sent by A to Jones’ has been returned R D; amount 
stated in the cheque was £25. 

(3) A has advised Jones’ that an invoice for purchases from him value £75 
tf> 11C extcnt £9; due to one item being charged at £21 instead 


ic a ove matters must be adjusted; and you are asked to state how much A 
must orward Jones’ in settlement, in addition to providing the necessary book- 
eeping records. [According to A’s books his accounts for Jones’ were— (a) in 
e ought Ledger, a balance of £320; ( b) in the Sales Ledger, a balance of£60; 
prior, ot course, to the above transactions arising.] 

28. Capital expenditure and revenue expenditure must be carefully dis- 

crimmated, and you are asked to place under “capital” and “revenue” respect- 

lu y. 1 e flowing items, giving reasons, where necessary, for items which seem 
partly capital and partly revenue— 

(1) Sale of Old Plant. 

(2) Purchase of Patent Rights. 

(3) Renewal fee for (2). 

(4) Purchase of Delivery Vans. 

fi) » » New Wheels*(at a later date) for (4). 
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(6) Installation of Electric Light, etc. 

(7) Depreciation of (6). 

(8) Purchase of Plant and Machinery. 

(9) Repairs to (8). . . * 

(10) Extension of Water Mains by a Water Company; also replacement of 

existing Mains. 

29. A business has ten Sales Ledgers marked respectively A, B, C, etc. The 
Sales Day Book has analysis columns corresponding to the Ledgers. Each Ledger 
is balanced separately each month. On 20th January a sale of £10 posted to 
F Ledger is placed in Day Book in G column by mistake. Say how the January 
monthly summaries of F and G Ledgers are affected, and how the balances shown 
by the summaries will compare with the balances as extracted from the Ledgers. 

7 {West Riding of Yorkshire.) 


30. Explain what is meant by “Capital Expenditure,” and state the con¬ 
siderations which would guide you in deciding whether a particular item oi 

expenditure properly comes within this category or not. . 

F v v 7 (West Riding of Yorkshire.) 


31. The X Company, Ltd., purchased a business as a going concern, as from 
the 1st April, for £33,000, payable as to £25,000 in fully-paid shares of £1 each, 
and the balance in cash, all outstandings to be adjusted up to that date, and the 
company to pay interest at the rate of 5 per cent per annum, on the net purchase 
money from 1st April up to the date of completion, namely, the 1st July. As 
on the 1st April the following payments had been made in advance— 

Telephone Rent • ^ ^ 

Fire Insurance . . • • • ® ® ® 

Plate Glass Insurance . . • 2 7 


On the other hand, there were outstanding liabilities as follows 

Rent . ... • • - iCJS 7 8 

Gas and Electric Light . • . 86 17 

Water Rate . • • • • 2 10 - 

Between the 1st April and the 1st July, the vendors received on account of 
the purchasers £10,942 13s. 5d., and paid on their account £2,485 12s. 6d. 
A deposit of £3,000 had been paid by the purchasers on the 1st April. 

Prepare an account showing the amount due on completion ol the purchase. 

(Chartered Institute of Secretaries.) 


32. A. Andrews & Co., of London, consigned goods to the value of £2,000 
to their agent, B. Bengalee of Bombay, and drew on him for £1,500 at 3 months, 
discounting the bill at the National Provincial Bank for £1,485. The charges 
for Insurance, Freight, etc., paid by A. Andrews & Co. amounted to £70. In 
due course B. Bengalee rendered an Account Sales to A. Andrews & Co. for 
£2,500 less Commission, etc., £85, enclosing a Sight Draft for the balance. 
Record these transactions in A. Andrews & Co.’s books. ( Chartered Accountants.) 


33. Smith & Jones united in a venture to purchase at par and issue to the 
public £200,000 debentures of a company, and agreed to share profits and losses 
equally. They issued the debentures, which were fully subscribed, at 5% pre¬ 
mium. Smith, on his own account, subscribed for and was allotted £20,000 
which he subsequently sold at 10% premium; while Jones subscribed for and 
was allotted £3,000, which he sold at 9% premium. The cost of the issue was 
£6,000. Create an Account showing how much each gained by the transaction, 
disregarding interest and tax. ( Chartered Accountants.) 
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34. A bill at 6 months for £500, accepted by A on 1st January for goods 
purchased from B, is discounted with C on 31st March at 5 per cent per annum. 
The bill is dishonoured by A’s bankers on presentation, the charges for noting 
and expenses being 5s. A then agrees to pay B £100 Cash on account, and to 
be charged interest at 6% p.a., giving two bills—one for £200 at 3 months and 
one for the balance at 6 months. Show all these transactions in B’s Ledger. 

0 Chartered Accountants.) 


35. Prepare an Income and Expenditure Account from the following Trial 
Balance of a club, taken out on the 31st December— 

Rent for the year ...... 

Rates, Taxes, Lighting, and Insurance for the year 
Sundry Creditors . 

Entrance Fees 
Cash at Bankers’ . 

,, in hand 

Secretary’s Remuneration 
Sundry Debtors 
Subscriptions paid in advance 
Furniture, Fittings, and Fixtures 
Stewards’ and Servants’ Wages 
Structural and other Improvements to Club House 
Printing, Stationery, Newspapers, etc. 

Law Charges .... 

Annual Subscriptions 
Card and Billiard Room Receipts . 

Washing, Liveries, and Sundries 
Wines, Spirits, Cards, and Cigars sold 
Repairs to House and Furniture 
Conversazione Expenses 
Wines, Spirits and Cigars purchased 
Stock of Cigars (1st Jan.) 

Interest on Loan .... 

Special Call made on Members ..... 

Excess of Income over Expenditure brought forward from 
last account . 


£500 


436 

£1,322 


36 

30 


2 


150 


37 

160 

1,281 


600 


1,684 


145 


18 

2,173 


123 

107 

433 

409 


95 


341 


15 


6 

314 


1,295 

£5,856 

£5,856 


£123 has to be written off the furniture, fixtures, and fittings, and £100 off 
the structural and other improvements. There is no stock at the end of the year. 

(Chartered Accountants.) 

36. D, E, and F entered into partnership on the 1st January, their capitals 

b e>ng— D £3,000 

E 2,000 

F 1,000 

and the profits were to be divided— 

D'A E^ 

Each partner was to be credited, before the final division of profits, with interest 
on his capital at the rate of 5% p.a., and F was, in addition, to be credited with 
£200 a year for management. The drawings were to be charged with interest, 
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monthly, at the same rate as on the capital. The several partners’ drawings 
were as follows- 



lst March 
1st May . 

1st July . 

1st September 
1st November 


£100 

75 

125 

50 

50 


1st January 
1st February 
1st April . 

1st August 
1st October 
1st December 


£50 
50 
50 
100 
70 
30 


1st March 
1st June 
1st August . 
1st October 
1st December 


75 

100 

50 

50 


On the 31st December, the books were closed and after ample provision had 
been made for bad and doubtful debts, depreciation ot stock, plant, etc., but 
before interest upon capital and drawings had been adjusted, or F s salary had 
been charged there was a balance of profit on the Trading Account ol £2,500. 
Make the necessary calculations of interest, give effect to the arrangement for F s 
-K. divide the net profits as arranged, and make a g “ 

■ the position of each partner. v 

37 You are appointed book-keeper to an old-established business which has 
recently been converted into a public limited company. Give rulings of any 
books which it would be necessary for the new company to keep, other than the 
ordinary books of account which are already in existence, and need no amendment. 

38. Enter into Journal and Cash Book the following transactions of a Limited 

C °The a company was registered on the 1st January with a Nominal Capital of 
£-120,000, divided into ?20,000 shares of £1 each, of which 40,000 
as fully paid to the vendor as part purchase consideration, 40,000 ottered tor 
subscription to provide working capital, payable as to os. per share on application, 
5s per share on allotment, and the remainder in two calls of os. each; 40,000 
shares to be held in reserve for future issue. The vendor also received £10,000 
in 5 per cent debentures, being the balanced the purchase consideration. 

Ian. 5. Applications were received for 35,000 shares. 

6. Allotment made of 35,000 shares. 

10. Amount due on allotment of 3o,000 shares was received. 

Feb. 10. First call of 5s. per share was made, payable on the -4th February. 

10. 40,000 fully-paid Shares allotted to the vendor. u*\ 9nrt > n r 

10. 5 per cent debentures issues to vendor for bal . an f, f 

purchase-money. {Chartered Accountants.) 

39 Tones Brown & Robinson were partners in a business profits and losses 
being divided—Jones fths, Brown fths, and Robinson fth. The partnership was 
dissolved as on 31st December, on which date the position of the firm was as 

follows— BALANCE SHEET 


Capital— 

Jones 
Brown . 

Loans— 

Jones . 

Smith . 

Sundry Creditors 
Bank Overdraft 


£3,000 

2,100 


£500 

800 


£5,100 


Sundry Assets 
Debtors— 
Robinson 
Sundry 

Cash in hand 


. £10,620 


. £500 

. 2,000 


2,500 

120 


1,300 

5,840 

1,000 

£13,240 


£13,240 


s 
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The expenses of dissolution were £120. Jones took over the business, paying 
£7,850 for the “Sundry Assets,” and £2,500 for the Goodwill. Prepare an 
account, as between the partners, showing the result of the dissolution. 

[Chartered Accountants.) 

40. Prepare Journal entries to record the following transactions in the books 
of a limited company: 200 shares of £1 each, 15s. called up, and on which 5s. 
per share had been paid, were forfeited and subsequently sold to X for £130, 
credited with 15s. per share paid up. [Chartered Accountants.) 


£120,000 

40,000 

10,000 

16,000 

5,000 

5,500 

15,000 


41. The following is stated in a Brewery Company’s report to have been the 
result of the year’s working— 

Profit for the year ....... 

of which there has been paid or charged— 

Interest on Debenture Stock ...... 

Interest on Mortgages and Deposits .... 

Directors’ and Trustees’ Fees, Income Tax, and Manage- 
■ ment Expenses 

Loss on houses taken under the Licensing Act, 1904 . 

Compensation Levy under the same Act .... 

Dividend on Preference Shares ..... 

and it is recommended that the balance be carried to Reserve Account. Make 
the Journal entries to record the above appropriations, and post to their respective 
Ledger Accounts. [Chartered Accountants.) 

42. The General Trading Company, Ltd., carry on business as Merchants. 
The capital of the company is £40,000, divided into 20,000 Ordinary shares ol 
£1 each, all of which have been issued and are paid up to the extent of 15s. per 
share, and 20,000 6 per cent Preference shares of £1 each, of which 15,000 have 

been issued, and arc fully paid up. _ _ n „ ort 

From the Trial Balance below for the year ending 30th June prepare Depart¬ 
mental Trading Accounts, showing gross profit of each department, and apportion 
the expenses in proportion to the turnover of each department. 

The business of the company is divided into four departments— 

A. Iron and Steel; 

B. Coal; 

C. Machinery and Too s; 

D. Sundries. 

Write 10 per cent depreciation off Furniture and Fittings, provide £300 

Bad Debts, and 2% on the debtors for Discounts. 

The Stocks on hand on 30th June were: A, £3,000; B, £1,000; C, £™U, 

No dividends have been received on the shares in the Coal Mining Sy^ic 21 » 
Ltd., and the directors have decided to place £3,000 to a Reserve » 
provide for the depreciation in value of these shares. 

Prepare Profit and Loss Account and Balance Sheet. 
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TRIAL BALANCE— 30th June 

Ordinary Share Capital ..•••• 
Preference Share Capital ..... 
Stocks, 1st July, Department A .... 

jj >> >> ® • • 

yy yy >> ^ • # * 

» >j »> ^ 

Purchases, Freight Duty, etc. Depart. A 

.. B . . 


Sales, Department A 

B 


Sundry Debtors ....... 

Bills Receivable ....... 

Sundry Creditors ....... 

Bills Payable ...... • 

Office Furniture and Fixtures (original cost £2,160) 

Rent, Rates, and Insurance ..... 

Marine Insurance ....... 

Travellers* Salaries and Expenses .... 

Office Salaries ........ 

Commission ........ 

Advertising ........ 

Stationery and Printing ...... 

Telegrams and Stamps ...... 

Bank Charges ........ 

Discounts and Exchange . . ... 

Incidental Expenses 

Directors’ Remuneration ...... 

Coal Mining Syndicate Shares ... 

Germanic Bank (Limited) ...... 

Banque de la Republique ...... 

British Bank (Limited) ..... 

Income Tax Reserve Account ..... 

Dividend Account—Half-year’s Dividend on Pref. Shares, 
31st Dec. ........ 


£2,300 

1,100 

400 

700 

16,000 

27,000 

12,000 

13,000 


23,000 

5,000 


1.080 

1,800 

2.400 

5.400 
1,800 
1,200 
4,800 
2,700 

600 

120 

1.500 
900 

3,000 

6,000 

3,550 

2.500 

3.500 


450 


£15,000 

15,000 


30,000 

37,000 

15,000 

18,000 


12.000 

1,500 


300 


£143,800 £143,800 


43. The Chiddingfold Manufacturing Co., Ltd., was registered with a nominal 
capital of £100,000 divided into 50,000 6% Preference Shares of £1 each, and 
50,000 Ordinary Shares of £1 each. 

The books of the company were balanced as on 31st January, on which date 
a Trial Balance, containing the following balances, was extracted from the books— 
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Carriage, Docl: Dues, and 
Freight . 

Advertising 

Fuel, Lighting, and Water . 
Postage and Incidentals 
Catalogues and Price Lists . 
Packing .... 
Machinery Repairs 
Stable Expenses . 

Office Expenses, Stationery, 
and Telephone 
Ordinary Share Capital A/c . 
Six per cent Preference Share 
Capital Account 
Debenture Capital Account 
(200 Debentures of £100 
each at 4£%) . 

Employees’ Superannuation 
Fund .... 
Debenture Interest 
Directors’ Salaries 
Buildings Account 
Machinery and Plant A/c . 
Stock on hand (Feb. 1st) 
£5,000 Consols (at cost) 
(Investment of Employees’ 
Superannuation Fund) 


£4,773 

649 

2,163 

590 

416 

542 

177 

913 

1,022 

5,000 

20,000 


20,000 

4,360 

855 

1,095 

903 

8,750 

38,672 


4,360 


Cash in hand . , . 

Horses and Carts 

Transfer Fees 

Purchases . 

Purchases Returns 

Factory Wages . 

Salaries and Travellers’ Com¬ 
mission .... 

Rents, Rates, Taxes, and 
Insurance 

Sales .... 

Sales Returns 

Discount Account (Debit Bal¬ 
ance) .... 

Bad Debts written off . 

Bank Charges and Interest . 

Legal Expenses and Audit 
Fee .... 

Company’s Contribution to 
Superannuation Fund 

Debtors as per Sales Ledger . 

Creditors as per Bought Led¬ 
ger .... 

Bills Payable 

Cash at Bank 


£210 

720 

1 

102,664 

3,748 

12,704 

10,691 

3,173 

174,493 

6,619 

2,762 

203 

42 

418 

516 

19,876 

4,340 

320 

5,784 


Before closing the books the following adjustments are necessary— 


1 . 

Telephone Rent paid in advance . 

. £25 

2. 

Travellers’ Commission owine 

. 342 

3. 

Rent due ....... 

. 379 

4. 

Insurance unexpired ..... 

. 541 

5. 

Provide tor Discounts, etc., on Sundry Debtors 

. 500 


Machinery and Plant, 10 per ceni 
Carts and Horses, £214. 


Assume any other necessary figures. 

The Stock on hand as on 31st January was valued at £34,839. 

The Directors decide to write off the whole of the Buildings Account and to 
transfer £7,000 to Reserve Account from the profits of the year. 

You are required to prepare a Trading and Profit and Loss Account for tn e 
year ended 31st January, and a Balance Sheet as on that date. 


V-i 








CHAPTER XVII 

COST ACCOUNTS 


The subject of Cost Accounts has become very important in recent 
years owing to the complex conditions under which modern com¬ 
merce is carried on, and many volumes have been written on the 
subject. The keen competition which prevails renders it necessary 
that a business man should keep accurate and systematic records 
by means of which he can ascertain the actual cost of the goods 
he manufactures, or of the contracts he carries out. This he does 
by keeping Cost Accounts, which may be defined as a system of 
recording in accounts the materials used and labour employed in 
the manufacture of a certain commodity or on a particular job. 
The student should remember that tlie Cost Accounts are as a rule 
quite distinct from the Financial Accounts, although they are both 
written up from the same data and should always if possible be 
co-ordinated. Clt may be further noted that in a proper system, the 
Financial Books and the Cost Books are kept in such a manner 
that they agree (at least approximately); the former showing the 
total Works profit, and the latter the result of each of the operations 
at the Works. S 

Costing. The Institute of Cost and Works Accountants says that 
costing comprises the following— 

(a) The allocation of expenditure to cost accounts relating to 
services, production centres and departments; 

(b) the assembly and classification of records relating to output, 
operations, processes and to the use of facilities; 

(c) the determination of actual and standard costs of products, 
orders, jobs, and other cost units by means of the above information; 

{d) the investigation, measurement and explanation of differ¬ 
ences between actual and standard costs and performances; 

(e) the examination of schemes and proposals from the standpoint 
of cost and their probable effect upon sales, selling prices, profits, 
and working conditions; 

U) the presentation of such information in a lucid and con¬ 
venient form; 

(s) the interpretation and explanation of all cost records, inform¬ 
ation and results in terms most suitable for the control and admin¬ 
istration of the business concerned. 

CLASSES OF COST ACCOUNTS 

Although the principles of Cost Accounts are applicable 'to all 
businesses, the details vary considerably according to the business or 
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industry for which they are required. The following are the classes 
into which they are usually divided— 

\d) Terminal or Contract Cost Accounts, applicable to 

undertakings where definite contracts are entered into, in which 
the costis definite and terminating; e.g. Building, Ships, etc. 

Operating or Working Cost Accounts. These are used 
for railways, tramways, gas and water undertakings and the like. 

(3) Single or Output Cost Accounts, suitable for breweries, 
collieries, quarries, mines and similar industries, in which there is a 
natural unit of cost, such as the barrel brewed, the ton raised, etc. 

(4j Multiple Cost Accounts. This method is applicable to 
undertakings in which a number of products are involved bearing 
little or no apparent relation to each other in cost or selling price; 
e.g. cycles, hosiery, boots, furniture. 

(S) Process Cost Accounts are used in manufacture carried 
on by processes in which the product of one process becomes the 
material of a subsequent process. They are used to ascertain the 
cost of each stage of manufacture. 

(6 ; Departmental Cost Accounts are used to ascertain the 
results of the trading of departments of a business. 


OBJECTS OF COST ACCOUNTS 

The primary object of Cost Accounts is to enable the manufac¬ 
turer to ascertain the prime cost and total cost of the articles he 
manufactures or the contracts he undertakes. Other advantages 
which may accrue are enumerated below— 

1. They show not only whether or not a profit has been made 
on the working of the business as a whole, but whether or not a 
profit has been earned on each department, or process, or job. 

2. The selling price of goods can be fixed with greater certainty, 
in order to realize the desired percentage of profit. 

3. Haste of time and stores can be detected and steps taken to 
prevent a recurrence of the leakages. 

4. They provide valuable data for estimating, or tendering for 
important contracts; and for comparison of the results of different 
manufacturing periods. 

5. In certain factories a standard cost control system can be 
designed. Such a system is linked to budgetary control and the 
whole of the productive capacity of the factory controlled against 
predetermined standards. This results in more efficient adminis¬ 
tration and effective use of resources, when variations from standards 
are effectively investigated. 

6. Where for certain reasons an industry is required to adopt a 
general policy with regard to prices, government contracts oi 
foreign sales, then uniform cost systems are designed which resu 
in effective measurements of costs for comparative purposes. 
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7. Management should be provided with a basis of operating 
policy for which it may require information with regard to 
marginal cost or the calculation of the “break-even point.” 

[M arginal cost is the amount by which aggregate costs are 
increased when the units produced are increased by one unit. The 
break-even point is the point where total cost equals total sales.] 

Components of Cost. In order to arrive at the total cost the 
following factors must be taken into account: (1) Labour ? (2) 
Ma teria ls, (3) Direct e xpens es of production and motive power, 
(4) Indirect expenses, viz. selling, distribution, and administration. 

Prime Cost. Those direct items of cost which, entering into 
and forming part of the product are charged directly to the product, 

i.e. ( a ) direct material, (b) direct labour, (c) direct expenses, are 
called the Prime Cost. 

Production Overhead. These expenses of production, or 
Works Oncost, consist of— 

1. Rent, rates, taxes, and insurance of factory. 

2. Motive power, fuel, gas, water, lighting, and heating. 

3. Patent fees and royalties. 

4. Non-productive wages of storekeepers, firemen, enginemen, 
time-keepers, factory clerks, superintendents, and managers. 

5. Repairs, renewals, and depreciation of plant, machinery, tools, 
land, and buildings, etc. 

Total Cost. To arrive at the total cost , the production overhead' 
and the indirect e xpenses must be added to the Prime Cost . 

Indirect Expenses. Indirect expenses comprise— 

1- Rent, rates, taxes, and insurance of office, shops, warehouse, 
showrooms, etc. 


2. Lighting, heating, and water rate of premises.'—^ 
k/3. Travellers’ salaries and commissions. 

^4. Salaries of assistants, counting-house staff, and manager, 
directors’ fees. 


5. Carriage outwards, packing materials, printing, stationery, 

advertising, etc. __^ 

6. B ad deb ts, discounts, etc. 

7. Depreciation of furniture, fixtures, and fittings. 

8. Interest on capital, loans and debentures, bank interest, etc. 

Selling Price. When the total cost is ascertained, it only remains^ 

t0 a ddjhc percentage of profit re quired, in order to arrive at the 
? e " m g price, which is compiled as shown on the next page. But 
it must not be assumed that selling price is always arrived at from 
the cost figures as shown. In many businesses the rule in practice 
is that an article is sold for the best price it will fetch, which, accord¬ 
ing to market conditions at the time in question, may be more or 
iess than the theoretical “target” selling price as computed by 
adding x per cent on to cost. 
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Productive Wages . 

Direct Materials and Charges thereon 

Prime Cost . 

Works Oncost or Overhead (W.O.H.) 

Factory Cost 

Office Oncost or Overhead (O.O.H.) 

Total Cost . 

Profit percentage (x per cent) 


Selling Price 


Note i. Some accountants use the term “Flat Cost” to signify 
the cost of labour, material, and direct expenses of production. 

Note 2 . The indirect expenses are often spoken of as Burden, 

Oncost, Overhead, Fixed, or Establishment Charges, the terms 
being synonymous. 

Note 3 . It is not infrequent to find Indirect Charges, or Over¬ 
head, divided into Production Overhead, Selling Overhead, Dis¬ 
tribution Overhead, and Administration Overhead. 

A close study of the table on the next page should convey a clear 
idea of the components of cost. 

For the purposes of Cost Accounts it is necessary ( 1 ) to analyse 
the direct wages and materials used so that the proper amount can 
be allocated to each job or contract, and ( 2 ) to apportion the 

remaining expenses in such a manner that each job and contract 
bears its fair share. 

LABOUR IN A COSTING SYSTEM 

Labour in a costing system falls under two classes, namely— 

(a) Direct labour, which can be measured and directly charged 
to a job, or order, or product. 

(b) Indirect labour, which cannot be specifically charged to a 
job, but is apportionable on a logical plan. 

Labour is measured by “time” and “money” and is a most 
important element of cost, and in any costing system adequate 
provision for control over expenditure on wages must obtain. 
Minute and accurate details of “time” and “money” expended 
must be made, and the following information is intended to convey 
a general view of modern and scientific methods employed which 
secure adequate “control” of this element of prime cost. 

first then as to control of “time.” 

The somewhat unreliable method of the time book in the hands 
of the watchman has been superseded by the mechanical time check 
upon arrival and departure of employees, familiarly referred to as 
“clocking on” and “clocking off.” In most factories there is now 
installed, near the gate entrance, a mechanical time-recording clock 
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2 . 

3 . 

4 . 


shovvn— emP,0yee ' S SUpplied with a “ S ate card” upon which is 

1. His or her official number. 

His or her name. 

I ai ticulars of period, i.e. date of the week covered by the card. 

ppace provided for mechanical record of times of “ arrival ” 
and departure ’ in the course of the week. 

5. Space for extension of number of hours worked, etc. 

On cac h arrival and “ departure ” the employee places the gate 
card in a slot below the pendulum of the clock, depresses a lever, 
and upon the card is stamped the actual time he makes the opera¬ 
tion, winch is, of course, either the time of arrival or departure. 

On each side of the clock is a rack into which the employee^ 
caid is placed after stamping; one side is marked out, and the other 
side is marked in. On entering the factory, the employee with¬ 
draws the card from the out rack, stamps it, and places it in the 
in rack. The opposite operation takes place when leaving. 

At the end of the pay week the wages clerk collects the gate 
cards, ieplacing them by a fresh set for use on the ensuing week. 

I he time worked by each employee is ascertained from the cards 

and extended in the appropriate columns; other particulars are 

filled in, and the final net sum payable to the employee is entered 
at the foot of the card. 

The advantage of the mechanical time record is that the em¬ 
ployees make their own record, and, once made, it cannot be tam¬ 
pered with or altered without challenge. 

Not only is mechanical control of time applied in this way, but 
used for control of jobs. A workman when engaged on a 
job receives a job card upon which are all particulars of the 
work to be done. On the back of the same card there are spaces 
provided for recording the time. The time registered shows how 
long the employee was on the “job.” 


METHODS OF PAYMENT OF WAGES 

There are many methods of remuneration of labour, and it may 
be stated that methods applied are intended to react in the mutual 
interests of all concerned. Six methods are briefly touched on, and 
are as detailed below. 

1. Time Rates are more generally paid on indirect labour, and 
obtain where work cannot be standardized or graded for piece 
rating. The system is probably most largely used in practice as 
it is the only satisfactory system for many kinds of work, e.g. 
transport workers. 

Unless subject to very close supervision, “ time rates” would seem 
an extravagant means of remuneration. 
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2. Piece Rates. There are many varieties of this type, which 
may be conveniently divided into (a) Flat piece rate, and (b) Bonus 
systems. 

All piece rates depend for their efficiency upon the exactness 
with which the rates are fixed, as discontent among the workers 
may be caused if the price proves to be unremunerative to either 
party and has subsequently to be altered, particularly when it has 
to be reduced. 

The operation of the Flat Piece Rate is as follows— 

The time that should be taken to complete a task at a good 
normal speed is first ascertained by the rate fixer. The amount of 
money that should be earned by that class of worker and in that 
period of time is then calculated according to the minimum wage 
that should be paid to that worker for a full week. A simple division 
will give the amount per piece. This is established as the piece-work 
rate. Working at a normal pace the worker can thus earn the 
minimum whilst there is the incentive to work a little more rapidly 
and earn more money; a state of affairs which is obviously beneficial 
to both parties. 

3. Bonus Systems. Under these systems of payment of wages 
there is taken into consideration the ratio that “work done” bears 
to “time taken.” 

Two schemes under bonus methods of remuneration are chosen 
for consideration, namely, the Halsey and Rowan systems. Other 
schemes are employed, but they more or less approximate in effect 
to the two methods explained below. 

Halsey Bonus Scheme. The Halsey scheme provides for a bonus 
of 50 per cent on hours saved at the usual rates per hour. The 
scheme works out as under— 

Forty-four hours were allotted for a piece of work at 2s. 6d. per hour. The 
work was completed in 33 hours, with the following result— 

Time allowed 44 hours £ s. d ■ 

„ taken 33 ,, @ 2s. 6d. per hour . .426 


,, saved 11 hours 

Bonus will be earned on 11 X £ = hrs. @ 2s. 6d. . 13 9 

Total Wages . . £4 16 3 


Rowan Bonus Scheme. The Rowan scheme provides for a 
bonus of a percentage increase of pay equal to the percentage the 
hours saved bears to the hours allotted, which percentage will be 
added to amount earned on work done. Applying the above 
example, the result yields the following— 
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Time taken, 33 hour.. @ 2s. 6d. per hour . 
bonus is arrived at on the following formula— 

Time sav ed 11 hours x 100 
Time allotted 44 hours 

Reduction of above formula shows 25 per cent 
Therefore, 25 per cent of £4 2s. 6d. will be added 


£ s • d. 
4 2 6 


1 - 8 

£5 3 2 


bevnnH ffi T y ^ , Efficienc y P a Y granted to employees 
eyond a day wage for their completion of work in the minimum of 

time on skilled work. The rate of increase moves within the margin 

l^vonTf 1 ^- 1 ^ f° pC u Cent ’ and is a PP lied according to efficiency 
i d . e 63 arl d reaching toward the 100 per cent standard. 

o. Pnestman Plan. The Priestman plan is a bonus on output. 

It moves according to the following circumstances— 

A standard output is agreed upon by the management and the 

emp oyces rc picsentatives. Now, according to output beyond the 

standard, a bonus ‘at the rate of increase” is granted to the 
employees. & 

f \ ~ . C 1 t ■ Profit-sharing is applied with the 

o ject of developing mutual interests as between employer and 
employed. r 7 

PAYING WAGES 

In firms of any magnitude this operation requires very skilful 
andling. First, a pay roll has to be prepared, which roll is made 
up from the gross time records. At the foot of the pay roll (or 
pay rolls) a coin summary showing the amounts required under each 
denomination is required, i.e. how many £1 notes, 10s. notes, silver 
corns, etc. for speed and accuracy in compiling the pay sheets a 
ages Adding Machine should be employed. A Wages Abstract 
as required for Costing is appended for examination by students, 
as it is the document from which the Cost Ledger is finally posted. 
_WAGES ABSTRACT 

Contract 1 I Contract 2 I Contract 3 I Contract 4 I Contract 5 


No. Amount No. iAmoun.lNo. Amount 



Expenses Summary 


o* rv C d . ls ? f age w ' t * 1 rcierence to the posting ol the summary column 
jTE Direct labour on work other than Contracts, such as Machinery Repairs, must appear 

Soduc^i^ Overhead Umn ' S Wh ‘ Ch Wil1 " 0t be P° stcd to 1)16 °° st Lcd ^ cr ^ this is a part of the 

Forms of Job Card and Time Sheet are illustrated on the next 
page. The foreman is responsible for the proper completion of these. 
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JOB CARD.— 

Job No. Man’s No. 

Description of Work. 

Date and Time Commenced. 

Date and Time Finished. 


Piecework 
.. Name. 


. Reference 

Foreman’s Initials 


>> >> 


Week Ending 

M. 

T 

W. 

T. 

F. 

S. 

I 

Tota 

Remarks 











TIME SHEET 


Workman’s Name 


Date 


Workman’s No. Occupation 


Job 

Name o: ! 

Particulars ol Work 

Hours 

Rate 

Amount 

No. 

Customer 

done 

Time | O’time 


£ 1 «. 1 d. 


(Signed).Foreman. 


These sheets, after being used for the writing up of the Wages 
Abstract, are eventually sent to the Cost Office, and the amounts 
are summarized and posted to the jobs in the Cost Ledger. 


MATERIAL IN A COSTING SYSTEM 

Control of “stores” is all-important in a costing system, and to 
this end the movements in and out of raw material, supplies, etc., 
must be subject to the severest possible means of check. A sum¬ 
mary of the ways by means of which this control is effected is given 
below under brief explanations of the use to which various cards 
and books are put in the costing system. 

1. Store Record Card. The Store Record Card is provided with 
rulings to show a full description of the material; the bin number; 
particulars of Order No., Suppliers, Price, Quantity; particulars of 
Date, Requisition No., Quantities of Material “in” and “out”; 
and, finally, a balance column., which should show the amount of 
material in store on any given date. The card also contains rulings 
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to indicate the “minimum” and “maximum” quantities of the 
material stored. Stores Record Cards are kept in the cost depart¬ 
ment. A specimen is appended. 


STORES RECORD CARD 


Bin No 

Stores Record Card 

Description ol Material— 

Req. No. 

Date 

Minimum 

Maximum 

Received 
from Merchants 

(a) Issued to Works Orders, etc. 

( b ) Surplus on Requisition Returned 

Balance 

Order 

No. 

Suppliers 

Price 

Quantity 

Date 

Reqn. No. 

(a) 

1 

(b) 











BIN CARD 


Brief Description of Material— Bin No. 



Received Issued 


Date 

Quan¬ 

tity 

or 

Weight 

Date 

Quan¬ 

tity 

Balance 

Date 

Quan¬ 

tity 

Balance 

Date 

Quan¬ 

tity 

Balance 













2. Bin Card. Bin cards are specially ruled to show particulars of 
materials received into or withdrawn from stores. The store eep 
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responsible for control of stores attaches a bin card to each bin, 
locker, shelf, or receptacle for materials. On every occasion when 
stores are received or withdrawn the storekeeper will carefully 
record in appropriate columns particulars relating to such move¬ 
ments of material under his control (Specimen on page 7^4.) 

3. Stores Requisition. In a well-organized manufactory, etc., 
a storekeeper would be authorized not to issue materials from store 
without special authorization. A stores requisition is a card (or 
document) which is handed to the storekeeper to empower him 
to issue the stores mentioned. Usually the stores are requisitioned 
for use on a specific job, and the stores requisition will contain a 
reference to the Works Order upon which the material is to be 
used. A ruling of such a form is appended. 

STORES REQUISITION 


No . 

Stores Requisition 

Job No . 


Particulars: 



STORES REQUISITION 



Siuntd . Man's No . £ 


4. Stores Received Book. 

5. Stores Issued Book. Specimens on pages 786, /S/\ 

6. Stores Ledger. 

The above three books are designed to contain complete details 
of all goods received and disposed of respectively; the Stores 
Ledger containing in summarized form particulars of goods both 
received and issued. The above three books are analogous to the 
Purchases,” “Sales,” and “Ledger” with which the student is 
familiar* The functions are similar; the Stores Received and Stores 
Issued Books being subsidiary to the Stores Ledger, which contains 
the financial record of stores; the balance of which account should 
indicate the actual value of stores in hand at any given date. 

Material purchased for a particular job can be charged direct to 
J ob in the Cost Ledger from the invoice; all other purchases 
will be debited to stores and charged to their respective jobs through 
the medium of the requisitions. A suitable form of Purchase 
Analysis Book is given on page 788 









STORES RECEIVED BOOK 
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Note 1. This Ledger would be posted up daily from the Stores Received Book and the Stores Issued Book. 

Note 2. The balance of the two sides should show the quantity of each article in stock at any time, -nd thus lacilitate and check 
the process of stocktaking. Due allowance must, of course, be made lor slirinkagc and wastage. 
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The totals of the various columns of the purchase analysis will 
be posted in the ordinary way to the debit of the respective nominal 
accounts, the account recording “Materials purchased direct” 
agreeing with the amount charged in the cost accounts to customers, 
or to jobs on hand that will eventually be charged to customers. 

All expenses chargeable direct to jobs will also be debited in the 
Cost Ledger to the proper accounts, and the total direct expenses 
debited to a direct expenses account in the financial books from the 

Cash Book, Petty Cash Book, etc. 

7. Materials Abstract. A Materials Abstract is prepared from 
the Requisitions and Materials Returns to show the allocations of 
stores issued, and is in the nature of the complete analysis of material 
requisitioned. A specimen is appended. 

MATERIALS ABSTRACT 


( A ) Requisitioned to Contracts 


No. 1 I 

No. 2 

No. M 

No. 4 

No. 5 

Kcq. 

No 

Amount j 

Req. 

No. 

Amount 

Rcq. 

No. 

1 

' Amount 

Req. 

No. 

i 

Amount 

Req. 

No. 

Amount 







i 1 i 

1 


1 1 

1 



i 




( B ) Requisitioned for Factory and Offices 


Plan' 

Loose Tools 

Sundries 

Req. No. 

Amount 

Req. No 

I 

Amount 

Req. No. 

Amount 


1 

I 




| 

| | 


(C) Summary 


Nos. 

(^4) Contracts 

( B ) Factory and Offices 

1 

£ 

Plant . . . £ 

2 

£ 

Loose Tools . . £ 

3 

4 

£ 

£ 

Sundries . . . £ 

5 

£ 

Total Requisitioned— 

{A) Contracts £ . 

( B ) Factory £ . £ . 


( ( A ), (B)y and (C) should follow in One line.) 


Note. Goods made for stock are allotted a Contract number in the same way 
as goods made to order. 
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8. Cost Ledger. This Ledger is prepared with a view to bringing 
into one view the various components of cost inclined in the carry¬ 
ing out of a job, contract, etc. It is compiled from data supplied 
by the following statistical and other books— 

(a) Abstract of Wages. 

(b) Abstract of Materials. 

(c) Purchases Journal. 

(d) Cash Book. 

It is from the Cost Ledger that an attempt at reconciliation 
with financial accounts is made. (See previous pages for specimen of 
Cost Ledger.) 


OVERHEAD OR ONCOST 

“Overhead” is a technical term used in Cost Accounts to denote 
all expenditure which ca nnot be directly charge d^tO-the articles 
manufactured or work done. 

So far only the allocation of wages and materials has been dealt 
with, but it is clear that all the expenses of the business not directly 
charged to the cost accounts must in some way or othei be appor¬ 
tioned in an equitable manner to the various oiders executed. 
The method of distributing this expenditure has given rise to much 
controversy, and many systems are in vogue, among which the 
following may be mentioned— 

1. The « Machine-rate 55 Method. This signifies a charge of 
so much per hour for each tool or machine used, in addition to the 
cost of wages and material consumed. In arriving at the number 
of hours over which to spread the charge the effective hours only 
must be considered, time lost on breakdowns and cleaning being 
ignored. 

2. The “ Hourly-burden ” Plan. By this method the total ex¬ 
penses are ascertained and divided over the number of hours 
worked. The weakness of this system is that no discrimination is 
made between expensive and cheap machinery, and, therefore, it is 
accurate only when the class of machinery used is uniform. For 
this reason it is often worked by groups of machines. 

3. Percentage on Wages. Fairly accurate results may be made 
by this method if the work and the conditions do not vary much, 
but it does not discriminate between expensive and cheap mach¬ 
inery, nor is it equitable where wages form a small proportion of 
the total cost. 

4. Varying Rates for Different Items of Expenditure. By 

this method items such as rent, rates, taxes, lighting, heating, etc., 
are apportioned according to the floor space occupied by each shop. 
Gas, water, electricity can be measured by means of separate meters 
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for each shop, and power may be charged at a rate per horse-power 
of each machine. 

5. Charging Production Overhead and General Overhead 
Separately. When this method is used, the amounts of the manu¬ 
facturing expenses (production overhead or factory oncost) and the 
administration, distribution, and selling expenses are ascertained 
and dealt .with separately. With regard to the production overhead 
the question to be decided is, On what basis shall the calculation 
be made? Shall it be on the cost of labour only? materials only? 
or on labour and materials? Most accountants are of opinion that 
the calculation should be based on the cost of labour only, as this 
is a more constant factor than is material. In the first instance the 
charges will have to be an estimate based on the experience of 
similar businesses, but at the end of the first year’s trading the 
Profit and Loss Account will supply valuable information. Suppose, 
for instance, that the Trading and Profit and Loss Account shows 
Material Consumed, £20,000; Productive Wages, £9,000; Fac¬ 
tory Expenses, £3,600; Administration Expenses, £4,890. From 
these figures it is found that the Works Cost is— 

£ 

Materials consumed .... 20,000 

Productive Wages .... 9,000 

Prime Cost . . . 29,000 

Production Overhead . 3,600 

Works Cost . . . £32,600 

so that the Production Overhead, £3,600, is 40 per cent of the 
Productive Wages, £9,000. General Overhead, £4,890, which is 
calculated on Works Cost, £32,600, is 15 per cent, and future 
calculations would be made on this basis, e.g.— 

Materials consumed . . . . . . £. 

Productive Wages ......£ . 

Prime Cost.£. 

Add Production Overhead 40 per cent on Wages . £. 

Factory Cost . . . . £. 

Add General Overhead 15 per cent on Factory Cost £. 

Total Cost . . . . . £. 

When a job is completed and all the time sheets and requisition 
notes have been entered in the Cost Ledger (a ruling of which is 
given), the overhead is added, also the percentage for profit, and 
the entry is then passed through the Sales Journal, and debited to 
the Customer’s Account in the Sales Ledger. 









COST ACCOUNTS 


793 


Percentages on Returns. It may be pointed out that in adding 
percentages for profits the percentages should be based on returns. 
For instance, on an article costing £10 and sold at £13 6s. 8d., 
there is a profit on cost of 33J per cent, but on the return it is only 
25 per cent. The following table may be of service for calculating 

profits. 


Add to cost 50 per cent to give 33$ per cent 


yy 
y y 
yy 
yy 
yy 


yy 
y y 
y y 
yy 
yy 


33$ „ 

25 „ 

yy 

25 

y y 

20 

20 

y y 

16§ 

m 

12$ „ 

y y 

10 

y y 

9 A 


y y 
yy 
yy 
y y 
y y 


on return 

yy 
yy 
y y 
yy 
yy 


Formula for Finding Percentage Required. 

Percentage Required X 100 
100 — Percentage Required 


Example. The percentage required on return is 20 per cent. 


20 x 100 
100 - 20 


25 

20 x WA _ 2 - cent tQ add tQ cost p r i C e. 
00 H 
it 


Units of Output or Earning. The following units of output or 
earning are generally in use— 

Breweries —per barrel of beer brewed. 

Brickworks —per 1,000 bricks made. 

Collieries —per ton of saleable coal raised. 

Mines —per ton of ore raised. 

Hotels —per visitor per day. 

Gasworks —per ton of coal carbonized, and per 1,000 cubic feet 
of gas sold. 

Waterworks —per 1,000 gallons of water consumed. 

Electric Light Works— per ton of coal used, and per 100 Board 

of Trade units of electricity sold. 

Railways —per ton carried, and per train-mile run. 

'Trading Businesses with a miscellaneous output—per £100 of 
sales. 

Experimental Cost Sheets. Fabric manufacturers when ex¬ 
perimenting upon “new” lines usually draw up what are known as 
experimental cost sheets, which furnish the management with 
details of the cost of half-a-dozen fabrics. Apart from the details of 
cost of manufacture, these sheets contain specifications as to meas¬ 
urements, class of material, buttons, style of cut, etc. In fact, an 
experimental cost sheet will bear a significant number, which will 
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be used upon all future work on the fabric should the initial result 
justify the management in putting it before their wholesale buyers. 

Standard Costs. In the case of businesses making goods for 
stock or doing repetition work of any kind, cost statements will be 
obtained which will act as standards for future use, and the use of 
these standards is most important. It has in the past too often been 
assumed that, because an article has been turned out to sell at a 
certain figure the same article can always be turned out at the same 
cost. The standard will indicate the exact materials used, the type 
of labour employed and the time taken, and it is obvious that these 
points must be watched at every repetition if the profits are to be 
maintained. Where it has been found possible to produce at a 
lower figure than the standard cost the reason for the reduction 
will be clearly shown and a new standard cost sheet prepared. 

Interest in Cost Accounts. One of the items of expense over 
which there is perhaps the greatest controversy is interest on the 
capital employed. There is, in fact, no direct answer as to whether 
interest should or should not be included, as opinions of even 
experienced Cost Accountants will differ. 

from an examination standpoint, the examinee should not be 
dogmatic, whilst any opinion expressed should be supported by 
tabulating the arguments for and against. 

For cost purposes interest can be classified as follows— 

(a) Interest actually paid, for example debenture interest. 

(b) Interest based on the capital sunk in the business. 

( c ) Interest based on the “productive” capital, such as plant and 
machinery. 

(d) Interest incurred as a result of undertaking a special contract. 

(e) An arbitrary fixed annual charge in the form of a percentage 
on the issued capital. 

The following are the arguments “for” and “against”— 

Arguments For — 

1. The real profit is not shown until the interest charge has been 
made. 

2. If interest is not included, incorrect values of stores held for 
maturity will be charged to the Cost Accounts. 

3. Comparative costs of similar products carried out on different 
sets of machinery cannot be made if interest is not included, and 
the machinery comprising each set is of a different nature and/or 
value. 

4. Interest is a legitimate charge to the cost of production when 
incurred in respect of a specific contract, for example interest 
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payable on a loan or bank overdraft to finance a specific contract. 

5. Interest is an element of cost just the same as are materials or 

wages. , . 

6. Interest should be included in order to ascertain the true 

maintenance costs of heavy stocks. . . r 

7. The “time” element is recognized in cost by the inclusion ot 

such items as rent, rates, power, lighting, etc., as a percentage on 
direct labour, in the computation of machine hour rates, etc.; and, 
therefore, as interest is the reward of waiting, the true cost can be 
ascertained only if this item is included. 

Arguments Against — 

1. Although interest paid is an expense, it is of a purely financial 
nature and due to the different arrangements of individual con¬ 
cerns, and is not actually an element of cost. 

2. Interest is an appropriation of profit. 

3. Great difficulty in computation for cost purposes. 

4 Comparison of costs between different firms vitiated by inclu¬ 
sion as even if all include this item costs will be based upon different 

“ degrees.” 

5. Interest would have to be written back in the Cost Accounts 
for the purpose of reconciliation with the financial accounts unless 
only the exact amount paid has been charged to cost. 

6. A fair rate is difficult to determine when based upon any other 
“degree” than that of interest actually paid. 

It has been seen that a summary of all the cost figures is con¬ 
tained in the Cost Ledger under job numbers in exactly the same 
way as the Impersonal Ledger contains a summary of the ordinary 
accounts under suitable headings. Similarly, periodical cost state¬ 
ments are essential if accumulative results aie to be a\ affable to 
supply invaluable information for the Directorate, and figures for 
comparison with the financial figures. 

SPECIMEN COST SHEETS AND EXAMPLES 

The following specimen cost sheets and examples covei: quite a 
wide field and should be carefully studied. 
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COST OF PRODUCTION OF A STANDARD PRODUCT 

(say) BESSEMER STEEL 


January, 19.. 
Output: 1,000 Tons 


Expend¬ 

iture 


Materials — 

PU Book) ed d,rCCt (parlicu,ars from Analysis Purchase 
R sidonB^kf St ° rCS (particuIars from S * or « Requi- 

Labour— . 

(Particulars from Wages* Operation No. 1 

Book analysed according! ” ” ~ 

to the various operations/ ” " . 

of labour) I ” ” ; 


Prime Cost . 

Direct Expenses — 

SI? Rates ’ Taxes, and Insurance of Works 

(1) Ro 0 vahv P . OW ' r ' FU "' GaS ' Wa,er - Li * hti ”S • - 

(4) Non-productive Wages and Salaries ! 

Tr 1 e , Pa "’!’ Dc P rcc .' a ‘ io ". etc., of Plant and Machinery 
(b) Interest on Capital Outlay on Plant, etc. Cry 

Indirect Expenses — 

( 2 ) Li e ch'tin ff a, H’, I ? SUra w C ' " c - of0ffic «, Warehouses 

a n 3l J ir A CS L of ° ffice StafT ’ Manager 
(4 Bad Debts and Discounts . . * 

ea Pepreoation of Fixtures, etc. . 

(6) Interest on Capital, Loans ) 

Total Cost 

|J% (which givcs a ,o% ; profi * 
Selling Price per Ton 


£ s. d. 

525 - - 

950 - _ 

250 - _ 
304 3 4 
325 - -I 
287 10 -I 
337 10 - 
304 3 4 
216 13 4 I 

£3,500 - - 

25 - -|| 
275 - -II 
50 - - 
150 - - 

100 - -II 

25 - -II 
£4,125 

12 10 J 
8 6 8 
250 - - 
50 - - 
4 3 4 
50- 

£4,50o|~ ~Z\ “ 


Cost 
per Ton 


£ s. d. 
10 6 
19 - 

5 - 

6 1 

( 6 6 
5 9 
6 9 
6 1 
4 4 

I0~‘ 

6 

5 6 
1 - 
3 - 
2 - 
6 

2 6 

3 

2 

5 - 

' T 

1 - 

£4 10 - 

10 - 

£5~~“ 


Percent¬ 
age on 
Selling 
Price 


10-50 

1900 

5 00 * 
6-08 
6-50 

5- 75 

6- 75 
608 

4- 34 

7000 

0-50 

5- 50 
1-00 
300 
2-00 
0-50 

82-50 

0-25 

016 

500 

100 

•09 

1-00 

90 00 

1000 

10000 


.. , | |»" — -1 —I 

labour are g^roifped' togedilr 15 ^^^!" 8 ^. \ hat 1)16 workm en engaged on similar operations of 
extended in a senarat^^i ’ S ° total amount spent on each operation of labour can be 

Note. The 11A nrr t ^ l,S in * 9 rm ation is necessary in preparing the Cost Accounts. 

Copula (,« pag,?jf? 7 ) and ° rd " “ 10 **' on r ' ,u ™ “ « b * 

1 A . . 4 r\ /\ __ 


10 X 100 

100 - 10 ~ 


W X 100 

m 

9 


= H»% = percentage required. 
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COLLIERY COST SHEET 


Item of Expenditure 


Jan., 19.. 


12,000 Tons 


Cost 
per ton 


Wages— 

Colliers . 

Underground . 

Surface . 

Working Expenses— 

Timber . 

Stores 

Royalties 

Horse and Stable Expenses 
Repairs and Renewals 
Depreciation 

Establishment Charges— 
Rent, Rates, Taxes, etc. 
Salaries and Management 
Bad Debts and Discounts 
Sundry Expense. 


s. 

9 


Total Cost 


Amount 


Feb., 19.. 


11,500 Tons 


Cost 
per ton 


d. 

£ 

s. 

d. 

s. 

d. 

£ 

1-61 

1,280 

5 

6 

2 

203 

1,247 

11 -20 

560 

2 

5 


11 -39 

545 

5-98 

299 

4 

7 


6-07 

290 

2-39 

119 

10 

8 


2-63 

125 

107 

53 

6 

5 


1-19 

57 

600 

300 


— 


600 

287 

1-51 

75 

8 

9 


1-47 

70 

1-67 

83 

6 

3 


1-67 

79 

2-91 

145 

14 

7 


2-90 

139 

1-69 

84 

10 

6 


1-74 

83 

3-50 

175 


— 


3-65 

175 

•88 

44 

1 

5 


•86 

41 

•70 

35 

2 

10 


•68 

32 

511 

£3,255 

13 

u 

5 

6-28 

£3,175 


Amount 


s. 

5 

16 

17 

14 
2 

10 

9 

15 
2 


5 

9 


19 


d. 

2 

4 

8 

7 

8 

10 

8 

9 


6 

7 



Example i. From the following particulars prepare a statement 
showing (a) Prime Cost, ( b ) Works Cost, (c) Cost of production, and 

(d) Cost of Sales. , . . 

Also show by what percentage the average selling prices should 

be increased in order to double the net profit. (R.S.A.) 


Opening Stock . 

Closing Stock ..... 

Purchases of Raw Materials . 

Wages ...... 

Factory Expenses .... 

Selling Costs ..... 

Management Costs (applicable to goods sold) 
Sales ....... 

Sales of scrap, etc. .... 


£ 

6,795 

7,655 

22,962 

16,247 

7,852 

12,952 

10,617 

81,920 

195 


* 









Statement show.no ( a ) Pk.mk Cost; ( b ) Works Cost; ( c ) Cost of Product,on; and ( d ) Cost of Sales 
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Example 2. From the following particulars make out monthly 
cost sheets of a coke and by-product company._ 


Coal used 
Coke made 
Tar made 

Sulphate ol Ammonia mad 
Sulphuric Acid used . 
Benzole made . 

Creosote Oil used 

Wages 

Stores, etc. 


April 


May 


June 


6,900 tons 
4,700 
325 
90 
75 

12,300 gal. 
7 tons 
£550 


)> 






#» 


7,200 tons 
4,725 
340 
100 
95 

13,900 gal. 
8 tons 
£560 
£75 


I) 

f» 

»* 


7,300 ions 
4,775 „ 
325 
95 
90 

14,000 gal. 
8 tons 
£565 
£75 


*> 


»» 


ft 


The nrices of the above materials and products were: Coal, 8s. a ton; coke, 
14s 6d P a on tar, 13s. 3d. a ton; sulphate, £10 15s a ton; sulphunc ac.d 
£2 5s a tonT benzole, 3}d. a gallon; creosote 0.1, 3Jd. a gallon (1 ton - -20 

ga Sho S w the percentage (to two places of decimals^of coke made, of tar made 
and of sulphate of ammonia made to the weight of coal used, (bee table on 

the next page.) 


Example 3 . Woodgoods, Ltd. submit the following figures 
taken from the accounts to the year ended 31st December, 19.. 


Wages— 

Machine Dept. 

Construction in Workshop 
Carving Dept. 

Polishing Dept. 

Construction Outside Works 


£ 
2,400 

6,000 

1,000 

1,200 

4,000 


i a con 


Departmental Oncost— 

Machining Dept. . . • * 

Construction in Workshop 
Carving Dept. 

Polishing Dept. 

Construction Outside Works . 

Materials used 
General Oncost 

Carriage Outwards, Charged Direct 

Income Tax, Schedule “D” 


1,200 

600 

200 

240 

200 

- 2,440 

9,360 

3,960 

1,000 

800 


Prepare an estimate for job No. 555, the amounts for Wages 
being—Machinery £60, Construction in workshop £100, Polishing 
£10. Estimated cost of material used £50 and Carriage £18 15s. 
Provide for a profit of 25 per cent on the price to be quoted. 













Class 


Ig 

£ £■ 

3 3 

“OJ 
S'o V 

V _ 

J3 2 

"3 o 

>h 



C J _• 

cS^eo^ a 
- 2 -o 

^ ^ so 



* c« 

i .7r * 

x£,^ 


, U -C *2 -3 

|3 2'cc3| 

^ ^ c 


S **> 1 

© 

1 

1 1 


-; 0 © 0 

so 

© 

1 *o 

^ 1 1 

r^'C fN 
© — © 

CO 

192 

X 

0» 

''t 

2,760 

168 

© © IO 

IO *o 

10 



— o 
— r>* co 
• • • 

x -r — 

r 


s* © *C © . o 

rOM0)J2O 
o 7 : CO 

H ^ Q ^ 


©•or* .0 
o ^ J2-r 
© -3 «o 

* <3 • 

CO Q- 
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Cost Estimate—Job No. 555 

£ s. 


Material . • 

Wages: Machining . 

Construction in Workshop 

Polishing 


60 - 

100 - 

10 - 



Prime Cost . 

Departmental Oncost— 

(a) Machining—50% on Wages 

( b ) Construction—10% on Wages . 

(c) Polishing—20% on Wages 


Works Cost . 

(d) General Oncost 15% on Works Cost . 
Carriage . 


Total Cost . 

Add Profit—20% on Selling Price . 

Selling Price 


M 

W 

M 

(d) 


1200 

2400 


50%. 




fl4,600 + £2,440 -f £9,360 = £26,400 
3 9^9 _ IS 0 / 

26.400 /0 ' 


£ d - 
50 - - 


170 

- — 

220 

— — 

42 

— — 

262 

39 

18 

6 - 
15 - 

320 

80 

1 - 

£400 

1 - 


£400 


It will be observed that only three departments were concerned 

with this particular job. . . 

Income Tax has no bearing on the answer as it is an appropria¬ 
tion of profits and not a charge to cost of production. 

Example 4 . The following particulars have been extracted 

from the costing records of a manufacturing company— 

Stock—1st December, 19..— 

Raw Materials . 

Finished Goods . 

Stock—31st December, 19..— 

Raw Materials . 

Finished Goods . 

Work in Progress— 

1st December, 19.. 

31st December, 19.. . 

Purchases of Raw Materials 
Sales . 


£ 

3,211 

1,564 

4,675 

2,192 

2,463 

2,947 

16,724 

37,293 
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Trading Account of a Company for the Month Ended 31st December, 19 
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Productive Wages.8,640 

Non-productive Wages (Factory) .... 956 

Carriage on Purchases . . . . . > 317 

Carriage on Sales 073 

Factory Expenses ..... 1 172 

Office Expenses ....... ’995 

Travellers’ Salaries, etc. . . . . .1 746 

Packing, Advertising, etc. ..... 1229 

Repairs to Plant and Machinery . . * . . ’374 


\ ou are required to prepare an account for the month of Decem¬ 
ber showing— 

(a) Value of materials consumed. 

( b ) Prime cost. 

(c) Cost of production. 

(d) Gross profit. 

(e) Trading profit. 

Example 5 . Bctta Motor Works, Ltd. pay a class of workers at 
Is. 6 d. per hour (guaranteed minimum rate) plus a bonus on the 
Rowan Premium Bonus System. Calculate the amounts earned by 
H, L, and P, in the week ended 10th June, 19. .. They are all 
engaged on the same operation. The standard time for producing 
1 doz. articles is 4 hrs. 

H works -10 hours and produces 12 doz. articles 


L „ 42. 

14 doz. 

yy 


P » 48 

13£ doz. 

yy 


Time allowed in hours .... 

H 

L 

P 

48 

56 

54 

Time taken in hours ..... 

40 

42 

48 

Time saved in hours ..... 
Wages payable— 

8 

14 

6 

Time taken at Is. fid. per hour 

Bonus earned, ratio of time saved to time 

60/- 

63/- 

72/- 

allowed 

• • • . • 

(i) 10 /- 

(i) 15/9 

(i) 8 /- 

Total Earnings . 

70/- 

78/9 

80/- 

= per hour worked . 

1/9 

1/10-5 

1/8 


Example 6. Explain four methods of pricing materials drawn 
from stores and state what, in your judgment, are their relative 
merits. 

Four methods of pricing materials drawn from stores are as 
follows— 

1. Average unit price oj stock on hand. After each entry is made in 
respect of the receipt or issue of material, the balance on hand, 
both quantity and value, is extended together with the average price 
per unit. This figure will, of course, only be altered by a fluctuating 
purchase price. This method is the most simple to apply and 
ensures that all issues are charged on the basis of actual cost. 
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2. Market Price. This involves pre-determining the market price 
of all issues and the price has to be fixed say, monthly. The object 
is to ascertain the extent to which the purchase department are 
buying supplies in line with current prices, which will be disclosed 
by the difference in the stock account representing a profit or loss. 

This method, however, is not recommended, as it is a fundamental 
principle of cost finding that materials should be charged at actual 
cost. 

3. The First-in , First-out Method. The object of this system is to 
charge out issues of stores from that which has been held in stock 
for the longest period. This is a very satisfactory method unless 
considerable and frequent fluctuations in prices are appaient. 
The amount of work involved is, of course, considerable. 

4. Fixed Price Method. When market prices are stable, a fixed 
price may be adopted, but this method can be used with advantage 
only when standard costs are in operation. 

To sum up, it will generally be found that the first-mentioned 
method, the average price of the stock on hand, is the most suitable. 


OTHER COSTING TERMS 

Other terms met with in costing, with definitions supplied by 
the Institute of Cost and Works Accountants, aie given below 

Administration Cost. The cost of formulating the policy, 
directing the organization, and controlling the operations of an 
undertaking, which is not related directly to a research, develop¬ 
ment, production, distribution, or selling activity or function. 
r Budgetary Control. The establishment of budgets relating the 
responsibilities of executives to the requirements of a policy, and 
\the continuous comparison of actual with budgeted results either 
[Jto secure by individual action the objective of that policy or to 
provide a basis for its revision. 

Conversion Cost. The production cost (excluding the cost of 
direct material, but including the cost resulting from variations in 
direct material weight or volume) of producing partly or fully- 
finished products. 

Cost Centre. A location, person, or item ol equipment (or 
group of these) in or connected with an undertaking, in relation 
to which costs may be ascertained and used for the purpose of cost 
control. 

Cost Control Account. An account which is maintained in the 
principal ledger (and sometimes in the cost ledger) which records 
the totals of the transactions recorded in detail in the cost ledger. 
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Deferred Maintenance Cost. The cost of repairs, renewals or 

upkeep of fixed assets which should be undertaken and charged in 

an accounting period but which are not dealt with until a subsequent 
period. 

Direct Expense. Expense that can be allocated to cost centres 
or cost units. 

Distribution Cost. The cost of the process which begins with 
making the packed product available for dispatch, and ends with 
making the reconditioned returned empty package available for 
re-use. 

Production Cost. The cost ol the process which begins with 
supplying materials, labour, and services, and ends with primary 
packing of the product. 


RECONCILIATION WITH FINANCIAL ACCOUNTS 

It has been observed that the percentages used for calculating 
ovei heads in the Cost Accounts are based upon past results, and 

!? ws ’ therefore, that in this respect the two sets of accounts 
will disagree. 

The main object in reconciling the financial profit and the cost 
profit is to obtain an explanation of this difference both as a check 
on the accuracy of the cost figures and for future guidance. 

n older to obtain satisfactory results it is very desirable that the 
Cost Accountant and Financial Accountant should co-operate 
closely. Rather more analysis will be required in the financial 
ooks in order that the two sets of books should have accounts in 
common for the purpose of comparison. 

An outline only of the main points can be dealt with in this 
chapter, as a detailed study of this special aspect of costing is beyond 
the scope of the present book. 

In the first place it is not satisfactory unless the Cost Ledger is 
kept on a double-entry basis, enabling a Trial Balance to be ex¬ 
tracted before the preparation of periodical statements. This is 
done in the main by means of the Abstracts which have already 
been illustrated. Each job account is debited from the Wages 
Abstract, in the right-hand column of which is a Summary. By 
posting the total of this Summary to a “Direct Wages” Account, 
double-entry will be procured, although the total so posted must 
exclude all items which are not directly chargeable to a contract. 
There is no corresponding account in the financial books and to 
obtain this the wages paid must be analysed into three accounts: 


COST ACCOUNTS 


807 


(a) direct wages, ( b ) non-productive wages, and (c) office wages 
and salaries. To avoid any possible difference occurring in this 
analysis it is a good plan for the Cost Accountant to supply these 
figures each week to the Accountant. 

The materials are dealt with in a similar way, the Summary 
column on the Materials Abstract |upplying the double-entry figure 
for the Cost Ledger whilst the Financial Accountant can use these 
figures for posting from the Purchases to Direct Materials Account. 

In the case of overheads it must be realized that the position is 
somewhat reversed. The correct figures appear in the financial 
accounts whilst the Cost Accountant adds on estimated percentages 
based upon past results to cover these. r i he task, then, is to ascertain 
that the “Recoveries” by the Cost Accounts are sufficient. The 
items covered by works oncost and general ..oncost have already 
been enumerated at page 7/7 and if the financial Accountant will 
keep his books in such a way that these groups of items can be easily 
identified, regular comparisons can be made and any discrepancies 
investigated. There is no greater fallacy in costing than to assume 
that any percentage used for overheads is either accurate or in any 
way permanent. The comparison with the financial books must be 
frequent. 

It will be helpful to consider the main points of difference 
between the cost and financial records and how a reconciliation 
can be arrived at. 

Depreciation. In many cases the figures in the two sets of 
books will be quite different. As it is an overhead charge this is 
not of such import provided the charge in the cost accounts is 
considered adequate. 

Extraordinary or Non-recurring Expenditure. Expenditure 
on a large repair job or a loss by fire not sufficiently covered by 
insurance cannot obviously form a part of the normal overheads 
added in the cost account, and must form the subject of a special 
adjustment. 

Interest from Investments. Whilst this item appears in the 
financial books, it has no bearing on the cost of production and 
must therefore be taken into consideration in any reconciliation 
between the two sets of accounts. 

Stock Adjustments. When it is found necessary at the close of 
the financial year to write down stocks, a loss will thereby result 
which cannot be brought into the cost accounts. 

The statement on the following page reveals that in this particular 
period the total overheads recovered in the cost accounts is short 
of the actual figure by £345. Had it been greater it might be 
considered necessary to increase the percentage addition for the 
subsequent period. A credit difference would, of course, suggest the 
reverse. 
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The final reconciliayon is accomplished as follows— 


Profit and Loss Reconciliation Account 



Dr. 

Cr. 

Profit as per Cost Accounts .... 
Interest from Investments . A 

Depreciation in Cost Accounts . . 

Depreciation in Financial Accounts 

Amount written off Stocks at year end . 
Non-trading Expenditure .... 
Extraordinary Expenditure .... 
Amount of Overheads short recovered 

Net Profit as per Profit and Loss Account 

£ 

• • 

1,060 

300 

500 

600 

345 

8,745 

£ 

10,000 

800 

750 


£11,550 

£11,550 


The difficulties oflfcosting systems in the past have sometimes* 
been attributed to the delay which takes place in presenting the 
data to management. It is of little use presenting detailed costing 
information several months after the financial accounts of the 
company have been audited and submitted to members. 

In modern large-scale operations these difficulties are overcome 

b\ the installation of accounting machines which link the costing 

system to the financial. In fact, in some modern engineering 

factories the preparation of the financial accounts is a small matter 

compared with the accounting work entailed in a cost control 
system based on standards. 


QUESTIONS 

1. Mention the chief classes of cost accounts. 

2. Explain three methods of remuneration of labour. 

3. Define Overhead, Standard Costs, Job Costing. 

4. What are the arguments for the inclusion of interest in cost accounts? 

5. What methods are available for pricing materials drawn from stores? 


EXERCISE XVII 

1. You are placed in charge of the accounts of a company which manufactures 
three distinct classes of goods. You find that no cost accounts are kept, and that 
you are required to institute an efficient system. 

Select any manufacturing business and describe a system which you would 
recommend, explaining, in particular, how you would deal with the following 
expenses— 

(a) Rent and Rates; ( b ) Discount and Bank Charges; ( c ) Depreciation; 
(d) Travellers’ salaries and expenses; ( e ) Management salaries; (/) Debenture 
Interest. ( R.S.A.) 

2. Classify the various distinct methods of costing. Explain the peculiar charac¬ 

teristics of each, and state to what particular class of undertaking each is 
applicable. (Chartered Accountants.) 


3. Simpson & Company, in addition to a general engineering and repairing 
business, are manufacturers of pumps of four standard sizes, which they ma e 
and sell in large quantities. They desire to inaugurate a system which will show 
them the cost of production of each standard size of pump. Set out briefly you 
suggestions as to how this could be accomplished. (Chartered Accountants.) 
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4. Draw up a form of weekly or monthly Cost Sheet adapted to one only of the 
following industries, and give specimen entries illustra-ting its workng: ( a ) Colliery, 
(b) Cotton-spinning Mill, {c) Iron Foundry, ( d ) Brewery. 

(Chartered Accountants.) 

5. State briefly the principles governing Cost Accounts, and give a form of 

Cost Sheet suitable for a manufacturing business, entering not less than six items 
of cost relating thereto. ( Chartered Accountants.) 

6 . State the unit or units of output or earning generally in use for preparation 

of Cost Accounts of the following: (1) Breweries, (2) Brickworks, (3) Collieries, 
(4) Electric Light Works, (5) Gas Works, (6) Iron and Steel Manufacturers, 
(7) Tramways, (8) Water Works. {Chartered Accountants.) 


7. When auditing the accounts of a large factory where wages are paid by 
piece-work, you find on reference to the Company’s statistical results the 

following— 

A. Dept. 

Material . 

Wages 
Packing . 

Supervision 

What are vour conclusions? 

/ 

8 . Prepare a chart showing the output of electricity and coal consumption of 

an Electric Lighting Company. {Incorporated Accountants.) 

9. What are the principal reasons for Cost Accounts? What tests would you 

apply to Cost Accounts so as to ensure their accuracy as far as possible? 

{Incorporated Accountants.) 


Year (1) 

% on Output 

Year (2) 

% on Output 

. 10,500 

10-50 

11,500 

11-50 

. 5,250 

5-25 

7,250 

7-25 

1,050 

105 

1,000 

1-00 

• 7 

525 

•52 

500 

•50 


{Incorporated Accountants.) 


10. A Soap Manufacturing Company keep their Cost Accounts on the card 

index system. What are the advantages of the system for this purpose? Give an 
illustration of a card and state what precautions are necessary where the raw 
material used is subject to violent fluctuations. {Incorporated Accountants.) 

11. Explain the information and advantages to be obtained by a careful 

tabulation of comparative statistics and percentages in relation to: {a) Gross 
Profit, {b) Wages, (c) Stock, {d) Material, (*) Costs of Distribution, (/) the detec¬ 
tion of fraud in accounts. {Incorporated Accountants.) 


12. A firm of Constructional Engineers carry on a business which is almost 
entirely done under contracts. Most of the material required is purchased specially 
for these contracts, but quantities of general materials are also purchased for 
Stock. They desire to be kept advised of the progress of the cost and the ultimate 
profit or loss on each contract as completed. State the general outlines of a system 
of Cost Accounts you would recommend for this purpose. 

{Chartered Accountants.) 


13. State the theory of Overhead Charges or Oncost, saying how they are 

determined, and how applied. {Chartered Accountants.) 

14. Describe a system of Cost Accounts suitable for a Builder and Contractor, 
detailing the nature and the use of the books you would recommend, and showing 
how the Cost Accounts may be co-ordinated with the Commercial Accounts. 

{Chartered Accountants.) 

15. In the Nominal Ledger of a firm of contractors you find the following 
account— 
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Dr. 


COST BOOK ACCOUNT 


Jan. 1 
Dec. 31 

To Balance brought down 
,, Goods and Materials 
from Stock . 

„ Wages 

,, Sundry Cash pay¬ 
ments . 

,, Transfer to P. & L. 
Account 

£ 

3,000 

23,000 

16,000 

200 

8,500 

Dec. 31 

By Contracts and Charges 
„ Materials returned to 
Stock . . 

„ Balance carried down . 



£50,700 


• i 

Jan. 1 

To Balance brought down 

£3,200 


M 


Explain 


Cr . 

£ 

45,000 

2,500 

3,200 


£50,700 


___I_ 

(Chartered Accountants.) 


p'®' The Northern Foundry Co., Ltd., are manufacturers of steel castings. The 

to the basis' TTf 1 aSySte , m of costing; and you are requested to advise as 
Thrmt Z hlCh f l nd r ng Charges and estabIish ed expenses should be charged. 
ronsi^eraHe °V he . C . om P an y vary greatly, some of the castings being of 

workmanship Welght ’ ° therS Very small > but requiring intricate 

The points you have to deal with are— 

(2) RenTand^Ratof’ ^ WageS of labourc rs and others not directly charged. 

departmem CllerS ' Salar ‘ eS and ex P ense s, and expenses of the forwarding 

(4) General office expenses. 

, A .[ 5 ) Salar ] cs of manager and managing director. 

What would you advise ? (Chartered Accountants.) 

K ' 7 ; f ,' Vbat do y ° u understand by the term “Oncost”? Upon what basis or 
bases do you consider .t should be calculated ? Give your reasons. 

(Chartered Accountants.) 

„ acEanta S cs and disadvantages do you see in presenting along with 

account of c tal ? u,ar astern of percentages? Draw up an imaginary 

vnn f. t ,n( l J or three years in connexion with any business with which 
fr nm t\ c™ 1 * ar> ■ ma k e a Report stating the conclusions you have come to 
alone ^ S ures - Point out fallacies that may arise from a study of percentages 

(Incorporated Accountants.) 

r A 9 ' . Ex R ,a i n hye methods of remuneration of workmen in vogue in manu- 
inc JR st nes. Discuss freely the merits and/or demerits of the methods. 

of your^referen met 10C ^ ^ ou more particularly favour, giving reasons in support 

20 . Outline the means of control of “time” obtaining in most factories, and 
s a e one reason which—perhaps above many others—justifies the adoption of 
the system of time control you will have explained. 

21 . Enumerate the “cards” and “books” used in a costing system for control 

over material or stores, and briefly explain the purpose served by each card and 
book mentioned. 

22. Sketch the form of a Wages Abstract and explain the purpose it serves in 
a costing system. 

23. Draw up a c!/art which will show the way in which the elements of cost 
are compiled from prime to total cost. 
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24. Casson & Co., printers and publishers, publish a book written by H G. Sell 
to whom a royalty of Is. a copy is payable on every copy sold. The publishers 
pay all production and distribution costs, which costs are included in general 
debits to various expense accounts; 4,000 copies are printed and an investigation 
disclosed that the costs of production included in the general debits to the accoun 
named below were the amounts set opposite the accounts named 
0 £ 

Printing Wages . . • • 

Paper . • • • * * ^ 

Binding Materials . . . * 40 

Advertising . . . • • 40 

During the first year after publication, 200 free copies were issued to reviewers 
libraries, etc., and 2,500 copies had been sold at a net price oi 6s. each, an 
Casson & Co. sent the author a cheque for the royalty due to him. 

It is desired to know what profit has been made on this particular book during 
the first year. Make Journal entries for all transactions that may be necessary to 
attain this object, and post to a Publication of Book Account any items necessary 
to ascertain the profit on the book, closing the account and ascertaining the profit 
Assuming that in the second year the whole of the remaining books were sold 
at the same price, except 100 that were sold as remainders at 3s. each, and that 
no further costs were incurred, except the royalty, which was paid on all books 
sold whether at the original price or as remainders, complete the account of the 
book for the second year. ( West Riding of 2 orkshire.) 

25. A manufacturing Company, having instituted Stores Accounts, finds that 
at the end of the first financial year there arc considerable discrepancies between 
the values of the physical stock and the values as shown by the stores records. 
Investigation discloses that the differences in quantities are small and that they 

arise mainly in values. ...... , , , . 

Explain how this might happen, and suggest a system which, if used, should 

result in the values of the physical stock agreeing, within reasonable limits, with 

the values as disclosed by the stores records. (K.b.A.) 

26. Describe a system of Cost Accounts suitable for use in any manufacturing 

business with which you may be familiar. . 

Submit an appropriate cost sheet, inserting details building up to total cost, 

and explain carefully the meaning and source of each item you insert. (R.S.A.) 

27. To what extent do you consider that it is advisable to maintain agreement 

between the financial and costing records of a manufacturing business? Give 
reasons for your answer and explain, in particular, how you would deal with the 
records of purchases and wages. (R.S.A.) 

28. “The Lord Mayor yesterday remitted to Madras by telegraph £2,000 

as a first instalment on account of the Indian Famine Fund.” Explain by what 
expedients the transfer is effected, and give the entries in the London and Madras 
books respectively. (R.S.A.) 


29. Charles Richardson & Co., of London, send upon consignment to William 
Robinson & Co., of Alexandria, on 1st February, for sale on their account, 
74 cases of Bradford goods invoiced pro forma at £100 per case. A commission 
of 2£ per cent is payable on sales. Charles Richardson & Co. pay Freight £35, 
Insurance £12, and draw on William Robinson & Co. a two months’ bill at 
sight for £1,000. William Robinson & Co. pay landing charges £7, Insurance 
and Freight £20, and accept the bill on 21st February and obtain delivery of 
goods; they sell 30 cases at £120 each, 24 cases at £125 each, and 20 cases at 
£130 each. Make out an Account Sales and enter up the Consignment Account 
in Charles Richardson & Co.’s and in William Robinson & Co.’s books. 

(Incorporated Accountants.) 
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ch 3 °: ^ are P artners in a business, dividing profits equally 

sheet at 31st December is as follows— equany. 


Sundry Creditors 
Bills Payable 
Capital Accounts— 
A 
B 
C 

Drawing Accounts— 
A 
B 


£ 

3,800 

900 

6,000 

3,000 

1,000 


Sundry Debtors 
Stock 

Furniture . 

Cash at Bank 
C, Drawing A/c . 


700 

700 


Their balance 

£ 

. 9,700 

2,400 
380 

. * 620 
3,000 


£ 10,100 


£16,100 


n ^ , ^solvent and unable to contribute anything; the partnership is conse¬ 
quently dissolved, and the Sundry Debtors’ Stock and Furniture realize £10,380. 
L>raw up a final Balance Sheet showing the position of each partner’s Capital 
Account. I here is no agreement between the parties. (Incorporated Accountants.) 

roVnrm . Limit ^ a C °™P? n y formed to buy a property from B for £50,000— 
£20,000 in cash and £2o,000 in shares. The Capital is £75,000 in 75,000 shares 

ot 1 1 each. 30,000 shares are issued, 5s. payable on application, 5s. on allotment, 
5s. on first call, and os. on final call. 

iP ur ^ ase mone y, £25,000, is paid, and the consideration shares are 
allotted to B. 

The preliminary expenses, £2,200, are paid by the Company. Shareholders 

r g - i shares fail to pay the final call, and the shares are forfeited under 
the Articles of Association. 

State the Cash Book, Journal and Ledger entries necessary to record the facts. 
32 Briefly expla' (Incorporated Accountants.) 

(a) Single Cost. 

(b) Departmental Costs. 

(c) Process Costing. 

(d) Job Costs. 

(e) Terminal Costs. 

( f) Multiple Costs. 

(g) Operating Costs. 

Also, prepare a Cost Sheet, showing elements of cost in the manufacture of 

a commoditv. 


33. The Albury Mining Co., Ltd., was registered on 1st January, and com¬ 
menced operations at once as an Exploring and Mining Company. The nominal 
Capital consisted of 50,000 Ordinary Shares of £5 each. Of this Capital 20,000 
shares were issued and taken up by the public, 30s. per share being called up. 
During the process of sinking a shaft, a good deposit of clay was found, suitable 
for tile-making, and the Company decided to manufacture and sell tiles, as a 
separate trading department. During the month of December, the Company’s 
engineer reported that a paying vein of tin had been reached; and the Directors 
decided that the cost to date of opening up this vein should be capitalized and 
written off over future years when the property was in full working order. 

On 31st December the balances of the Ledger accounts of the Company were 
as follows— 
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Freehold Land at cost . 
Buildings at cost 
Preliminary Expenses . 

Stock of Stores and Coal on 
31st December 
Coal consumed . 

Wages 
Salaries 
Stores used 

Stores used (Tile Dept.) 
Wages (Tile Dept). 
Machinery and Plant at cost 
Capital 

Sundry Debtors . 


£ 

7,000 

563 

410 

988 

931 

3,843 

308 

2,745 

56 

2,733 

12,038 

30,000 

359 



£ 

Rates, Taxes, Office, and 

Sundry Expenses, and Car- 

riage .... 

584 

Carriage (Tile Dept.) . 

215 

Legal Expenses (re Claim for 

injuries in Mine Accident) 

220 

Sales of Tiles 

2,599 

Sundry Creditors 

3,407 

Tramway Track and Wagons 

at cost .... 

1,100 

Travellers’ Commission (Tile 

Dept.) .... 

63 

Bills Payable 

627 

Cash at Bank 

2,477 


You are required to prepare (a) an account showing the amount which you 
consider should be capitalized as representing the cost of opening up the tin 
vein, (b) an account showing the trading results of the Tile Department for the 
year ended 31st December, and (c) the Balance Sheet as on 31st December. 

The Directors decided that a charge of £343 should be made against the Tile 
Department, as representing power, coal, etc., used; and a charge of £104, as 

representing a share of general trade expenses. u 

The stock of tiles on hand as on 31st December was valued at £'18. 

(K.O.A.) 

34. (a) What is a Repairs and Renewals Reserve Account? 

(b) What are its advantages? 

( c ) Construct such an account lor three years. 

(d) State where the balance of the account would appear in the hnal 

accounts. ( R.S.A.) 



CHAPTER XVIII 

HIRE-PURCHASE ACCOUNTS, INSTALMENT- 

PAYMENT PURCHASES 

HIRE-PURCHASE ACCOUNTS 

Definition. The hire-purchase system is a system under which 
money is pait d for goods by mean s of periodical instalments, with 
the view ol ultimate purchase. All money ES~ng paidin the mean¬ 
time is regarded as payment for hire; and the goods become the 
property of the buyer only when all the instalments have been paid. 

oth hire-purchase and instalment-pavment purchases are now 
governed by the Hire-Purchase Act, 1938, provided the agreements 

Two sections of this Act are of particular interest to students of 
accountancy, and it is to be noticed in passing that its main object 
is the protection of the small purchaser for whose benefit these 
methods of trading were first introduced. 


Section I. Application of Act. 

‘} ( \ s h< a h a PPfy j n relation to all hire-purchase agreements and credit-sale 

J cc en ? unctr w h lc h the hire-purchase price or total purchase price, as the 
case may be, does not exceed— 

<7) where the agreement relates to a motor vehicle or railway wagon or 
other railway rolling stock, the sum of fifty pounds, 

and ^ ^ Cre a £ rcement relates to livestock, the sum of five hundred pounds, 
(c) in any other case, the sum of one hundred pounds. 


Section II. Restriction of owner’s right to recover posses¬ 
sion of goods otherwise than by action. 

(1) V\here goods have been let under a hire-purchase agreement and one-third 

ot the hire-purchase price has been paid, whether in pursuance of a judgment 

or ot lervvise, or tendered by or on behalf of the hirer or any guarantor, the owner 

shall not enforce any right to recover possession of the goods from the hirer 
otherwise than by action. 

(2) If an owner recovers possession of goods in contravention of the foregoing 

subsection, the hire-purchase agreement, if not previously determined, shall 
determine, and— 

(a) the hirer shall be released from all liability under the agreement and 
shall be entitled to recover from the owner in an action for money had and 
received all sums paid by the hirer under the agreement or under any security 
given by him in respect thereof, and 

( b) any guarantor shall be entitled to recover from the owner in an action 
for money had and received all sums paid by him under the contract of guar¬ 
antee or under any security given by him in respect thereof. 
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Entries in the Hire Purchaser’s Books. It will be obvious 
that, if payment of the value of the goods is to be made over a 
protracted period, e.g. where the buyer is, say, a Motor Hire 
Company, buying taxi-cabs on hire purchase, such payment will 
include charges for interest. And it will be found that the total of 
the instalments is more or less the cash value of the goods, plus 
interest on the balance of purchase money from time to time 
unpaid. There are several methods of dealing with hire purchases 
in the books of account. By one method, no entry will be made 
in the books of the hire purchaser until the first instalment is paid. 
This must be apportioned as between capital and revenue. It will 
be necessary to ascertain the cash value of the goods, and also the 
rate of interest charged for hire. Whenever an instalment is paid, 
Che interest on the cash value, or the unpaid portion of it, must be 
worked out. The amount of the interest will represent the pro¬ 
portion of the instalment to allocate to revenue, i.e. to debit to 
Profit and Loss as hire charge; the balance of the instalment will 
be the charge to capital, i.e. to debit an Asset Account. 

How Depreciation is Dealt With. Some accountants contend 
that it is quite wrong to take depreciation into consideration at all; 
that it is, in fact, an error of principle to depreciate, in our books, 
goods that belong to another person. But it must be remembered 
that these payments are being made with the ultimate object of 
making the goods our own. The disadvantage of not making pro¬ 
vision for depreciation can be clearly seen from the following illus¬ 
tration. Suppose it is agreed to buy goods on the hire-purchase 
system, and that the payments are to extend over a period of five 
years. Suppose, also, that the payments are continued and the 
articles eventually become our property. At the end of the period 
the goods will appear in our books at their cost price (i.e. at the 
price of new ones), and yet the articles will have been in use for 
five years. This, too, is obviously wrong in principle. The object 
of providing for depreciation, therefore, is that the asset shall 
appear in the books, at the end of the purchasing period, at its then 
value. This is achieved by writing depreciation off the cash value 
of the asset; in other words, by depreciating the asset in the same 
way as other assets bought for cash or on credit. Any repairs or 
renewals that may become necessary will, of course, be charged to 
Profit and Loss Account. 

Example i. The X Co., Ltd., purchases wagons on the hire- 
purchase system over a period of five years, payable by annual 
instalments of £600. The Wagon Company charges interest at the 
rate of 5 per cent per annum on the yearly balances. Show the 
accounts in the books of the buyer. Depreciation to be reckoned 
at 10 per cent. 
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The cash value of the wagons may be taken as the present value 
of an annuity of £600 for 5 years at 5 per cent interest. Reference 
10 the i able shows that the present value of an annuity of £1 for 
a years at 5 per cent is £4-329477. This amount multiplied by 
600 gives us £2,097 13s. 9d. as the cash value of the wagons. 


Dr. 


In Hire Purchaser’s Books 

LEDGER 

Wagon Account 


Year 

1 To Vendor . 


To Balance b/d 


To Balance b/d 


To Balance b/d 


To Balance b/d 


To Balance b/d 


£ s. d .I Year 
2,597 13 9l 1 


2,597 13 91 

2,337 18 si 2 

2,337 18 5| 

" 2 .IO 4 2 71 3 

^,104 2 71 

1,893~14 4| 4 

1,893 14 4| 

1,704 6 111 5 

1,704 6 111 

1,533 18 3 I 


„ Balance c/d . 


By Depreciation at 10 % 
„ Balance c/d . 


£ 

s. 

d. 

O 259 

15 

4 

2,337 

18 

5 

| 2,597 

13 

9 

, 233 

15 

10 

2,104 

2 

7 

! 2,337 

18 

5 


By Depreciation at 10% 
,, Balance c/d . 


By Depreciation at 10% 
„ Balance c/d . 


By Depreciation at 10% 
„ Balance c/d . 


210 8 3 
1,893 14 4 

2,104 2 7 

189 7 5 
1,704 6 11 

1,893 14 4 

170 8 8 
1,533 18 3 

1,704 6 11 


Hirf, Vendor Account 


Year 

1 To Cash 

„ Balance c/d . 


2 To Cash 

„ Balance c/d 


3 To Cash 

„ Balance c/d . 


4 To Cash 

„ Balance c/d . 


To Cash 


£ s. d. Year 

600 - - 1 By Wagon A/c 

2,127 11 5 ,, Interest 5% 


2,727 11 51 

600 - -I 2 

1,633 19 -I 
2,233 19 -I 

600 - -I 3 

1,115 12 111 

1,715 12 111 

600 - -I 4 
571 8 7I 

1,171 8 7| 

600 - -I 5 


By Balance b/d 
„ Interest 5% 


By Balance b/d 
„ Interest 5% 


By Balance b/d 
„ Interest 5% 


By Balance b/d 
„ Interest 5% 


£ d- 

2,597 13 9 
129 17 8 

^ ^mm 

2,727 11 5 

2,127 11 5 
106 7 7 

2.233 19 - 

1,633 19 - 
81 13 11 

1,7 15 12 lT 

1,115 12 11 
55 15 8 

1 ,171 8 7 

571 8 7 
28 II 5 


600 - - 


600 - - 


HIRE-PURCHASE ACCOUNTS 


817 


Hire-purchase Interest Account 


Year 





L 

s. 

d. 

Year 



L 

s. 

d. 

/A 

1 

To Vendor . 

• 

« 

129 

17 

8 

1 

By Profit and Loss A/c . 

129 

17 

8 

2 

99 

99 • 

• 

• 

106 

7 

7 

2 

99 

99 99 99 * I 

106 

7 

7 

3 

99 

99 • 

• 

• 

81 

13 

ii 

3 

9 * 

99 99 99 • 

81 

13 

11 

4 

99 

99 • 

• 

• 

55 

15 

8 

4 

99 

99 99 99 • 

55 

15 

8 

5 

99 

99 • 

• 

• 

28 

11 

5 

5 

99 

99 99 99 

28 

11 

5 


At the end of the first year the item on the Balance Sheet would appear as 


follows— 

Wagons in course of hire-purchase 
Less liability in respect thereof 


£2,337 18 5 
2,127 11 5 


£ 210 7 - 


It will be noticed that this represents the net capital expenditure— 

Instalment £600, less Interest £129 17s. 8d. . . . £470 - 4 

Less depreciation ...•••• 259 15 4 

£210 7 - 


Exception is sometimes taken to this on the ground that the 
wagons do not belong to the hirer, but the above point as to depre¬ 
ciation is the answer to that objection, viz. that it is intended that 

they shall eventually belong to him. 

This method also has the advantage of keeping an account which 
agrees with that in the books of the wagon owner. (See next 
example.) 

By an alternative method, the total interest for the whole period is 
charged to an Interest Suspense Account, transfers being made to 
Revenue each year. 

The entries in this case are— 

1. Dr. Asset Account with full cash price. 

Dr. Interest Suspense Account with total interest. 

Cr. Vendor with full amount to be paid by instalments. 

2. As instalments are paid. 

Dr. Vendor’s Account. 

Cr. Cash. 

3. In respect of the interest portion of each payment. 

Dr. Interest Account. 

Cr. Interest Suspense Account. 

For the purpose of the Balance Sheet the balance of the Vendor’s 
Account less the balance of the Interest Suspense Account is 
deducted from the Asset. 
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Entries in Seller’s Books. In the seller’s books the items will 

a !u the ! r cash „ value into a special Hire-Purchase Day 
Book. From this they will be posted to the debit of the purchaser’s 

Da C v U Book th< j, L ) Cdger ' P , en ° di “ lly ’ the total ofthe Hire-Purchase 
Acco.mt A? f. P ° St , ed t0 T dh of a Hire-Purchase Sales 
iTh - u Ch instalment falls due, the customer’s account will 
he debited wth interest on the unpaid amount of it. This interest 
will be credited to, a Hire-Purchase Interest Account, and, at bal- 
ancin g time, will be transferred to Profit and Loss Account along 
Mth other profits. The goods, however, are not yet the absolute 

maTre m°k ^ default i$ made in Payment, the seller 

may re-take possession of them. It is, therefore, necessary to make 

L, to cover an y possible loss that might be sustained through 
such a contingency. ° 

Example 2 . The X Co., Ltd., purchases wagons on the hire- 

. P nsmfmentfoV e V;, er T\ P ^ 0d ° f ^ W P^e by annual 
stalmcnts of £600. The Wagon Co. charge interest at the rate 

goodsTs /2 597 nTTd 0r ir arly , balanCeS ' The Cash vaIue of the 
feller! ^ 2 ’ 597 13s ' 9d ' Show the accounts in the books of the 

In Seller’s Books 


Dr. 


LEDGER 

THE X. COMPANY, LTD. 


Year 

1 


To HirePurchascSalcsA/c, 
„ Interest 5% . . 


£ s. d. 
2,597 13 9 
129 17 8 

2,727 11 5 


Year 

1 By Cash 

„ Balance c/d 


£ S. d. 
600 - - 
. 2,127 II 5 

2,727 II 5 


To Balance b/d 
„ Interest 5% 


2,127 11 5 

106 7 7 

2,233 19 - 


By Cash 
„ Balance c/d 


. 600 - - 
. 1,633 19 - 

2,233 19 - 


To Balance b/d 
,, Interest 5% 


. 1,633 19 - 

81 13 11 

1,715 12 11 


3 By Cash . . 

„ Balance c/d 


600 - - 
. 1,115 12 11 

1,715 12 if 


To Balance b/d 
„ Interest 5% 


1,115 12 11 
55 15 8 

1,171 8 7 


4 By Cash 

„ Balance c/d 


600 - - 
571 8 7 

1,171 8 7 


To Balance b/d 
„ Interest 5% 


571 8 7 

28 11 5 


5 By Cash 


600 - - 


600 - - 


600 - - 


HIRE-PURCHASE ACCOUNTS 


819 


Dr. HIRE-PURCHASE INTEREST 


Year 

1 

To Profit and* Loss A/c . 

l S- d. 
129 17 8 

Year 

1 

By X. Co. f Ltd. 

2 

99 1) H » 

108 7 7 

2 

99 • 9 

3 

i) >i »» »• 

81 13 11 ! 

L 

3 

%% •» • 

4 

• > •! »» t> 

Ol 

o» 

Ol 

cc 

4 

99 •» * 

5 

m •* »y 99 

28 11 5 

5 

99 99 

1 


Cr. 


1 

c 

4 . 

d. 

129 

17 

8 

106 

7 

7 

81 

13 

11 

55 

15 

8 

28 

ii 

5 


Second Method of Dealing with Hire-Purchase Accounts. 
—Goods Out or Stock System—at Cost. Where numbers of 
articles of much smaller value are being sold daily on the hire- 
purchase system, the foregoing method ol book-keeping is too 
elaborate, and a simpler plan is adopted. 

The cardinal feature of this system is to consider all the goods out 
on hire as stock. To keep a full record of goods out on hire purchase, 
it is necessary to have Ledger Accounts of the customers showing the 
same detail therein as if the goods had actually been sold, but these 
accounts are not part of the ordinary double entry system; and 
although the principle of double entry may be employed in 
balancing the accounts, they are purely memoranda. 1 hey supply 
important information showing what each customer owes, but they 
form no part of the double entry. 

The procedure may be outlined as follows— 

(1) Debit Hire Purchase Trading Account and credit Purchases 
Account with cost price of goods sent to customers on hire purchase. 
At the same time each Customer’s ( Memorandum ) Account will be 
debited with the sale price of such goods. 

(2) Returns from customers. (See page 821.) 

(3) The instalments paid will be debited to cash and credited to 
Hire Purchase Trading Account. At the same time, the Customer’s 
( Memorandum) Account will be credited. 

(4) The instalments due and unpaid will be debited to Instal¬ 
ments Due Account and credited to Hire Purchase Trading Account. 

(5) The stock “out,” i.e. the same proportion of the cost of the 
goods sent as the amount of unaccrued instalments bears to the 
total amount of the instalments, is credited to Hire Purchase 
Trading Account and debited to Hire Purchase Stock Account. 

(6) The Memoranda accounts will show the balances against 
the customers, but not being part of the double entry are not 
brought into the Trial Balance. Thus, the customers’ accounts are 
“reference” accounts only. A transfer may be made similar to that 
in (4). 

The gross profit is the excess of the sum of instalments due and' 
paid, plus stock out on hire purchase at the end of the period over 
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the stock out on hire purchase at the beginning, plus goods sent to 

customers during the period, less returns, at cost. 

In account form this will be— 

Dr hire purchase trading account 


Ct. 




£ 

To Stock at Cost 

b/d 


,, Goods sent to Cus¬ 



tomers at Cost . 



,, Gross Profit . • 1 



To Stock at Cost 1 

b l<\ 



By Instalments Paid 

” ” ^ DuC 
,, Stock at Cost 


c/d 


Before illustrating the working of the above a simple example is 
given to show the computation of the value of the stock out on hire 

purchase. _ _ , . 

Example 3 . Goods costing £10 are sent to B. Brown on hire 

purchase, the price being £ 20 , payable in twenty instalments ol 

equal intervals. At the end of the accounting period of the hire 

vendor, five instalments are yet unpaid (fifteen having been paid 

at due dates). 

The stock in the hands of the customer is valued as follows 

& x £10 = £2 10s. 

Assuming, further, that (for sake of simplicity) it is the only 
transaction of the period, the Hire Purchase Trading Account would 

appear as below— 


I)r. 


Hire Purchase Trading Account 


Ct. 


To Goods at Cost 
,, Gross Profit . 


£ r. d. 
10 - 
7 10 - 

£17 10 - 


By Instalments Paid 
,, Stock 



£ 17 10 - 


Dr. 


Hire Purchase Stock Account 


Ct. 




£ d. 




To Hire Purchase 






Trading Account 


2 10 - 


- -——— 



In the Memorandum Hire Purchase Ledger 

Dr B. Brown 


To Goods . 


To Balance 


bid 


£ *■ d. 

20 - - 


£20 - - 


5 - - 


By Cash . • 

(detailed as each 
payment is made) 
.. Balance 


c/d 


Ct. 


£ '• 
15 - 


d. 



i Or transferred to and from a separate Stock Account (see Example ) 
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It should now be quite clear that the balances on the customers 
accounts do not appear as part of double entry accounting and 
hence do not form a part of the Trial Balance. Practically, these 
Memoranda Accounts are vital, but from a double entry point o 
view entirely unnecessary, as the Hire Purchase trading Account 
gives the necessary results and forms an integral part of the double 
entry. This point is stressed because of the confusion in the minds 
of some students as to the function of the Memoranda Accounts. 
Important as the Memoranda Accounts are for reference, they can 

be ignored in completing the double entry. , . 

The books employed will be the Day Books, the Cash Book, and 

supplementary to the double entry, the memorandum Ledger. 

The Day Books, as to sales and returns inwards, will usually con¬ 
tain supplementary columns in order to fulfil the functions of the 
double entrv and to furnish the necessary data from which may be 
compiled the Memoranda Accounts, i.e. there will be a column 
for the purpose of the double entry and others recording the 
detail necessary for the compilation of the Memoranda Accounts. 
The columns in the Sales Day Book, apart from date and folio 
columns, are usually necessary to recoid 

(1) Cost price of the goods sold. 

(2) Sale price of the goods sold. 

(3) Number of amounts of instalments. 

(4) Periodicity of instalments. 

(5) Any other information that circumstances require. 


There will be no difficulty if it is remembered that the first column 
is for the double entry, the others being for “ Memorandum purposes 
only, forming no part of the double entry; but column (2) provides 
the data for entering up the Memoranda Accounts. I he total of 
column (1) will be debited to the Hire Purchase Trading Account 
and to the credit of Purchases Account, and so far as this side of the 
transaction is concerned, this is the only double entry. The indi¬ 
vidual items in column (2) will be posted to the debit of the 
customers’ accounts in the Memorandum Ledger, and these post¬ 
ings are of no account so far as the double entry is concerned. It 
is usual, however, to total column (2) and post this total to a 
Memorandum Ledger Adjustment Account, the entries being made 
in total to the credit, i.e. the opposite side to that to which the 

individual items are posted. . 

Returns Inwards (at cost) will be dealt with conversely, i.e. 

column (1) is totalled and such total is posted to the debit ol 
Purchases Account and to the credit of Hire Purchase Trading 
Account as part of the ordinary double entry, while the details 
of returns (at selling price) will be posted from column (2) to the 
credit of the respective customers’ accounts in the Memorandum 
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Ledger, and if a Memorandum Ledger Adjustment Account is 
employed, the total of column ( 2 ) will be posted to the debit of 
this account. 

-The other columns call for no special mention as they are self- 
explanatory. It may here be mentioned that as the accounts of 
customers are very numerous, the Card Ledger system is frequently 
employed. 

With regard to cash received, the entries will be made in the Cash 
Book in the usual way, but such entries fulfil a twofold function: 

( 1 ) for the double entry, ( 2 ) for writing up the Memoranda Accounts. 

I he total of cash received from hire purchase customers is posted 
(as part of the double entry) to the credit of Hire Purchase Trading 
Account, whilst the individual receipts are posted to the credit of 
the customers’ accounts in the Memorandum Ledger. If a Memo¬ 
randum Ledger Adjustment Account is employed the total of such 
receipt will be posted to the debit thereof. 

The Memorandum Ledger Adjustment Account, when totalled, 
will have the balance on the opposite side to the detailed balances 
in the Memorandum Ledger. Thus the system is to adapt the 
double entry idea in the verification of the Memorandum Ledger 
total by means of the Adjustment Account, but still it is quite 
independent of the formal double entry accounting. 

Lastly, any instalments actually due and unpaid will be ascer¬ 
tained from the Memorandum Ledger, and these will be credited 
to the Hire Purchase Trading Account and debited to a separate 
account called Instalments Due Account. Frequently the latter are 
ignored for the purpose of the Hire Purchase Trading Account, in 
which case the cost equivalent of the unpaid instalments will be 
included in stock. 

The balance of the Hire Purchase Trading Account will be trans¬ 
ferred to the Trading Account, subject to suitable provision for 
losses, depreciation, and the like. 

Example 4. Jones, Ltd., forward a piano to A. Alan on the 
hire purchase system, the cost being £ 100 and the selling price £200; 
payable in fifty monthly instalments of £4 each, commencing 
from 31st August. The sale takes place on 31st August, 1941; 
the instalments are regularly paid. Accounts are drawn up to 
31st December. 

On 1st October, 1941, a similar sale is made to B. Bloom, the 
cost price being £78, the sale price £104 payable in weekly instal¬ 
ments of £2, commencing from 1st October; the instalments are 
paid regularly. Show the various entries necessary in the books of 
the Hire Vendor. 

The total of the cost price column (as part of the double entry) 
is posted to the debit of the Hire Purchase Trading Account. If 
such an account is to be drawn up to 31st December, 1941, the cash 
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HIRE PURCHASE SALES DAY BOOK 


Date 


Particulars 


1941 
Aug. 31 

Oct. 1 


A. Alan 

B. Bloom 


No. of 
Instal¬ 
ments 

Period of 
Instal¬ 
ments 

Amount 
of Instal¬ 
ment 

Cost 

Price 

Fol. 

Selling 

Price 



£ 

£ 


£ 

50 

monthly 

4 

luo 

1 

200 

52 

weekly 

2 

78 

‘) 

104 




£178 


£304 


received and the value of the stock in the hands of customers will be 

found as follows— 

(1) Cash received from— 

Alan—£20, i.e. 5 payments of £4. Bloom-£28, i.c. 14 payments of £X 

(2) Stock “out”— 

Instalments outstanding X Cost £ 

Alan = X £100 = 90 

Bloom = X £ 78 = ^57 

£147 


Ordinarily, in practice , a Schedule will be prepared foi the purpo 
of arriving at the valuation of the hire purchase stock out, thus 

hire purchase stock schedule_ 


Contract 

No. 


Name 


No. of 
Instal¬ 
ments 


No. of Instal¬ 
ments: 


Paid 


Unpaid 


Cost 

Price 


1 

2 


A. Alan 

B. Bloom 


50 

52 


5 

14 


45 

38 


£ *■ d - 
100 - - 
78 - - 


Propor¬ 
tion of 
Cost 
Price 


£ 

90 

57 


178 - - 


£147 


(The end column shows the hire purchase stock “out,” the total 
of which is incorporated into the double entry accounts, as dc ow.) 

HIRE PURCHASE TRADING ACCOUNT_ Cr. 


Dr. 


To Goods at Cost (Cr. 
Purchases) . 

Gross Profit transferred to 
Trading Account 


»» 


To Balance—Stock 


£ 

178 

17 


£195 


b/d 


147 


By Instalments Paid {Dr. 
Cash) 

„ Stock (as above or trans¬ 
ferred to Hire Pur¬ 
chase Stock Account) 


c.'d 


£ 

48 

147 


£195 
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The separate instalments of cash, detailed above, will be entered 
in the Cash Book (in practice a separate subsidiary Cash Book will 
be employed). The debit entry will thus occur in the Cash Book, 
the totals (daily, weekly, monthly, as required) of which will be 
credited to the Hire Purchase Trading Account. In this case £48 
is the sum to be so treated. 

I he above entries complete the formal double entry, but entries 

are also made in respect of cash received in the Memorandum 

Books. I he individual items in the Selling price column of the Hire 

Purchase Sales Day Book will be debited to the Personal Accounts 

in the Memorandum Ledger and the total will be posted to the 

credit of the Memorandum Ledger Adjustment Account, if one be 
employed. 

1 he cash received will be posted in individual items, as recorded 
in the Cash Book, to the credit of the individual accounts in the 
Memorandum Ledger, and in total to the debit of the Memorandum 
Ledger Adjustment Account. 


MEMORANDUM HIRE PURCHASE LEDGER 

A. ALAN Cr. 


1941 



£ 

1941 



£ 

Auk. 31 

To Goods . . . i 


200 

Dec. 31 

By Cash 


20 






„ Balance 

c/d 

ISO 

1942 



£200 




£200 

Jin. 1 

To Balance 

bid 

ISO 


> 




No. 2 


B. BLOOM Cr. 


1941 



£ 

1911 



£ 

Oct. 1 

To Goods . # 


101 

Dec. 31 

By Cash 


28 






„ Balance . 

c/d 

76 




£104 




m 

_ 1942 








Jan. 1 

To Balance 

b'd 

70 



1 



It is again emphasized that the Cash Book fulfils the dual function 

{a) of supplying the double entry, and ( b) of supplementing the 

Memoranda Accounts, which are completely outside the double 
entry. 

INSTALMENT-PAYMENT PURCHASES 

Difference between Hire-Purchase and Instalment-Pay¬ 
ment Purchase. Under the hire-purchase system, the property in 
the goods does not pass to the buyer, but remains vested in the 
seller until the last instalment has been paid; and, if default is made 
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in payment, the seller can re-take possession of the goods. Under 
the instalment-payment system of purchase, however, the property 
in the goods passes at once to the buyer. He actually owns the 
goods, although payment for them is to be spread over a senes of 
years. If default is made in payment, the seller cannot re-take 
possession of the goods; he can only sue for the balance ot the debt 
This difference naturally causes a variation in the method ot 


book-keeping. i 

Entries in the Books of the Buyer. The Asset Account will be 

debited with the cash value of the asset, and this amount will be 

credited to the account of the vendor. The Vendor s Account will 

be credited each year (or at other intervals as arranged) with 

interest at an agreed rate on the balance outstanding, the interest 

being debited to Interest Account. As each instalment is paid, 

Cash Account will be credited and Vendor’s Account debited. 

Example 5. The X Co, Ltd, purchases on the instalment- 
payment system a number of wagons, to be paid for by five annual 
instalments of £600 each. The cash value of the wagons is 
£2,597 13s. 9d, and the Wagon Company charges interest at 
5 per cent per annum on yearly rests. Write up the accounts in 
the books of the purchaser, charging depreciation at 10 per cent 
per annum on the diminishing balance. (See below.) 

Alternative Method. In the purchaser’s books an Asset 
Account will be opened and debited with the cash value of the good 
The difference between this amount and the purchase P™*' 
represent the charge for interest, and will be debited to an Interest 
Suspense Account. An account will also be opene or e v , 
and will be credited with the total amount to ie pair ) 
purchaser, viz. cash value plus interest. As each instalment is paid, 
Cash Account will be credited and the Vendor s Account debited. 
At each annual balancing, a portion of the Interest Suspense 

Account will be written off (i.e. transferred as a loss to 10 . 

Loss Account). The amount to be so transferred will be an amount 
equal to the interest on the then unpaid balance of purchase money. 
Thus, by the time the period of payment has elapsed, t le n eres 
Suspense Account will be entirely extinguished. 


In Purchaser’s Books 


JOURNAL 


Year 


£ s. d 

£ s * d - 

1 

Wagon A/c . 

2,597 13 9 

2,597 13 9 


To Wagon Company 
for present value of Wagons purchased 



• 

on the instalment-payment system. 
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LEDGER 



Year 


£ j. d. 

£ *• d - 

1 

Wagon A/c. 

Interest Suspense A/c .... 

To Wagon Company . 
for wagons purchased on the instalment- 

2,597 13 9 
402 6 3 

3,000 - " 


payment system. 


____ 
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The Wagon Account will appear as in the previous example: 
the account of the Wagon Company and the Interest Suspense 
Account will be as shown below— 


Dr. WAGON COMPANY Cr. 


Year 

1 

To Cash . 

,, Balance c/d . 

£ 

600 

2,400 

1 

By Sundries 

£ 

3,000 



3,000 



3,000 

2 

To Cash . 

,, Balance c/d . 

600 

1,800 

2 

By Balance b/d . 

2,400 



2,400 



2,400 

3 

To Cash . 

„ Balance c/d . 

600 

1,200 

3 

By Balance b/d . 

1,S00 



1,800 



1,800 

4 

To Cash . 

,, Balance c/d . 

600 

600 

4 

By Balance b/d . 

1,200 



■S3 



1,200 

5 

To Cash . 

600 

5 

By Balance b/d . 

600 


Dr. INTEREST SUSPENSE ACCOUNT Cr. 


Year 


£ 

s. 

• 

d. 

Year 


£ 

s. 

d. 

1 

To Wagon Co. 

402 

6 

3 

l 

By Profit and Loss . 

129 

17 

8 






,, Balance c/d 

272 

8 

7 




6 

3 



402 

6 

3 

2 

To Balance b/d 

272 

8 

7 

2 

By Profit and Loss . 

106 

7 

7 






,, Balance c/d 

166 

1 

— 



272 

8 

7 



272 

8 

7 

3 

To Balance b/d 

166 

1 


3 

By Profit and Loss . 

81 

13 

11 






„ Balance c/d 

84 

7 

1 



166 

1 

— 



166 

1 

- 

4 

To Ba'ance b/d . 

84 

7 

1 

4 

By Profit and Loss . 

55 

15 

8 






„ Balance c/d 

28 

11 

5 



84 

7 

1 



84 

7 

1 

5 

To Balance b/d 

28 

11 

5 

5 

By Profit and Loss . 

28 

11 

5 


Entries in the Vendor’s Books. A Journal entry will be made, 
debiting the purchaser and crediting the Sales Account with the 
cash value of the goods. Periodically, as arranged, the purchaser 
will be debited with interest on the balance outstanding, the amount 
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of the interest being credited to Interest Account. Cash will be 
debited with the instalment when received, and the amount will 
be passed to the credit of the purchaser. 

Example 6. The X Co., Ltd., purchases on the instalment- 
payment plan a number of coal wagons, to be paid for by five 
annual instalments of £600 each. The cash value of the wagons 
is £2,597 13s. 9d., and the Wagon Company charge interest at 
5 per cent per annum on yearly rests. Write up the purchaser’s 
account in the books of the vendor. 


LEDGER 

Dr. THE X. COMPANY, LTD. O. 


Year 


£ 

s. 

d. 

Year 


£ 

X. 

d. 

1 

To Sundries . 

2,597 

13 

9 

1 

By Cash 

600 

— 

— 


,, Interest . 

129 

17 

8 


,, Balance c/d 

2,127 

11 

5 



2,727 

11 

5 



2,727 

11 

5 

2 

To Balance b/d 

2,127 

11 

5 

2 

By Cash 

600 


_ 


,, Interest 

106 

7 

7 


„ Balance c/d 

1,633 

19 

- 



2,233 

19 

— 



2,233 

19 

— 

3 

To Balance b/d 

1,633 

19 


3 I 

By Cash 

600 


mm 


,, Interest 

81 

13 

11 


,, Balance c/d 

1,115 

12 

11 



1,715 

12 

1 1 



1,715 

12 

11 

4 

To Balance b,'d 

1,115 

12 

11 

4 

By Cash 

600 

— 

— 


,, Interest . 

55 

15 

8 


,, Balance c/d 

571 

8 

7 



1,171 

8 

7 



1,171 

8 

7 

5 

To Balance b/d 

571 

8 

7 

5 

By Cash 

600 

• 

— 


,, Interest . 

28 

11 

5 







600 

— 

— 



600 

- 

- 



-| 



__■ 


Alternative Method. The goods will be entered at their cash 
value into a special Journal, the amount being credited to Sales 
Account, and the interest credited to an Interest Suspense Account. 
Hie total of both goods and interest is debited to the account 
of the purchaser. As each instalment is received, it will be debited 
in the Cash Book and credited to the Purchaser’s Account. At 
balancing time a portion of the Interest Suspense Account will 
be transferred to Profit and Loss Account as a realized gain. At 
the end of the period of payment, the Interest Suspense Account 
will be entirely extinguished. 

The Journal entry would be— 


JOURNAL Dr. Cr. 


Year 

- - 

£ d - 

£ i. d- 

1 

The X Co., Ltd. 

3,000 - - 



To Sales A/c .... 


2,597 13 9 


,, Interest Suspense A/c 

• 

402 6 3 


For wagons sold on the instalment-pay¬ 




ment system. 


_- 
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The Purchaser’s Account and the Interest Suspense Account are 
appended. 


Dr. 


Year 

1 


To Sundries 


LEDGER 

THE X. COMPANY, LTD. 


To Balance b/d . 


To Balance b/d . 


To Balance b/d . 


To Balance b/d . 


£ I Year 
3,000 ! 1 


3.000 


2,400 


2,400 


1,800 


1,800 


1,200 


1,200 


600 


By Cash 
,, Balance c/d 


By Cash 
,, Balance c/d 


By Cash 
,, Balance c/d 


By Cash 
,, Balance c/d 


By Cash 


Cr 


£ 

600 

2,400 


3,000 


600 

1,800 

2,400 

600 

1.200 


1,800 


600 

600 


1,200 


600 


INTEREST SUSPENSE ACCOUNT 


Year 


£ 

r. 

d. 

Year 



£ 


d. 

1 

To Profit and Loss 

129 

17 

8 

1 

By the X. Co., Ltd. 

• 

402 

6 

3 


„ Balance c/d 

272 

8 

7 









402 

6 

3 




402 

6 

3 

2 

To Profit and Loss 

106 

7 

7 

2 

By Balance b/d 

• 

272 

8 

7 


„ Balance c/d 

166 

1 

— 









272 

8 

7 




272 

8 

7 

3 

To Profit and Loss 

81 

13 

11 

3 

By Balance b/d 

• 

166 

1 

- 


„ Balance c/d 

84 

7 

1 









166 

1 

- 




166 

1 

— 

4 

To Profit and Loss 

55 

15 

8 

4 

By Balance b/d 

• 

84 

7 

i 


„ Balance c/d 

28 

11 

5 









84 

7 

i 




84 

7 

1 

S 

To Profit and Loss 

28 

11 

5 

»» 

0 

By Balance b/d 

• 

28 

11 

5 


Royalties. A mineral royalty is a charge of' so much per ton 
on every ton of ore or mineral obtained from a colliery, mine, 
quarry, pit, etc. The nationalization of the coal mines has done 
away with coal-mining royalties, and the term “royalty” is now 
used mainly to mean the amount of money payable for the use 
of an asset (e.g. to an author for the right to publish his book). 
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QUESTIONS 

J. What are Hire-Purchase Accounts? Explain the entries to be made (a) in 
the buyers books, (b) in the seller’s books. How is depreciation dealt with? 

V o\m her method ls there of dealing with Hire-Purchase Accounts? 

2. What are Instalment-Payment Purchases? How do they differ from Hire- 
Purchase. What entries are necessary (a) in the buyer’s books, (b) in the seller’s 


EXERCISE XVIII 

t i* Tan X C °'’ Ltd ’’ agrccd to Purchase from the International Wagon Co., 
Ltd. 100 wagons at the price of £50 per wagon, paying for the same by half- 

> early instalments of £300, such instalments to include interest on the unpaid 
purchase money at the rate of 7 per cent per annum. 

The date of the purchase was 1st January, and the first half-yearly instalment 
was due 1st July. 

Write up the X Co. s Account in the W r agon Co.’s books for three years, and 
also write up the Wagon Account in the books of the X Co., Ltd., for the same 
period. ( Chartered Accountants.) 

2. On 1st March, the B. S. Co. obtained machines on the hire-purchase 

system. The price of the machines was £1,150. Payment was to be made, 

as to £150 down and as to the balance at £200 per year with 5 per cent 
interest. 

I he B. S. Co. write off 10 per cent depreciation each year. 

Construct the necessary Ledger Accounts in the books of the Company, showing 
in detail the entries. 

3. A Gas Company deals in stoves on the hire-purchase system. On 1st 
January A purchased a stove from the Company for 55s., to be paid by twelve 
equal quarterly instalments of 4s. 6d. each. 

The stove cost the Gas Company 37s. 6d. 

The four quarterly instalments payable in the first year were duly received by 
the Company. 

How should these transactions appear in the Company’s Ledger, so that the 
year is credited with its proper proportion of the profit earned? (The question 
of depreciation can be disregarded.) [Chartered Accountants.) 

4. The Brown Co. purchases machines on the hire-purchase system over a 
period of five years, payable by annual instalments of £500. The Machine Co. 
charge Interest at the rate of 5 per cent per annum on the yearly balances. 

bhow the accounts in the books of (a) the buyer (depreciation at 10 per cent per 
annum), (6) the seller. 

5. Upon being appointed book-keeper to The Whirlwind Automobile Co., 

Ltd., you^ find that 10 cars have been sent to various people for trial 

purposes, on sale or return.” These transactions, however, have been passed 

through the Company’s books as actual sales at ful list prices amounting in all 
to £5,750. 

Is this correct ? 1 ^ not, what rectifications ol the account* would be 

necessary ? 1 

How should such transactions be treated in the Company’s annual accounts 
as prepared for publication ? [London Chamber of Commerce.) 

6. Is the Profit and Loss Account, as set out on the next page, properly drawn 
up. If not, submit the account as you would present it. 



HIRE-PURCHASE ACCOUNTS 


831 


£ 


To Salaries 

820 

>> 

Depreciation . 

. 1.401 

M 

Purchases 

. 42,600 

>) 

Returns . 

362 

77 

Discounts 

421 

)) 

Dividend paid 

. 3,842 

• J 

Directors’ Fees 

. 1,000 

77 

Trade Expenses 

. 1,200 

77 

Dividend (5% for year) 

. 6,200 

77 

Manufacturing Wages 

. 3,280 

77 

Transfer to Reserve A/c 

. 4,000 

77 

Balance carried to B/S 

. 2,876 



£68,002 


=1 


£ £ 

IS, 200 

17,400 

- 800 

Int. on Invest¬ 
ments . 3,400 


Less Loss on Sale 

of Investments 900 


Balance from last year's 

2,500 

account 

4,321 

Sales . 

59,940 

Error in Books 

120 

Unclaimed Dividends 

321 


£68,002 


(. R.S.A .) 


Profit and Loss Account, 3 b/ December 

By Stock 

Less 1st January 


7. How would you deal with the undermentioned items when preparing the 
Annual Accounts of a Limited Company? 


1. Transfer of £5,000 to Reserve Fund. 

2. £750 Commission and Expenses incurred in the ssue of £8,000 
4% Debentures repayable in 8 years from the date of issue. 

3. Transfer of £3,500 to the Company’s own Marine Insurance Fund. 

4. An issue of 100 5% Debentures of £100 each @ 95, repayable in 
10 years from the date of issue at par. _ (London Chamber oj Commerce.) 


8. Two branches of O’Connor & Co., Halifax, received all their goods at cost 
price from the Head Office. All Cash received is paid to Head Office daily. 

From the following particulars, prepare Profit and Loss Accounts of the 
Branches for the 12 months ended 31st December— 


Rent Account . 

Wages and Expenses . 

Stock, 1st January 
„ at end of year 
Goods from Head Office 
Cash paid to Head Office . 
Goods returned to Head Office 
Sundry Debtors, 1st January 
» „ 31st December 


Aim Rd. 

Beech RcL 

£ 

£ 

220 

300 

515 

403 

550 

840 

430 

901 

9,170 

5,050 

7,000 

6,470 

5 

10 

215 

107 

195 

93 


(Civil Service.) 
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in 9 n The tT aiei ?L RlCC . F u ood Co '>. Ltd ’ 5 was registered as a Private Company 

Ord?n^Sh r ’ VVr u "To 3 ' ° apital ° f & 2 ’ 000 ’ divided into 30 000 
Ordinary Shares of £1each, and 200 Founders’ Shares of £10 each. The latter 

hares were issued, as fully paid, to the inventor of the patent food, in consider- 

ation for the licence granted by him to the Company for the sole right to manu- 

allotted U 2 n 2 n 4 1S n P d- ent ' II 6 lnventor and his friends subscribed for, and were 
Th d r 20,204 ° rdma 7 ' Shares ’ u P° n which 12s. 6d. per share was called up. 
The Company started business on 1st January, and on 30th September an 

of‘the 11 Ordinary Shares'. ^ "" dedared a " d paid ° n the paid - u P P ortion 

rep°e n senm?b7.he be a r bov h e e “ additi ° D l ° 


Advertising 
Bank Loan. 

Bills Payable 
Calls in Arrear 
Carriage . 

Cash at Bank 
Sundry Debtors 
Discount on Purchases 
(less Discount on Sales) 
Electrical Power for 
Factory . 

Extension of Leasehold 
Premises 

Interest on Bank Loan. 
Machinery Purchased . 


£ 

1,668 

2,000 

4,741 

2 

977 

1,311 

3.592 


s. d. 


2 10 - 


93 - - 


151 - - 


2,500 - 
65 - 
8,451 - 


Office Furniture . 
,, Salaries 


Preliminary Expenses . 
Purchases . 

Rent, Rates, Lighting, 
and Insurance 
Sales 

,, Returns 

Stationery and Office 
Expenses 

Sundry Trade Creditors 
Travellers’ Salaries and 
Expenses 
Wages 


£ 

219 

472 

113 

5,816 


s. d. 


247 - - 
8,862 - - 
119 - - 


77 - - 
1,427 - - 


1,166 - - 
2,299 - - 


r 


The Stock-in-hand, as on 31st December, was valued and certified by the 
Managing Director at £3,075. 

You are required to prepare a Trading Account and a Profit and Loss Account 
for the year ended 31st December, and a Balance Sheet as on that date. 

Before preparing these accounts, the following adjustments are necessary. 

(Give the Journal entries.) 

W r^mnP* reCt ° rs dec * dec ^ t0 write off Depreciation on the Machinery at the 
rate oi 10 /0 per annum for the 6 months during which the machines had been 
running. 

(b) The Directors decided that, as the full benefit had not yet been derived 
irom the expenditure upon Advertising and Travellers’ Salaries and Expenses, 
the former item should be spread over 3 years (current year to bear a full share), 
and that one-half of the latter should be carried forward to next year. 

. ( c ) On investigation, it was discovered that the Carriage Account contained 
items amounting to £236, representing Freight on Machinery erected at the h 
factory, and it was decided to transfer this amount to the Machinery Account. 

It was also found that the Wages Account included £93, representing the wages 

of men employed in erecting the machinery; it was decided to treat this item 
in the same manner. 

(d) One quarter’s Rent of the factory, amounting to £52, was owing on 31st 
December, and must be reserved for. (R.S.A.) 
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10 The authorized capital oi the Streamline Engineering Co., Ltd., is £100,000 
in £1 shares. The following trial balance was extracted from the Company s 

books as on 31st December, 1947— 


Issued Capital (70,000 shares) . 

Purchases 

Sales ..••••• 
Machinery— 

31st December, 1946 .... 

Additions during year . 

Fixtures and Fittings, 31st December, 1946 
Carriage Outwards .... 
Salaries (Works £ths, Office £ths) 

Power and Light . 

Repairs to Machinery .... 

Advertising ...... 

Royalties ...... 

Selling Expenses . 

Stock, 31st December, 1946— 

Goods ...••• 
Loose Tools ..... 

Apprentices’ Premiums • 

Rad Debts ...••• 
Profit and Loss Account, 31st December, 1946 
Wages and National Insurance. 

Rent and Rates (Works, £3,729; Office, £627) 
Dividends Received .... 

Discount ....•• 

Interim Dividend ..... 

Printing and Stationery .... 

Reserve. ...... 

Office Expenses ..... 

Investments ...... 

Sundry Debtors and Creditors . 

Cash at Bank ..... 


£ 

32,996 


£ 

70,000 


123,559 


24,080 
1,932 
3.195 
1,649 
8.125 
2,739 
1,312 
1,937 
3,190 
4,109 


8,297 

1,545 


251 

1,187 

50,014 

4,356 

2,625 

1,750 

527 

973 

2,000 

47,293 

10,363 



276 


15,000 


7,158 


£216,445 


£216,445 


You are required to prepare the Manufacturing Account, Profit and Loss 
Accounts, and Balance Sheet of the Company after taking into consideration the 
following matters, assuming any other necessary figures— 

( а ) The following valuations of the Company’s stocks as on 31st December, 

1947, were made— ^ 

Goods ...••••' 9,502 
Stationery ..••••* ^6 

Loose Tools .....•• 1,391 

(б) Wages £247 are outstanding. 

(c) The item “Wages” includes £548 for work done to the Company s 
machinery. Of this amount, £428 is the labour cost of making and erecting new 
machinery and the balance is in respect of repairs. 

{d) On 21st December a claim of £120 was made by the Company against one 
of its suppliers for repayment of an overcharge under a contract for materials. 
The claim was admitted, but no entry in the books had been made. 

(e) The machinery is to be depreciated at 7^ per cent. 

if) £239 of the item “Apprentices’ Premiums” is to be carried forward. 





834 


ADVANCED ACCOUNTS 


„ f , m F T the undermentioned figures which were extracted from the books 

ltr n ,f aCtU T y ° U a - e asked t0 P re P are an account or statement in a form 
which will give the proprietor the maximum information as to his trading results 

mclu dmg the percentages of the various items to turnover, and to state what’ 
conclusions can be drawn from the figures— 


Year Ended 
30th September 


Purchases of Material 
Wages— 

Productive 
Non-productive 

Returns Inwards . 

Discount Received 
Salaries 

Selling Expenses . 

Discount Allowed 
Works Expenses . 

Office Expenses . 

Stock at commencement of year 
Sales . 


1944 
£ 

5,823 

5,064 
620 
472 
180 
1*,560 
1,720 
420 
3,176 
370 
2,189 
20,472 


1945 
£ 

6,494 

6,768 

984 

1,903 

36 

1,584 

2,784 

492 

3,456 

420 

2,876 

25,903 


The Stock of Material at 30th September, 1945, was valued at £1,882. 

12. An English company has a selling branch in New York to which goods 

, V( ? lce at a ^ xed rate * X ear, Y accounts of the branch are sent to England 
p Cre fi C Y aie incorporated in the English books. The accounts sent consist of 

„ r .. 0 / f n T j SS ^ C .^ nt and a balance Sheet — the assets included in the latter 

rVKtJc. o U1 a , nd Equipment; ( b) Unsold Goods; (c) Sundry 

u . Offi 311 . fk\ liabilities consist of: (a) indebtedness to the English 

(A p i * ‘^ undr y Creditors for New York salaries, expenses, etc.; and 

(' c ) th e Profit and Loss Account balance. 

How should the American accounts be incorporated in the English books? 
Illustrate your answer with proforma Journal entries. (R.S.A.) 

. / ate carefully how you would deal with each of the following in drawing 

up the Final Accounts of a limited company— 

(a) Debenture discount not written off. 

( n-n fit ari ? in ?, on l . he re-issue of forfeited shares. 

(I p 1 s .receivable, discounted by the company, but not yet matured. 

[d) Provision for discounts on debtors and creditors. 

remind" mTdiffercmdiW C ° mpany ’ S °' d P remises ' the business havin « been 

rprTinni^ r °f' ° n dle sa *r oF some sbares which have been purchased out of hinds 
temporarily in excess of requirements. 

snnfJ nf T *L * ar * s * ng ^ rom re-purchase in the open market at a discount of 
some of the company’s own debentures. (R.S.A.) 

« 5 har;n<?»K Wn 3 c d ^. 0ne , s are partners in an established trading business in London 

on k?wi PJ2?? m ll J e Proportion of 3 to 2. Smith joined the firm as a partner 

forthwith i/r • u ° n , term * s ^ at wa s to manage a new branch to be opened 

enual ,1 ^ Bnghton r ar ? d t0 receive a salary of £400 per annum, a commission 

of rhe ^ CCnt °L P ro ^ ts earned by the Brighton branch, and 5 per cent 

balanr#* in fr ning P™^ of the whole business: Brown and Jones sharing the 
oaiance in the same proportion as previously. 

ArrrmntT ^ v CT < i ent ' s adowed on Capital Accounts, but not on Current 
6 Der rpnt ; c C ’f u V he P u . r P ose of calculating the Brighton profits, interest at 

assets for dm n..^ 011 /he estimated capital employed there, the fixed 

p rpose being taken at their book value at the beginning of the 
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year (ignoring additions, etc.), and the floating assets estimated on an average 

basis* this estimate for 1946-7 was agreed at £3,000. . 

The following was the Trial Balance extracted Irom the firm s books as on 

31st March, 1947. . , ot7 

Trial Balance, 3b/ March, 194/ 

Dr. 


* 


Capital Accounts— 

Brown, 31/3/46 . . • • 

Jones, 31/3/46 . • • 

Jones, additional brought in, 31/5/46 
Smith, brought in, 30/4/46 
Current Accounts, 31/3/46— 

Brown 
Jones 

Drawings during Year— 

Brown 
Jones 

Smith (excluding salary) 

Purchases, less Returns— 

London 
Brighton 

Sales, less Returns— 

London • • • 

Brighton 

Stock, 31/3/46 (London only) 

Motor Vans— 

London, 31 /3/46 . 

London, bought, 31/12,46 
Brighton, 31/3/46 
Furniture and Equipment— 

London, 31 /3/46 . 

Brighton, 31/3/46 
Brighton, bought, 30/6/46 
Sundry Debtors 
Bad Debts written off— 

London 
Brighton 
Trade Creditors 
Discount— 

London 
Brighton 

Salaries and Wages— 

Smith 

General, London 
General, Brighton 
Rent— 

London 
Brighton 

Trade and Office Expenses— 

London 
Brighton 
Insurance 

Travelling Expenses 
Cash at Bank 
Cash in Hand 


£ 


2,400 

1,600 

100 

80,397 
11,663 


7,390 

4.700 
1,200 
2,200 

3.700 
700 
200 

6,747 

141 

22 


400 
6,195 
1,830 

1,618 

294 

3,408 

888 

223 

174 

333 

45 


Cr. 

£ 

13,000 

6,000 

2,000 

2,000 

539 

218 


92,064 

19,328 


3,177 

204 

38 


£138,568 £138,568 
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S3K& S.“ ol ,h ' *' m ” ” 3 '" Mmh ’ mi ■ «“»«** 

A S ^Zt0,Z 3 '“ “■ ,947 ' "" '•"“I “ «*»’ l-ion, 

(4) During the year stock valued at £5,122 had been transferred from London 
to Brighton, no book entries being made in regard to this 

(c > Depreciation on Motor Vans is to be allowed at the rate ol 25 per cent 
per annum, and on Furniture and Equipment at the rate of 10 per cent per annum. 

£250; Brighton £70 Doubtful Debts are *° be made as follows: London, 

(t) £582 is to be provided for rent in London, £106 for rent at Brighton, £256 

for London general expenses, and £29 for Brighton general expenses Insurance 
paid in advance amounts to £31. 

(f) Insurance and Travelling Expenses are to be charged five-sixths to London 

and one-sixth to Brighton, and the whole of Smith’s salary is to be charged against 
the Brighton shop. (/?$/!) 


lo. Sharpe and Austin entered into partnership upon equal terms as to profits 

or losses of the venture, for the purpose of perfecting an invention with a view 

to its sale to a Syndicate. No interest was to be paid upon partners’ capital prior 

to division of results. Sharpe contributed £300 and Austin £150 to cover the 

cost ol experiments, Austin giving his personal services without salary. 

Upon completion of the necessary experiments, the purchases and expenses 

WC j a ° U - t0 - amounte d to £478. Sharpe then advanced a further £50 

and Austin paid Patent Fees, etc., amounting to £40. 

The invention was sold by them to a Syndicate for £1,000 in cash, which was 

paid to them and 1,000 fully-paid shares of £1 each in the Syndicate, which 
were duly allotted. 

Upon dissolving the partnership, Austin arranged to take over the stock of 
atan a g ree d valuation of £36, and undertook to discharge outstanding 
liabilities (if any). Sharpe consented to take over the 1,000 fully-paid shares at 
an agreed valuation of £50. 

Prepare the accounts necessary upon the dissolution of partnership. 

(.Institute of Book-keepers.) 


. Freeman, Green, and Hardy are professional men in public practice. You 
are squired to prepare their Income and Expenditure Account for the year 
en e 31st May, 1948. and Balance Sheet at that date from the following 

iqTq 16 P artners hip books disclose the undermentioned balances at 31st May, 


Capitals at 31st May, 1947- 
Freeman 

Green .....* 

n Hard v. 

Drawings— 

Freeman .... 
Green .... * 

Hardy .... 

Work-in-Progress at 31st May, 1947 
Cash at Bank .... 

Debtors for Charges Outstanding 
Sundry Creditors 

Repairs. 

Office Furniture 

Typewriters .... 
Petty Expenses . . • 

Insurance .... 


£ 

1,000 

1,000 

1,300 

500 

500 

300 

500 

560 

1,565 

148 

19 

260 

90 

62 
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Printing and Stationery 
Travelling Expenses . 

Light and Heat . 

Rent • 

Staff Salaries . 

Charges rendered ... 

The following partnership salaries are chargeable— 

Freeman . 

Green 

Hardv • * 


£ 
92 
137 
126 
450 
2.170 
3,921 

500 

500 

300 
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After charging these Salaries the partners are entitled to Interest at o per cent 
per annum on their Capitals at the beginning ol the financial year, and then 

profits are divisible— 

Freeman, three-sevenths; Green, two-sevenths; Hardy, two-sevenths. 

At 31st May, 1948— , . . . . , 

{a) Rent of £150 is outstanding and has not yet been entered in the books 

( b) A new typewriter has just been purchased for £30 and had not been 
entered. 

(c) Work-in-Progress is valued at £1,750. 

(d) Debtors to the extent ol £77 are considered doubtful and a provision oi 

this sum is to be made. ^tute °f Book-keepers.) 

17 A firm sends goods to customers on approval very frequently. I hey ask 
you to recommend a method by which their transactions with customers can be 
conveniently recorded. Submit your recommendations, and state how goods out 
on approval when closing the books should be dealt with. Illustrate your answer 

by suitable rulings of any subsidiary book, or books, you suggest, an ma c two 

• . ®. • (W.R.of lorkshire.) 

specimen entries therein. ' ' 


18. J. R. Gregson had the following transactions with F. R. Benson— 


Jan 


1. Balance due Irom Benson 

21. Sold goods to Benson due in one month alter date oi sale . 

,, 31. Drew a Bill on Benson at 1 month’s date. 

Feb. 16. Bought goods from Benson, due in one month alter date ol sa e 
28. Accepted Benson’s Draft at 2 months’ dale . • • 

ai . 1. Bought goods from Benson, due for payment, 31st March . 

Prepare an Account Current to be rendered by J. R. Gregson at 31st March, 
bringing interest into account at 5 per cent per annum. You may work by 
products or sterling. ( W ' R ' °J Yorkshire.) 


Mar. 


£ 

250 

186 

300 

233 

400 

376 








CHAPTER XIX 

INSURANCE AND ASSURANCE ACCOUNTS 
ACCOUNTS OF BUILDING SOCIETIES 

INSURANCE ACCOUNTS 

Insurance or Assurance is a contract under which the insurer for 

assurer or underwriter) undertakes to indemnify the insured or 

assured against a particular loss, or to pay a sum of money on 

the happening of a certain event. The consideration received by the 

insurer is a sum of money called the premium, which may be 

paid weekly, monthly, yearly, or at any other period according 
to arrangement. r 6 

The chief forms of insurance comprise Life, Fire, Marine, Personal 
Accident, and Employers’ Liability, while a large number of insur¬ 
ances are effected annually against risks of Burglary, Loss of Profits, 
Excessive Bad Debts, Embezzlement, etc. 

Insurance and Assurance. The term “assurance” has refer- 

ence to events which are certain to happen, and is almost exclusively 

apphed in this sense to Life risks. The term “insurance” though 

also applied to Life risks, is more particularly applicable to those 

risks which are contingent in their nature, as Fire, Accident, 
Marine Losses, etc. 

PoI * c y» Lhe policy is the document embodying the terms of 
the contract between the insurer and insured. 

Insurance Companies constitute a very important section of com- 

me J c i a er \ ter P r ise, and the majority of them are long-established 
and financially sound undertakings. 

ompanies may be divided broadly into two classes— 

1 | .—1 . . Those in which there are no share- 

o ers in. the ordinary sense of the term, the whole of the profits 

eing lvided among the policy-holders either in the distribution 
of bonuses or in reduction of premiums. 

*k G om P an *es. Those in which the capital is sub- 

Scn , e y shareholders, who receive dividends according to the profits 
ma e, t e policy-holders having no interest in the business except the 
prompt settlement of their claims, unless (in life assurance) their 
policies are endorsed “with profits,” in which case they receive a 
bonus according to the extent of their insurance with the company. 

urrender Value. On the expiry of a period varying with the 
particular companies and policies, a life policy possesses what is 
called surrender value”; it is a security which has a market value 
based upon the amount of the premiums paid less deductions for 

838 
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the risk which has already attached to the insurance and for 
management expenses. The surrender value ol a policy in the 
first few years bears but a small proportion to the premiums paid, 

\ but this proportion increases in later years. A life policy can be 
deposited as security for a loan, though such security is not favoured 
by bankers, as the policy lapses and the security disappears if the 
insured fails to pay the premiums or fails to adhere to the terms 
of the contract, as, for instance, by residing in a forbidden country. 
In any case, the amount of the loan never exceeds the surrender 

value. 

Insurable Interest# An insurance contract is a conti act of 
indemnity, i.e. the object of insurance is to compensate for any loss 
suffered and it is not meant to provide a means of gambling on the 
occurrence or non-occurrence of a particular event by otherwise 
uninterested persons. Consequently the insured must have an 
“insurable interest.” He must be prejudiced adversely by the 
occurrence of the event, otherwise the contract is not valid and 
cannot be enforced in a court of law. 

This insurable interest must exist as regards 

Life Assurance —at the time when the policy is issued. 

Fire and Accident Insurance —at the time of the loss. 

Marine Insurance —at the time of the loss, but when the insurance 

is taken out a bona fide expectancy of interest is sufficient. 

Tariff and Non-Tariff Offices. Tariff' insurers are those com¬ 
panies which have formed committees or associations for the 
pooling of statistical information regarding the incidence of 
hazards and loss ratios, the methodical classification of fire ex¬ 
tinguishment systems, the encouragement of the development of 
those systems, and the establishment of premium rates based on 
those factors as applying to each class of risk. Non-tariff insurers 
are those which prefer to treat each risk on its own individual 
merits rather than on the experience of its class. 

Re-insurance. With a view of averaging losses, insurance 
companies frequently reinsure with other companies risks which 
they have undertaken. A company can only undertake risks 
according to its resources, and, if an insurance is required for a 
risk which would necessitate a departure from this policy, a part 
of the risk is reinsured with another company at an agreed premium, 
which is usually less than the amount received from the person 
effecting the original insurance. 

Procedure. In life assurance a proposal form is filled up, on 
which full particulars are required as to the insured, his general 
health, longevity or otherwise of parents, and any information which 
will guide the insurer in fixing the premium. The questions must 
be answered in “utmost good faith,” as insurance is a contract in 
which failure to disclose all material facts avoids the policy. This 
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is, of course, a necessary provision, as the person seeking the insur¬ 
ance is the only one who can provide the information upon which 
the premium is based. 

In marine insurance the particulars are inserted in a “dip” 
If the insurance is being effected with a member of Lloyd’s the slip 
is filled up by the broker, who then approaches various under¬ 
writers until the whole amount to be insured is underwritten, the 
sup being initialed by the underwriters concerned, the share of 
the risk undertaken in each case being added. The policy is then 
drafted, embodying the particulars contained in the slip. Should 
a oss occur before the policy is made out, the slip is produced as 
evidence of the date when the insurance was effected, but it is 
necessary to complete the policy before a claim can be made. 

7 he statutory requirements regarding the conduct of insurance 
business and the accounts to be kept are given in the Assurance 
Companies Act, 1909, and later Acts. 

Before passing to the accounts, the student should note carefully 
the following important points— 

1. The published Accounts are in the form laid down by the 
Assurance Companies Acts, 1909-1946, and the Eighth Schedule, 
III (26), of the Companies Act, 1948. 

2. The income and expenditure is recorded in form (a) Revenue 
Account (termed First Schedule); ( b ) Profit and Loss Account 
Termed Second Schedule). This latter approximates to a Profit 
and Loss Appropriation Account. 

3. The Revenue and Profit and Loss Accounts are in reverse 

form, i.e. the gains are on the Debit side, the expenses on the 
Credit side. 

4. The accumulated surplus of premiums and consideration for 

granted over claims, annuities, and expenses, i.e. the 
Fund, is entered in the Revenue Account on the debit side at 
the commencement of the year, and the “Fund” at the end of 

c e year will be the balancing item on the credit side (being brought 
forward as a debit balance next year). 

o. Interest and dividends (being gains) are shown on the debit 
ude of the Revenue Accounts, but they must be shown Gross 

s ^ own separately as a deduction therefrom, 
o. I he Balance Sheet (Third Schedule) is drawn up on the usual 
ines, i.e. assets on the right hand and liabilities on the left hand. 

7. A special form is required for the Revenue Account according 
to the class of business transacted, viz.— 

Form A. Life Assurance. 

B. Fire Insurance. 

C. Accident Insurance. 

D. Employers’ Liability Insurance. 

E. Bond Investment. 
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FORMS OF INSURANCE ACCOUNTS AND 

BALANCE SHEET 

By Section 4 of the 1909 Act it is provided that every assurance 
company shall, at the expiration of each financial year of the 
company, prepare— 

(a) A revenue account tor the year in the form or lorms set forth in the First 
Schedule to this Act and applicable to the class or classes ot assurance business 
carried on by the company; 

( b ) A profit and loss account in the form set forth in the Second Schedule 
to this Act, except where the company carries on assurance business ot one class 
only and no other business; 

(c) A balance sheet in the form set forth in the 1 hird Schedule to this Act. 

The forms of account referred to are as on the following pages. 


Example i. The balances of a Mutual 1 Life Assurance Co. 
appear in the books on 31st December, 19. .. 


BALANCES 

Dr. 

Cr. 


(in £000’s) 

(in £000V 


£ 

£ 

Mortgages 

1,500 | 


Ground Rents ..••••• 

14o 


Loans . ,. 

155 


Investments . . . . • • • • 

1,120 


Surrenders . 



Agents’ Balances . 

5 


Railway Stocks ...•••• 

100 i 


Outstanding Premiums .••••• 

3o 


Premiums 


3,394 

Claims by Death . £1.000 



Maturity .... 700 




1,700 


Commission . 

14 


Consideration for Annuities Granted 


420 

Interest and Dividends . . • • • • 


100 

Annuities ........ 

12 


Fund ......... 


950 

Bank ......... 

50 


Expenses of Management ..... 

3 



i £4,864 

£4,864 


1 

1 


You are required to prepare Final Accounts, ignoring £ 1,000’s. 


‘ No share capital exists as contrasted with a proprietary company where there 
is a share capital owned by the shareholders or “proprietors.” 
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First Schedule 

REVENUE ACCOUNT OF THE MUTUAL LIFE ASSURANCE CO 
FOR THE Year Ended 31st December, 19.., in Respect of Life Assurance Business 

Cr. 



Amount of Life Fund 

Premiums 

* # • • 

£ 

950 

3.394 


Consideration for Annuities 


Granted . 

Interest and Dividend' £ ? 

420 


Ifss Income Tax. ? 

100 



£4,864 



—~ t ^ H 


Liabilities 
Life Assurance Fund 


Claims by Death . £1,000 

m „ Maturity 700 

Surrenders 
Annuities 
Commission . 

Expenses of Management 
Amount of Life Fund 


1,700 

25 

12 

14 

3 

3,110 


£4,864 


Third Schedule 

BALANCE SHEET 
as at 3Ist December, 19.. 



Assets 

Mortgages . 

Loans. 

Investments— 

British Government 
and other Funds fin 
specified order] 
Railway Stocks. 
Ground Rents . 


1,120 

100 


£ 

1,500 

155 


Agents’ Balances . 
Outstanding Premiums 
Bank . 



1,365 

• 

5 

• 

35 

• 

50 

• 

£3,H0 


The Second Schedule (i.e. Profit and Loss) will simply consist of 
the balance of revenue (i.e. First Schedule) as there are no appro¬ 
priations or other profits in this illustration. 

In the foregoing illustration it will be noted that there was an 
accrual item, “Outstanding Premiums.” This would have been 
created by the following Journal entry— 

. (a) (b) 

Outstanding Premiums Account Dr. I — I 

To Premiums Account 1 — 


In addition to the above a similar entry would be required where 
interest and dividends are outstanding, i.e._ 

{a) (b) 

Interest and Dividends Outstanding Account Dr. I — 

To Interest and Dividends Account 1 I — 

1 The above are credits in the books, but debits in the First Schedule. 
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On the reverse side there will be adjustments lor the following 

items accruing against the company 

(1) Claims admitted but not paid. 

(2) Claims for surrenders admitted but not paid. 

The entries will be— 

(b) (a) 

(1) Claims Account 

To Claims Outstanding Account 

(2) Surrenders Account ^ )r - 1 

To Surrenders Unpaid Account 


Items in columns marked (a) are assets or liabilities, whilst those 
in columns marked ( b ) are revenue items, and these appear on 

the reverse side in the First Schedule. 

Care must be exercised in dealing with this type of problem 
because accruals may be listed with the balances although they have 
not actually been made, in which case they must be eliminated 
from the Trial Balance; if they have already been dealt with, then 
the effect has been already given thereto in the accounts and the 
item is either an asset, e.g. outstanding premiums, or a liability, 
e.g. claims unpaid. 

Example 2. From the following information prepare final 
Accounts in abridged form. 


BALANCES 


Premiums received 
Claims paid 
Assets . 

Liabilities . 

Fund-opening 
Capital . 

Interest and Dividends received 
Surrenders paid 


Dr. Cr. 


£ 

£ 

400 

4,000 

1,100 

630 


600 

• 


2,000 


ISO 

110 


£4,510 

£4,510 


£ 

(1) Premiums outstanding . • • • • • • T? 

(2) Accrued Interest and Dividends ..... a7 

(3) Claims admitted but not paid •••••• 

(4) Surrender Claims not paid . • • t ' * * * 


The Premiums Account will be credited with £45, making the 
premiums £1,145 and an asset of £45. The second item will be 
dealt with in a similar manner. Items 3 and 4 will be dealt with in 
the opposite direction, i.e. (3) Claims Account ol £400 will be 

1 The above are debits in the books, but credits in the First Schedule. 









844 


ADVANCED ACCOUNTS 


increased to £432 and a liability created of £32: similarly with 
item 4. 7 


First Schedule 

REVENUE ACCOUNT 


Fund (Opening) . 

£ 

600 


Claims (3) . 

£ 

432 

Premiums (1) 

Interest and Dividends 

( 2 ) • • £ ? 
Less Income Tax ? 

1,145 

217 


Surrenders (4) 

Fund (Closing) . 

121 

1,409 


£1,962 



£1,962 


Third Schedule 


BALANCE SHEET 


Liabilities 

Capita] . . . . 

Fund 

Liabilities . 

Claims (3) . 

Surrender Claims (4) 

£ 

2,000 

1,409 

630 

32 

11 

Assets 

Sundry Assets 

Premiums outstanding (1) 
Interest and Dividends out¬ 
standing (2) 

£ 

4,000 

45 

37 


£4,082 


£4,082 


Example 3 . On 31st December, 1950, the books of the Safety 
Assurance Co., Ltd., contained the following balances in respect of 
the personal accident insurance— 


Estimated Liability in respect 
of Outstanding Claims— 

On 31st December, 1949 3,500 

On 31st December, 1950 7,600 

Provision for Unexpired Risks 
on 31st December, 1949 . 35,000 

Expenses of Management . 20,000 

Commission . . % 12,500 

Claims Paid (less Reinsur¬ 
ances received) . . 38,500 


£ 

Medical and Legal Expenses 
in connexion with Claims 2,500 

Premiums .... 75,000 

Interest and Dividends— 

Amount received after de¬ 
duction of tax . . 3,100 

Profit on Sale of Securities . 350 

Reinsurance Premiums . 5,000 

Reinsurance Recoveries . 1,000 


Prepare in detail the Personal Accident Insurance Account, re¬ 
serving for unexpired risks 40 per cent of premiums, and treating 
the surplus, if any, as additional reserve. 
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SAFETY ASSURANCE CO., LTD. 

First Schedule 

(c) Form Applicable to Accident Insurance Business 


Dr. REVENUE ACCOUNT for the Year Ending 31st December, 1950 


Amount of Accident Insurance 
Fund at the beginning of 
the year— 

Reserve for un¬ 
expired risks . £35,000 

Total estimated lia¬ 
bility in respect 
of outstanding 
claims . . 3,500 

Additional Reserve — 

Premiums . 

Interests, Dividends 

and Rents . £ ? 

Less Income Tax ? 

Other Receipts— 

Profit on Sale of Securities . 

Reinsurance recoveries . 


38,500 

75,000 


3,100 

350 
1.000 


Payment under policies, in¬ 
cluding medical and legal 
expenses in connexion there¬ 
with (Net) 1 
Commission. 

Expenses of Management 
Other Payments— 

Reinsurance Premiums 
Amount of Accident Insur¬ 
ance Fund at the end of the 
year— 

Reserve for un¬ 
expired risks, 
being 40% of 
premium in¬ 
come for the 


year 

£30,000 

Total estimated lia¬ 


bility in respect 


of outstanding 


claims 

7,600 

Additional Reserve 

1,850 


41,000 
12,500 
20,000 

5,000 


£117,950 


39,450 

£117,950 


1 It should be noted that where there are any reinsurance premiums, the 
claims figure will be reduced by the amount applicable to claims made against 
other insurance companies for which they have undertaken liability under such 
reinsurance. 
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A • e 4. From the following Trial Balance prepare Final 

Accounts in correct form. 


TRIAL BALANCE 


Dr. 


Cr. 


Share Capital. 

British Government Securities 
Dominion and Colonial Govern 
ties .... 

Foreign Government Secur.ties 
Reserve for Income Tax . 
Interest and Dividend^ . 
Agents’ Balances 
Claims admitted but not paid 
Outstanding Interest and Divid 
Bank .... 

Fire Insurance Fund 
Profit and Loss 
Premiums— 

Fire .... 

Life .... 

Claims pa d and outstanding— 
Fire 

Life . . 

Commission— 

Fire .... 

Life .... 

Expenses ol Management— 

Fire .... 

Life .... 
Income Tax . 

Life Fund 


ment Securi- 


nds 


140,000 

60,000 

60,060 


12,500 

1,500 

68,780 


£ 

200,000 


11,000 

71,000 

1,100 

8,800 

9,200 

13,460 

14,600 


10,000 

15,000 

32,000 


7,000 

31,000 

27,000 

102,000 


48,000 


£472,000 £472,000 


Pending the q.uinquennial valuation in respect ol the life branch 

a reserve of 45 per cent of premium income is to be made in the 
life and fire branches. 

The funds will be those at the commencement. If all the Revenue 
Accounts had been closed off prior to the extraction of the Trial 
Balance, the “Funds” would be closing funds. 
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First Schedule 

( a ) 1 Form Applicable to Life Assurance Business 
Dr. REVENUE ACCOUNT for the Year Ending. 



£ 



£ 

Amount of Fund at beginning 



Claims paid and outstanding— 


of year .... 

48,000 


by Death . • £ ■ 


Premiums .... 

102,000 


by Maturity . 

71,000 




Commission. 

8,800 




Expenses of Management 

13,460 




Reserve for unexpired risk*, 





being 45% of the premium 





income for the year . 

4.->,900 




Transfer to Profit and Loss 





Account . 

10,840 


£ 150,000 



£150,000 


First Schedule 

( b ) Form Applicable to Fire Insurance Business 
Dr. REVENUE ACCOUNT for the Year Ending. 


Amount of Fund at the begin¬ 
ning of year 

Premiums .... 

£ 

7,000 

27,000 


Claims paid and outstanding . 
Commission. 

Expenses of Management 
Reserve for unexpired risks 
being 45% of the Premium 
Income for the year . 
Transfer to Profit and Loss 
Account . 

£ 

11,000 

1,100 
9,200 

12,150 

550 


£34,000 



£34,000 


Second Schedule 

Dr. PROFIT AND LOSS ACCOUNT for the Year Ending . Cr. 



i 

£ 



Balance b/f .... 
Interest, Dividends, and 

31,000 



Rents not carried to 
any other Account . £ ? 




Less Income Tax . ? 

15,000 



Transfer from Fire Insurance 
Account .... 
Transfer from Life Assurance ' 

550 



Account . 

10,840 




£57,390 




. 



Income Tax 

Balance carried forward as 
per Third Schedule . 


£ 

14,600 

42,790 


£57,390 


f 


1 Actually the form is subdivided into business done within the United 
Kingdom and out of the United Kingdom. 
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Third Schedule 

BALANCE SHEET of the.on the 


Liabilities 

Capital authorized and issued— 
200,000 shares of £ 1 each, fully paid 
Life Assurance Fund 
Fire Insurance Fund 
Sinking Fund and Capital Redemp¬ 
tion Fund . 

Profit and Loss Account 
Claims admitted or intimated, but not 
paid . 

Other Funds. . 

Income Tax Reserve « 


200,000 

45,900 

12,150 


42,790 

32,000 

10,000 


£342,840 


Assets 

Mortgages on Property in the U.K. 
Mortgages on Property outside the 
U.K. 

Loans on Life Interests— 
Reversions. 

Stocks and Shares 
Investments— 

British Government Securities 
Dominion & Colonial Government 
Securities 

Foreign Government Securities 
Railway and Other Debentures 
Railway and other Preference and 
Guaranteed Stocks . 

Railway Ordinary Stocks 
Rent Charges . 

Freehold Ground Rents 
Leasehold Ground Rents 
House Property . 

Reversions. 

Agents' Balances . 

Outstanding Premiums . 
Outstanding Interest,Dividends, and 
Rents 

Bills Receivable 

Cash: on Deposit . . £ ? 

on Hand and on 
Current Account i 


Other Assets (specified) 


140,000 

60,000 

60,060 


12,500 


1,500 


68,780 


£342.840 


The Balance Sheet is given in more detail than is required by 
the question in order to show the main contents and sequence. 


ACTUARIAL REPORT 

Section 5 provides that every assurance company shall once in 
every five years or at such shorter intervals as may be prescribed 
by the instrument constituting the company or by its by-laws, 
cause an investigation to be made into its financial condition, 
including a valuation of its liabilities, by an actuary, such abstract 
to be made in the forms provided. 


WINDING UP OF ASSURANCE COMPANY 

Every company formed to conduct insurance business alter 
October, 1945, must be incorporated with a paid-up share capital 
of £50,000 or more. An insurance company which carries on a 
general business is, after the expiration of two years from beginning 
such business, liable to be wound up by order of the Court if the 
value of its assets is not more than its total liabilities by either 
£50,000 or one-tenth of the general premium income of the com¬ 
pany in the last preceding financial year, whichever amount is 
greater. 






INSURANCE AND ASSURANCE ACCOUNT 


849 


ASSIGNMENT OF A LIFE POLICY IN SATISFACTION 

OF A DEBT 

It frequently happens that a debtor assigns his life policy to a 
creditor in satisfaction of his liability, in which case the assignee 
must pay the premiums. In taking over the policy the creditor will 
credit the debtor only with its surrender value, as this is the value 
which is available on surrender, the assignee being in no better 
position than the assignor. 

If, in the creditor’s books, there remains a debit balance on the 
debtor’s account after the credit given for the surrender value of 
the policy, it will be written off to Bad Debts Account. There are 
alternative treatments in respect of the policy and the premiums, 
viz.— 

Upon receipt of policy— 

(1) a) Debit Policy Account with surrender value. 

Credit Debtor with surrender value. 

( b ) Debit Bad Debts Account with loss. 

Credit Debtor. 

(2) Debit Policy Account with investment value. 

Credit Debtor with surrender value. 

Credit (a) Policy Account with the excess of investment over surrender 

value, or 

( b ) Bad Debts Account do. do. 

Treatment of Premiums. The premiums paid may be dealt 
with as follows— 

(a) Debit Profit and Loss Account. Credit Cash. 

( b) Debit Capital, Drawings, Current or Reserve Account in profit and loss 
ratios. Credit Cash. 

(c) Debit Life Policy Account. Credit Cash. 

((/) As in (c), and debit the Life Policy Account with loading for interest, 
and credit Profit and Loss Account. 

(e) Each year bring down the balance (representing the investment or 
surrender value) either in the Life Policy Account or by adjustment of the 
Reserve, writing off the difference as in (a) or ( b ). 

(/) Debit premiums to the Life Policy Account and revise the value thereof 
through the Life Policy Reserve Account, the value in question being invest¬ 
ment or surrender value. 1 

If the policy is to be maintained at investment value, interest 
may be debited thereto and credited to Profit and Loss Account; 
but if it is to be maintained at surrender value, the latter value 
will be credited in the Policy Account and brought down, the 
difference being transferred to the debit of Profit and Loss Account, 
as the increase in surrender value will be less than the premium paid. 
Upon receipt of policy money— 

Debit Cash. Credit Policy Account. 

Debit Policy Account. Credit Profit and Loss Account. 

' . There are companies which deal with policies by way of purchase and sale. 

I heir price will be generally higher than surrender and lower than investment 
value. 
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i • ^ e. A, owing B £1,000, agrees to assign his life policy 

to him in complete discharge of the debt. The assignment is made 
on 1st July, 1948, the policy being for £1,750. The premium is 
£60, payable yearly on 1st September. 

On 15th January, 1950, A dies, the policy money being paid to 
B on 31st January, 1950. 

The surrender values are (1) at the date of assignment, £320* 

(2) at 31st October, 1948, £358; and (3) at 31st October, 1949,’ 
£398. 

B prepares his accounts annually at 31st October. 

Assuming that B desires to keep the policy at its surrender 
value, show the necessary Ledger Accounts in his books. 


IS ! . 


A. 


Cr. 

1943 

To Balance b/d 

£ 

1948 


£ 

July 1 

1,000 

July 1 

By Life Policy Account re 





A.— 

Policy taken over in 






discharge, Surrender 
Value . 

320 





„ Bad Debts Account 

680 



£i.ooo 



£1,000 

—- — 


t 1 




LIFE POLICY ACCOUNT No. 


Dr. 


re A. 


Cr. 

1948 


£ 

1948 

1 

£ 

July 1 

To A.—Policy taken over, 


Oct. 31 

By Profit and Loss Account. 

22 


Surrender Value 

320 


, Balance c'd. 

358 

Sept. 1 

„ Cash—Yearly Premium 

60 






1 £380 



£380 

1948 



1949 



Nov. 1 

To Balance b/d 

358 

Oct. 31 

By Profit and Loss Account. 

20 

1949 
Sept. 1 

„ Cash—Yearly Premium 

60 


„ Balance c/d. 

398 



£418 



£418 

1949 
Nov. 1 

To Balance b/d 

398 

1950 
Jan. 31 

By Cash . . « 

1,750 

1950 
Jan. 15 

„ Profit and Loss Account 

1,352 





t 

1 

£1,750 



£L750_ 


_ ± _i 



_1 



Alternatively, the same result may be arrived at by showing the 
Policy at its nominal value and opening a Policy Reserve Account 
thus (dealing only with the first year)— 

LIFE POLICY ACCOUNT 

Dr. re A. Ct. 


1948 
July 1 

To A.—Policy taken over. 
Surrender Value 
, Life Policy Reserve 

£ 

320 

1,430 





£1,750 
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LIFE POLICY RESERVE 
Dr. Ti A. 


1 

1948 | 
Sept. 1 
Oct. 31 

1 

To Cash—Yearly Premium 
Balance c/d l 

£ 

60 

1.392 

1943 
July l 

Oct. 31 

By Life Policy Account— 

Tt A. ... 

Profit and Loss Account. 

£ 

1.430 

22 



£M52 

1948 
Nov. 1 


£1.452 




By Balance b/d 

— 

1 

CO 

»o 


Ignoring interest, there is a profit of £630 to B ; arrived at as 

follows— £ £ _ 

Profit on Life Policy 1,352 

Less amounts written ofi— 

Year ended 31st October. 1948 . . . .22 

1949 . . . • 20 

” ” _ 42 


Balance 

I.ess Bad Debt written off. 


Profit 


1,310 

680 

£630 


This may be reconciled with the cash receipts as follows 

£ 

Cash received on 31st January, 1950 . • 

Less Premium paid on 1st September, 1948 

1949 


60 

60 


i • 


£ 

1,750 

120 


Net Cash received 
Less Debt due by A. 


1,630 
1,000 


Profit 


£630 


ACCOUNTS OF BUILDING SOCIETIES 

Under the Building Societies Act, 1894 (Section 2), the annual 
account is to be submitted “in such form and shall contain such 
particulars as the Chief Registrar of Friendly Societies may from 
time to time, with the approval of a Secretary of State, direct, 
either generally or with respect to any society or class of societies.” 

The main sections of the published accounts are as below— 

Receipt and Payments Account , being a summarized copy of the 
Building Society’s Cash Book. 

Revenue and Expenditure Account , consisting of Shareholders’ 
Account, Deposit and Loan Account, Mortgages Account, Profit 
and Loss Account, and Appropriation Account. 

Liabilities and Assets Account , the equivalent of a company’s 
Balance Sheet, but in Dr. and Cr. form, using the prefixes “To” 
and “By” as in an ordinary account. 

1 Nominal value of policy, £1,750. less surrender value ol policy, £358 
28 —(B. 1405 ) 
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Building Society Loans. Some societies debit interest monthly; 
others debit it only once a year; others, again, adjust the capital 
quarterly. The method to be adopted will be stated in the question 
set by an examiner, and the following is an example— 

Example. A building society states that a loan of £400 over a 
period of ten years at 4\ per cent per annum interest will be repaid 
by monthly payments of £4 4s. 3d. Show the account of the 
borrower in the books of the Building Society. 


Dr. 


Year 1 Loan . 

Interest 


LOAN ACCOUNT 



£ s. d. 
400 - - 
18 - - 


£418 - - 


Year 1 Repayments 
Balance c/d 



Year 2 Balance b/d 
Interest 


367 9 - Year 2 Repayments 

16 10 8 Balance c/d 

£383 19 8 


50 11 - 
. 333 8 8 

£383 19 8 


Year 3 Balance b/d 
Interest 


Year 4 Balance b/d 
Interest 


333 8 8 1 Year 3 Repayments 
15 - 1 I Balance c/d 


£348 8 9 


297 17 9 
13 8 1 


£311 5 10 


Year 4 Repayments 
Balance c/d 


50 11 - 
. 297 17 9 



£311 5 10 


Year 5 Balance b/d 
Interest 


260 14 10 Year 5 Repayments 
11 14 8 Balance c/d 

£272 9 6 


50 11 - 
. 221 18 6 


£272 9 6 


Year 6 Balance b/d 
Interest 


221 18 6 
9 19 9 


£231 18 3 


Year 6 Repayments 
Balance c/d 


50 II - 
181 7 S 


£231 18 3 


Year 7 Balance b/d 
Interest 


181 7 3 

8 3 3 


£189 10 6 


Year 7 Repayments 
Balance c/d 


50 11 ' 
138 19 8 



Year 8 Balance b/d 
Interest 


138 19 6 
6 5- 


145 4 6 


Year 9 Repayments 
Balance c/d 


. 50 II - 

94 13 8 



Year 9 Balance b/d 
Interest 


94 13 6 
4 5 2 


£98 18 8 


Year 9 Repayments 
Balance c/d 


50 11 ; 
48 7 « 

£9fTt8~t 


Year 10 Balance b/d 
Interest 


48 7 8 I Year 10 Repayments 
2 3 4 1 


50 11 " 


£50 11 
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QUESTIONS 

1. Explain the characteristics of the two classes of life assurance companies— 

Mutual Companies and Proprietary Companies. 

2. What is the “surrender value” of a life policy? Upon what is such value 

based ? . 

3. What is an ‘insurable mteresl' ? Explam by reference to examples^ 

4. Explain “Non-tariff” office; re-insurance; "proposal form ; slip. 

5. What are the statutory provisions regarding the preparation of yearly 
accounts? Give an outline of Revenue Account in respect of life assurance. 

6. At what periods are the profits ascertained and what information must be 

supplied at the quinquennial audit ? . . .. , 

7. In what way are the accounts of Building Societies controlled. 

EXERCISE XIX 

1. The Steadfast Assurance Co., Ltd was re g ist ered in l9. ., and dur l ng Aat 
year the whole of the Share Capital (consisting of 10 °, 0 °0 shares ol ^l each) 
was paid up in full. Submit pro forma accounts for the year ended 31st December 
hi accordance with the provisions of the Assurance Companies Act, 1909, and 
point out wherein the form of the prescribed accounts varies from that usual y 
employed by Companies registered under the Companies Acts. (/Cb./l.) 

31st December, the balances of the General Ledger of the Holdfast 

Assurance Co. were as follows . - . 

Funds as on 1st January, £1,557,060; Premium Account, £142,000; Claims 
Account £70,050; 'Annuities Paid, £1,260; Commission Account, £6,032 
Interest and Dividends Account, £51,000;' Transfer F ^ Acc° un t, £10o, 
Surrenders Account. £11,201; Management Expenses Account. £16,670 
Shareholders’ Dividends Account, £2,500; Claims admitted bul. no paid 
V Account, £7,200; Sundry Creditors Account £3,980^ “? r tga « *n 
United Kingdom, £1,201,450?' Loans on Pohc^s £5^060 Investments. 
Government Stocks, £204,000; British Railways, £>' ,8 .-66. Home ropert> 
£7,500; Agents’ Balances, £ 12 , 200 ; Outstanding Premiums, £9,-00, Out 
standing Interest, £12,040; Cash at Bank, £16,982. , 

Prepare Revenue Account and Balance Sheet as Conmerc,) 

3. Give a form (or forms) of ruling of a Cash Book, suitable lor the recording 
of the Receipts and Payments of a Life Assurance Co. with a large bu^ness arid 

many agencies. * * 

(jAprenare, in the proper statutory form, the Revenue Account of the Minster 
Assurance Co., Ltd., for the year ended 31st December, from the following 

figures— ^ 

Claims: By death, £76,140; by maturity, £30,110. Premiums £705,690.. 
Transfer Fees £129.‘''Consideration for Annuities granted, £8-,1-7. Annuities 
paid, £53,461.' Bonuses paid in Cash, £2 416- Expense of Management, 
£31,920.' Commission, £9,574.- Interest, Dividends and Rents £97,840' 
Income Tax thereon, £5,710.' Surrenders, £13 140.- Bonuses in reduction of 
Premiums, £980.- Dividends paid to Shareholders, £5,o00. Amount of Lite 

Assurance Fund at the beginning of the year, £1,521,000. ^ 

(London Chamber oj Commerce.) 

^The undermentioned figures have been extracted from the books of the 
Thamesmouth Life Assurance Co., Ltd., as on 31st December. 

Amount of Life Assurance Fund at the beginning of the year . £1,650,540 
Fines for revival of Policies ....... 620 

Expenses of Management ....... 86,460 

Amount of Life Assurance Fund at the end of the year . . 1,810,120 

Prepare the Revenue Account of the Company, inserting imaginary figures tor 
the remainder of the items you would expect to find in such an account. 

(R.S.A.) 
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(eMCom the following figures relating to the Devonshire Life Assurance Co., 
compile its Revenue Account and Balance Sheet for the year ending 31st December, 
in the prescribed form. Shareholders’ Capital £250,000 in 2,500 shares of £100 
each, with £10 paid up on each. 


Shareholders’ undivided 
Profits . . . . 

Life Assurance Fund on 
1st Jan., including paid- 
up Capital and undivided 
Profits . 

Claims by death 

,, matured by survi 
vance . 

Surrenders 
Commission 
Premiums 

Interest, Dividends, and 
Rents received 
Management Expenses 
Dividends to Shareholders 
Fines and Fees . 

Income Tax 
Written off Securities upon 
Re-valuation 
Mortgages in United King¬ 
dom 


£ 

33,786 



1,825,412 

93,067 

47,466 

8,636 

8,224 

134,872 

72,563 

25,860 

3,265 

201 

3,525 

17,089 

172,332 


Loans on Company’s 
Policies 

Freehold Ground Rents 
Claims admitted, but not 
paid .... 
Claims announced—not ad¬ 
mitted .... 
Colonial Government Se¬ 
curities 

Railway Shares, etc. . 

House Property. 

Agents’ Balances outstanding 
Outstanding Interest and 
Rents receivable 
Outstanding Premiums— 
Head Office . 

Sundry Creditors 

Cash in hand and at Bank . 

Furniture and Fittings 


90,152 

1,218,310 

5,846 

22,846 

147,259 

74,145 

105,292 

19,970 

16,968 

1,465 

142 

5,994 

2,857 


7yAre Assurance Companies under any statutory obligations with regard to 
their annual accounts? 

From the undermentioned figures, prepare the Revenue Account of the East 
Coast Assurance Co., Ltd., for the year ended 31st December, and state the 
amount of Life Assurance Fund on that date. 

£ 


Amount of Life Assurance 
Fund at the beginning of 
the year . . . 2,567,000 

Surrenders . . . 9,462 4 

Premiums ... 620,500 

Consideration for Annuities 
granted 

Bonuses paid in cash . 

Expenses of Management . 


38,450 

7,480 

18,750 


Interest and Dividends 
Income Tax paid thereon . 
Annuities paid . 
Commission 

Fines for revival of Policies 
Claims (by death) 

„ (by maturity) 
Dividends paid to Share¬ 
holders 


£ 

64.500 ^ 
3,762 

21,640 ^ 
10,700 ✓ 
120 - 

12.500 - 
27,800 - 

10,450 


(London Chamber of Commerce.) 

8. The following are the Ledger Balances of a Life Assurance Society on 31st 
December, and include a year’s transactions. The Assurance Fund is excluded— 


Premiums received 
Interest, Dividends, and 
Rents (Cr.) 

Claims paid and outstanding 
Surrendered Policies . 
Commission 
Management Expenses 
Depreciation of Investments 
Capital . 

Claims admitted, but not 
paid (Cr.) 


£ 

60,000 Y Sundry Creditors 
Mortgages 

30,000u Loans on Life Interests, 
60,000 '' Reversions, etc. 

5,000 Investments 


£ A 
1,000 

90,000 


✓ 

y 


Outstanding Premiums (good) 

Interest . 


2,000 

5,000 

7,000 4 Cash in hand and with 
30,000 

11,000 


Bankers 


350,000 ^ 
400,000 ^ 
6,000 „ 
1,000 „ 

15,000 
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Prepare a Balance Sheet and Revenue Account showing the Assurance Fund 
as on 31st December, and state by how much it has increased during the year. 

(Chartered Accountants.) 

/cJY&epare a Revenue Account and Balance Sheet from the following list ot 
b^tJmces in the books ol a Life Assurance Co. 

£ 


Assurance Fund at the 

beginning of the year . 3,600,000 


Annuities Paid 
Bonuses to Policy-holders 
British Government Securi 

ties . • • 

Consideration for Annuities 
granted 
Claims Admitted, but not 
paid 

Claims Paid 
Commission Paid 
Cash at Bank . 

Expenses of Management 
Indian and Colonial Govern 
ment Securities 
Interest and Rents received 
Loans on Company’s Policies 


£ 

6.000 


12,500 

15,000 


190,000 

14,000 H 

14,500 
280,000 v 

27,000 
45,000 
37,000 


110,000 

130,000 

280,000 


Leasehold Ground Rents 
(Investments) 

Mortgages within the 

United Kingdom . . 800,000 

Mortgages on Rates . . 1,200,000 

Other Sums owing by the 

Company • 

Outstanding Premiums and 
Agents' Balances 
Outstanding Interest re¬ 
ceivable) 

Premiums 

Premises and Furniture 
Reserve Fund . 

Rent Charges (Investments) 

Railway and other Deben¬ 
tures • 

Surrenders 


1,200 

56,000 , 

57,000 

460,000 

26.000 

150,000- 

36,200 


1,150,000 
. 42,000 

(i Chartered Accountants.) 

10. From the following Trial Balance prepare Balance Sheet and Revenue 
Account of the Life Assurance Society. 


Mortgages on Property 
within the United King¬ 
dom .... 

Mortgages on Property out 
of the United Kingdom . 

Loans on Life Interests 
,, on Reversions . 

,, on Society’s Policies 
within their surrender 
values .... 

Investments— 

Municipal Securities, 
United Kingdom 
Indian and Colonial 
Government Securi¬ 
ties 

Freehold Ground Rents 
Reversions 

Outstanding Premiums 

Outstanding Interest, Divi¬ 
dends, and Rent 



400,000 

50,000 

100,000 

200,000 


600,000 


500,000 


1,000,000 

800,000 

500,000 

50,000 

10,000 


Surrenders on Business 
within the United King¬ 
dom . 

Surrenders on Business out¬ 
side the United Kingdom 
Cash in hand . 

Claims admitted, but not 
paid (Cr.) . • • 

Claims on Business within 
the United Kingdom 
Claims on Business outside 
the United Kingdom 
Sundry Creditors 
Amount of Life Insurance 
Fund at beginning of year 
Expenses of Management . 
Premiums on Business with¬ 
in the United Kingdom . 
Premiums on Business out¬ 
side the United Kingdom 


£ 

20,000 

1,000 

50,000 

10,000 

200,000 

10,000 

15,000 

4.000,000 

20,000 

480,000 

6,000 


[Note. £10,000 Indian and Colonial Government Securities have been 
deposited with the Government of South Africa in respect of Life Assurance 
business.] (Incorporated Accountants.) 

11. H. Stevens owes £1,000 to Harry Redman for goods supplied, but as he 
is unable to pay the debt he agrees to assign his Life Assurance Policy to H. 
Redman as at 1st January, 1942. The policy is for £1,800 without profits payable 
at the age of 55 or previous death, and carrying an annual premium oi £90. 
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H. Stevens’s present age is 47, and the surrender value of the policy is £607. 
Harry Redman elects to keep the Policy alive by paying the annual premiums 
as and when they become due, and in consequence pays the first premium of 
£90 on the 31st December, 1942, and subsequent premiums on the same date 
each year. 

I he surrender value of the policy as on 31st December, 1942, was £658; at 
the 31st December, 1943, £720; the 31st December, 1944, £800; the 31st 
December, 1945, £898. 

H. Stevens dies on the 4th January, 1946, and the policy moneys are duly 
received from the Insurance Company. 

Show H. Stevens’s account, the Policy account, and the Reserve on Policy 
account, recording these transactions in the books of Harry Redman. 

(.Faculty of Teachers in Commerce.) 

12. Some years ago Z obtained a loan on mortgage from a building society. 

Repayment, including interest at 5 per cent per annum on the outstanding 
balance, was to be made by equal half-yearly sums of £26 3s. 7d. on 30th June 
and 31st December. After the repayment made on 30th June, 1945, the balance 
of the loan was £121 12s. 6d. Show the Loan Account as it would appear in 
Z’s books from this date till the final repayment. (/f.S.zl.) 

13. Smith owes Jones £800, and agrees to assign him his Endowment Assurance 

Policy in settlement of the debt. The policy, which is for £1,200, is assigned on 
the 1st January, 1944, the annual premium being £50, payable on the 1st April. 
The surrender values of the policy were as follows— £ 

1st January, 1944 ...... 400 

30th June, 1944. ...... 430 

30th June, 1945. ...... 470 

30th June, 1946. ...... 515 

Smith dies on the 18th September, 1946, and the insurance company paid the 
money to Jones on the 31st October, 1946. 

Show the above transactions in Jones’s books. 

Jones prepares his accounts at the 30th June in each year. 

(Corpn. of Certified Secretaries .) 

14. The following are the .terns in the Balance Sheets of two companies on 

31st December, 19. .— A B 


Capital Authorized .... 

£ 

£ 

. 200,000 

50,000 

Capital Issued (£1 shares fully paid) . 

. 100,000 

50,000 

Plant and Machinery 

. 24,000 

6,000 

Stock ...... 

. 13,000 

11,000 

Forfeited Shares .... 

1,000 


Reserve ...... 

. 24,000 

— 

Debtors ...... 

. 68,000 

12,000 

Creditors. ..... 

. 22,000 

9,000 

Profit and Loss Account 

. 18,000 

15,000 

Premises ...... 

. 32,000 

5,000 

Preliminary Expenses 


4,000 

Bills Payable ..... 

5,000 

— 

Goodwill. ..... 

. 20,000 

9,000 

Cash at Bank ..... 

. 13,000 

Bank Overdraft .... 

3,000 


It is arranged that Company A shall absorb Company B, the terms being that 
the former shall discharge all liabilities and issue to the members of Company B 
40,000 fully-paid shares. 

You are rquiried to draw up the Balance Sheet of Company A after the above 
arrangement has been carried out. (R.S.A.) 
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15. Messrs. Gorgonzola & Co., ot London, yesterday bought bills on Gape 
Town to the amount of £1,842 5s. 6d. Suggest some object or purpose intended 
by this operation. Describe it, with the use likely to be made of the Bills and 
give the form such as you would suppose one ol the Bills to have. (K.b.A.) 


16. A. & Co., Lagos, consign to B & Co., Liverpool, for sale on joint adven¬ 
ture, native produce purchased at a cost ol £22,000. 1 his was paid for as to 
£5,000 in cash supplied by A & Co., and as to the balance by goods purchased 

and shipped by B & Co. at a cost ot £15,500. 

A & Co. disburse £1,831 5s. 6d. for Freight and Insurance, B & Co. incurring 
expenses of £150, plus an agreed proportion of their establishment charges, 

£293; and the net profit is then equally divided. 

Prepare an account as it would appear in the Ledger of B 6c Co., showing 
the final settlement. (Incorporated Accountants.) 

Note. The sale of native produce may be assumed to have realized -0 per 

cent on initial cost. 


17. The following Ledger Accounts appear in the 1 rial Balance ol a company. 
State how you would deal with the items in preparing the Annual Accounts, 
and briefly comment on any points which would need special consideration. 

(a) Goodwill Account; ( b) Repairs Provision Account; Ic) Unclaimed 
Dividends Account; (d) Debenture Issue Expenses Account; {e) Preliminary 
Expenses Account; (/) Expenditure during the year on the company s Lease¬ 
hold Works Account; (g) Forfeited Shares Account (amount of cash receded 

on forfeited shares). ( • • •/ 


18. Describe clearly and illustrate the methods with which you would deal in 
books of account with each of the following 

(a) N Co. draw a Bill dated 5th January for £1,000 at six months; it is 
accepted bv R, the company agreeing to pay him cash seven days before the 
due date. The draft is discounted by D B for £92 d, and guaranteed by H for 
a commission of £50. The Bill is not met, but is renewed twice for periods of 
three months each. On each renewal, D B charges £d0 and H £- 0 . I he 
third Bill is met and all liabilities discharged. The books of account are those 

(b ) G C agrees to purchase at par from J P 1,000 fully-paid shares of £1 
each in a company, and pays on account three sums of £lo0 each on 1st 
December, 4th January, and 3rd February. On the last date, G C states he 
can pay no more, and requests that the shares be sold. J P sells them to \\ for 

18s. each. . 

Show the transaction in J P’s books and also in G C s. 

(c) The Directors of a company have forfeited 500 shares of £1 each on 
which 10s. has been paid by B. They re-issue the shares to D, calling up Ids. 

per share. 

Show the transaction in the company’s books. (Incorporated Accountants.) 


19. Lead & Hall, Ltd. 

1,164 Ordinary Shares 
£7 each, £5 10s. per 
share called up 

30 Vendors’ Shares £7 
each, fully paid 

Prepaid on 32 Ordinary 
Shares 

Stock, 1st Jan. 

Engine, Boiler, and 
Shafting, 1st Jan. 

Machinery, 1st Jan. 

Office Furniture, 1st Jan. 


Balances 31st December— 


£ 5. d. 


6,402 - - 

210 - - 

48 - - 
3,644 18 8 

170 - - 
1,000 - - 
30 - - 


£ J - 

Trade Fixtures and 

Utensils, 1st Jan. . 360 - 

Horse and Van, 1st Jan. 30 - 

Chas. Johnson, Mort¬ 
gage . . (Cr.) 3,500 - 

Directors’ Remuneration 206 12 
Bank Charges . . 28 6 

Freehold Factory . . 7,350 

Profit and Loss A/c (Cr.) 

1st Jan. . . . 584 5 

Reserve Fund A/c . 2,350 - 

Interest on Mortgage, &c. 155 15 



6 
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£ 

s. 

d. 


£ 

s. 

d. 

Bank . 

21 

13 

— 

Rates, Taxes, and Insur- 




Creditors 

. 1,142 

5 

9 

ance 

317 

1 

2 

Discount Received 

. 314 

6 

11 

Additions to Plant dur* 




,, Allowed 

. 257 

16 

11 

ing year . 

386 

2 

9 

Bad Debts . 

12 

4 

— 

Repairs 

52 

12 

2 

Wages 

. 4,126 

7 

8 

Horse-keep . 

57 

1 

5 

Travelling Expenses 

. 255 

18 

— 

Commission, Travellers’. 

279 

2 

— 

Stamps and Parcels 

Post 114 

— 

— 

Cottage Rent . (Cr.) 

25 

15 

10 

Carriage Outwards 

. 319 

13 

11 

Debtors 

2,569 

7 

7 

Trade Expenses . 

. 280 

11 

6 

Bills Receivable (Bad, 




Fuel . 

40 

17 

8 

write off) 

5 

— 

— 

Sales . 

. 15,637 

6 

7 

Cash .... 

52 

7 

1 

Purchases 

. 8,090 

11 

11 






The additions to Plant, £386 2s. 9d., consist of Machinery, £187 14s. 3d. 
Shafting, £117 Is. 2d.; Trade Fixtures, £40 9s. 10d.; New Horse, £40 17s. 6d. 

Stock, 31st December, is £3,650 9s. 6d. 

Write off Depreciation— 

Freehold, £50; Machinery, 10%; Engine, Boiler, and Shafting, 12|%; 

Trade Fixtures, 10%; Office Furniture, 5%; Horse and Van, 20%. 

The additions during the year to be depreciated for six months. 

Allow for Discount, 2£% on Creditors; 3f% on good Debtors; and provide 
for Bad Debts, £100. 

Rates and Insurance prepaid, £78. 

During the year the company have manufactured Stationery goods, £123 9s., 
for their own use in the office, and they have a Stock of £25 on hand at 31st 
December. 

The Prepaid Calls, £48, are entitled to interest 5% per annum (owing for 
current year). 

The Manager is to have a bonus of 5% on the net profit. 

The Vendors’ Shares take one-fourth of any profit earned in excess of 10% 
on the Ordinary Capital called up. 

Prepare Trading and Profit and Loss Account and Balance Sheet as at 31st 
December, assuming any other necessary figures. (West Riding of Yorkshire.) 


20. The Utopia Motor Works, Ltd., was registered and commenced business 
on 1st February, with a Nominal Capital of £200,000, divided into 5,000 Pre¬ 
ference Shares of £10 each, and 150,000 Ordinary Shares of £1 each. Of the 
latter, 32,000 were allotted as fully paid to the vendors. The public subscribed 
for 4,500 Preference Shares, the whole of which were called up and paid for, 
and 22,640 Ordinary Shares on which 15s. per share had been called up before 
31st January', when the Ledger Balances, in addition to the balances representing 
the above transactions, were as follows— 


Loans from Sundry Persons . 930 

Plant (including additions 
during the year, £723) . 36,803 

Repairs Equalization Provision 2,648 

Sales. 107,866 

Rates, Taxes, Gas, Water, and 
Insurance (including Rates 
for one year to 31st March 
next, £126; and Insurance 
for one year to 31st March 
next, £240) ... 872 

Stock (1st Feb.) . . . 14,685 

Bank Loan .... 3,400 


£ 

Goodwill . 22,000 

Sundry Trade Debtors . • 8,700 

Bills Payable • • 1M29 

Calls in Arrear (Ordinary Shares) 806 
Sundry Trade Creditors . 18,176 

Preliminary Expenses . • ~3' 

Purchases (including Carriage) 57,833 
Wages (Manufacturing) 

Salaries and Commission . 
Directors’ Fees 
Transfer Fees 

Bad Debts ...» 

Repairs .... 


53,129 
1,263 
2,000 
17 

1,106 
2,182 




INSURANCE—BUILDING SOCIETIES 


859 


Freehold Land and Buildings. 
Loose Tools 

Bad Debt T revision as on 1st 
February . 

Advertising . 

Office Expenses 


£ 

26.782 

8,001 

807 

2,190 

203 


Interest on Loans . 

Profit and Loss A c: Credit 
balance brought forward, 
1st February 

Cash at Bank and in hand 


161 


Umce Expenses . • • - 1 

You are required to prepare Trading Account and Profit and Loss Account 
for the year ended 31st January, and a Balance Sheet as on that date, from 
above balances, after making the lollowing adjustments 

(a) Provide for Interest on Loans accrued to 31st January . 

(b) Allow for the proportion of Rates and Insurance paidin. ad\ ance. 

(c) The Stock on hand on 31st January was valued at £\XK&1. 

id) The Loose Tools on hand on 31st January were valued at £/,-* 3- 

(e) The directors decided (1) that two-thirds ot the expenditure on ad^er- 

tising was to be carried forward in suspense; (-) that t u u io t 

lure on repairs was to be charged against the Repair* Provjs.on (3) that the 

Provision for Bad Debts was to be fixed at 4% on the value of ll e ' on 

t hat 5 0/ depreciation was to be written ofl the value ot the I lant as on 
1,1 February; ^nd^) that £361 was to be written off lor depreciation of 

Buildings. Assume any other necessary figures. 

•M The Engine & Motor Co., Ltd., has a nominal capital ol £100,000, 
divided into 75,000 Ordinary Shares of £1 each and 2,o00 6% Cumulative 

w— -»« *•"»* ” <***»! 

Trial Balance, containing the following balances, was extracted from the be k. 


Freehold Premises 
Plant and Machinery 
Ordinary Share Capital (50,000 
shares, fully called) 

Calls in Arrcar 
Preference Share Capital 
(2,500 shares, fully paid) 
Stock-in-Tradc, 1st April 
Office Furniture . 

Loose Tools, 1st April . 

Patterns 

Patents 

Profit and Loss A/c (Cred 
Balance, 1st April) 

Goodwill A/c 
Sundry Debtors . 

Cash at Bank, Current A/c 
,, ,, Deposit A/c 

,, in hand 

Sales .... 

,, Returns 
Purchases 


£ 

12,675 
11,595 

50,000 

2,000 

25,000 

14,665 

545 

3,125 

3,155 

1,535 

1,545 

3,000 

31,215 

985 

10,000 

45 

107,015 

975 

71,245 


Purchases Returns 
Sundry Creditors . 

Bills Payable- 
Manufacturing Wages . 
Repairs and Renewals of Plant 

Coal . . • • • 

Gas and Water 
Rates, 'Faxes, and Insurance . 
Office Salaries 
Trade Expenses . 

Bad Debts written off . 
Provision for Bad Debts, 
1st April .... 
Directors’ Fees 
Carriage 

Interest on Bank Deposit A/c 
Audit Fee and Legal Expense 
General Expenses 
Discounts allowed to Debtors 
,, received from Crs. 
Preliminary Expenses . 
Travelling Expenses 


£ 

1,675 

12,805 

8.765 
25,595 

1,245 

2.765 
475 
865 
750 

2.165 
615 

1.165 
300 

4,155 

45 

205 

945 

1,235 

875 

350 

465 


Before closing the books, the following adjustments are necessary— 

(1) A portion of the premises has been sublet, since 1st January, at £80 per 
annum, and the Rent due to date has not been paid or passed through the books. 

(2) The Insurance unexpired amounts to £30. 

(3) Eleven months only of the Office Salaries have been paid. One month s 
Salaries were owing on 31st March. 
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f uj 4 c Ma ke the Provision for Bad Debts equal to an amount representing 5% on 
the Sundry Debtors (excluding Sundry Debtors for rent). P g /o 

}5' .\ V ' nte t f le whole of the Preliminary Expenses. 

(b) \\ rite off the following depreciations— 

(a) Plant and Machinery, 10 %; (b) Office Furniture, 10%; 
to Patter ns, ls%; (d) Patents, 20%. 

Tools e a, S r2 k 7'io' T A de ° n 3 ’ S ‘ !^ arch was v ? lued 31 £23,995 and the Loose 
loois at £Z,/J 0 . Assume any other necessary figures 

vearendrd vVlt h and Profit and Loss founts for the 

wi! nd ? 3 ? st March, and a Balance Sheet as on that date. 

into ^ d * vldcnd ’ ,f L an V> wo y ,d y° u recommend the directors to propose, taking 

DreviSS™ J fV tha v! u he dividend on the Preference Shares for the 
previous year ended 31st March, has not been paid? 

{London Chamber oj Commerce.) 

, 22nd Janua 7’ l9 ‘ 16 ’ A owed B £500 for goods supplied, and, being 

accented th P y ’ hlm , 2 1,fe P olic V (with profits) for that amount. B 

accepted this policy m full settlement of the debt and undertook to pay future 
premiums. r ' 

.nrl ! 16 i annu f 1 pre r m i um l !f lder the P° lic V was £ ls payable on 1st July and the 
.1 render \ alue 0 f the policy was £270 at the date of assignment, £285 on 31st 
December, 1946, and £301 on 31st December, 1947. * 

duly received lDtH ^ anuary ’ 1948, and the P olic y mone y amounting to £530 was 

Show, by means of Journal entries, how you consider B should record this 
ransaction in his books for the years to 31st December, 1946, to 31st December, 
1 J 4 /, and to 31st December, 1948. 

23 The accounts of a motor manufacturing company showed the following 
r the vear enHpH 31 m Knr IQ 


£ 

325,682 

367,265 

73,453 

45,984 


for the year ended 31st December. 19. .— 

Materials used . 

Direct Wages . 

Factory Overhead Expenses . 

Establishment and General Expenses 

You are required to prepare a statement showing— 

(a) Factory cost. 

.( h ) Total cost. 

facmry^cat ^ 0 ^ 0111 ^ 6 dle .establishment and general expenses bear to the 

r 9 P rIce a * which a motor car should be sold in order to yield a profit 
° j” P^ cent > assuming the value of material used in the manufacture of a car 
o oe £IU 4 and the amount of wages involved to be £80. {R.S.A.) 

24. Sigma, Ltd., is a company engaged in the wholesale trade. Its Balance 
oheet as on 31st March, 1948, was as follows— 

Balance Sheet, 3b/ March , 1948 

£ 


Issued Capital- 
50,000 6 per cent Cumula¬ 
tive Preference Shares of 
£1 each 

160,000 Ordinary Shares 
of 10 s. each . 

Sundry Creditors 
Bank Overdraft . 


50,000 

80,000 

17,351 

13,320 


£160,671 


Goodwill . 

Vans and Cars . 
Fixtures and Fittings 
Stock 

Investment. 

Debtors, less Provision 
Cash 

Profit and Loss Account 


£ 

25,000 

8,550 

6,740 

33,061 

15,000 

37,685 

72 

34,563 


£160,671 
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The preference dividend was m arrear ior some years, and the fixed assets 

were considerably over-valued, no deprecation having beer written off. I he 

following scheme of capital reduction was agreed to and confirmed b> the Couit, 

being effective as from 1st April. 1948. , . 

( fl ) The Ordinary Shares were reduced to Is. and each ten ol the reduced 

shares then consolidated into one new share of 10s. ...... 

lb) The Preference Shareholders agreed to accept in lieu ol arrears of dividend 
one new Ordinary 10s. Share, issued as fully paid, in respect of each two Preference 
Shares held, and each existing Preference Share was converted into two new 

°7c) 11 The^bal ance available from the above was used to write off the debit balance 
of the Profit and Loss Account, to write down the V ans and Cars by £o,ooO 
and the Fixtures and Fittings by £2,240, the balance being used to write down 

G Dhectors and their friends then subscribed lor 30,000 new, 5 per cent £1 

Preference Shares at par, ranking for dividend as from 1st June. 1.48. 

months’ dividend on which was paid in October. . 

In addition to the balances arising from the above, the tollowing were standing 

on the company’s books as on 31st March, 1949. 


Balances 

Purchases 

Sales . • • • • 

Cars purchased, 1st July, 1948 . * ; * r o'z (U 

Proceeds of Sale of Old Cars (estimated book value, £3oO) 
Office and Showroom Salaries • • 

Travellers’ Salaries and Commission . 

Rent and Rates •••**’* 
Trade Debtors ..••••• 

,, Creditors .••••** 
Bad Debts Provision ...•••• 
Creditors for Expenses •••••* 
Expenses paid in advance •••••* 
Advertising 

Discount (Cr.) ..•••••• 

Directors’ Fees. ..••••• 

Dividend from Investment. • 

Bank Interest {Dr.) ..••••■ 
Legal Charges and Adult Fee • 

Sundry Trade Expenses ..-••• 
Cash at Bank ..•••••• 

in hand ...*•••• 


£ 

102,177 

115,316 

3,000 

310 

2.870 

3,317 

1.745 

37,306 

5,360 

119 

108 

93 

3,120 

733 

600 

900 

41 

265 

1,752 

3,072 

74 


You are required to prepare the Company’s Trading and Profit and Loss 
Account for the year ended 31st March, 1949, and Balance Sheet as on that date, 
having regard to the following instructions 

{a) Stock on hand on 31st March, 1949, was valued at £37,001. 

(b) The Vans and Cars are to be depreciated at the rate of 20 per cent per 
annum, and the Fixtures and Fittings at 10 per cent. 

(c) The Goodwill is to be written down to £7,500. 

{(1) Of the legal charges, the sum of £160 represents expenses in connexion 
with the capital reduction scheme and issue of new shares One-half ol this sum 

is to be carried forward. _ . 

(e) Included in the Advertising is a figure oi £45. representing (he cost ol 

catalogues not yet sent out. 

{/) The Bad Debts Provision is to be made up to £750. 
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lol WiIg h ; r P ovi“ P agreemem ° f Davis - Edwards ' - d Freeman includes the 
Cajpjtaf bu, no,‘on the balance oTht Current Account P “ annUm °" his 

c Freeman is to receive a salary of £150 per annum, payable monthly 
cent^Teemaf20^° c P ent “ ‘° ** divWcd: ° avis 50 per cent - » per 

folbw s - erSOnal acc0unts of the P artners as on 31st December. 1947, were as 


Davis . 

Edwards 

Freeman 


Capital Account 

£ 

. 8,000 

. 7,000 

. 2,000 


Current Account ( Cr .) 

£ 

677 

180 

243 


during igis-" 8 $UmS Were dr3Wn by the Partners on ,he last da V of each month 


Davis 

Edwards 

Freeman 


£ 

120 

75 

45 (excluding salary) 


'ult ZrnS y Uja b ° Ve ad J” stments b emg made, the profits of the year ended 
31st December 1948 amounted to £2,925. Give the partners’ accounts as they 
would appear in the Balance Sheet as on that day. accounts as they 

£10 000 n 1^ elfimjfrlZl’ rr^’ * c f om P an y purchased plant and machinery for 
a • Ir cstlmated ,lfe was fifteen years, and an expert’s report stated that 

uring the fifteen years the repairs and maintenance cost would be £2,250. The 

thp e firTf dCSire t0 Ch if rge thlS , cost e 9 uaI, y against each of the fifteen years. During 
the first four years the actual cost of repairs and maintenance was- g 


31st December, 1945 

1946 

1947 

1948 


yy 


yy 


£ 

50 

43 

76 

88 


carrieT"ounduring’th'e firsf four^yeare ntS ' ^ ^ WfSh ° f direC '° rS WiH * 


. 




CHAPTER XX 

bankruptcy, statement of affairs, 

DEFICIENCY ACCOUNT, TRUSTEE S ACCOUNTS 

BANKRUPTCY 

Bankruptcy Laws and their Objects. The law that governs 
bankruptcy proceedings is the Bankruptcy Act, 1914 which is a 
consolidation of the Bankruptcy Acts, 1883 and 1890 and of the 
bankruptcy part of the Bankruptcy and Deeds of Arrangement 
Act 1913, and which came into operation on the 1st January, 1913. 
A more recent Act relating to bankruptcy is the Bankruptcy (Amend¬ 
ment) Act, 1926. The object of bankruptcy laws is to extricate a 
debtor who has become hopelessly involved in financial difficulties, 
by distributing his estate equitably among his creditors, and releasing 
him from all further liability in respect of his past debts 

Courts of Bankruptcy. Proceedings must be taken in the 
County Court of the district in which the debtor has resided or 
carried on business for the longest period during the six months 
preceding the bankruptcy. The County Court must be one of 
those that have had bankruptcy jurisdiction conferred upon them 
If the debtor has resided or carried on business for the longest 
period during these six months in the metropolitan district, or il 
he is resident abroad, or if his residence is unknown then pro¬ 
ceedings must be taken in the High Court. The Board of Trade 
has important powers in controlling and supervising bankruptcy 

proceedings. (Sections 96, 97, 98, and 99.) 

Persons who may be made Bankrupt. In general, any 

debtor who has committed an act of bankruptcy may be made 
bankrupt. Exceptions to this rule, however, exist in the case of 
companies registered under the Companies Act, 1948 (which 
must be wound up), and, in certain circumstances lunatics and 
foreigners. Partnerships (including limited partnerships) can be 
made bankrupt, and a married woman is now in the same posi¬ 
tion as if she were unmarried. A deceased debtor cannot be made 
bankrupt, but his estate may be administered in bankruptcy. 

(Sections 126, 127, and 130.) u , 

Petition. Bankruptcy proceedings are commenced by the 

presentation of a petition for a Receiving Order to be made against 
the debtor. A petition may be made by the debtor himself, who 
must allege inability to pay his debts, or by one or more creditors. 
By Section 4 of the Act, a creditor is not entitled to present a 
bankruptcy petition against a debtor unless 

( a ) The debt owing by the debtor to the petitioning creditor or, it two or 
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s^veralDeth'ioni' 0 '" “j v 6 petition ’ the aggregate amount of debts owing to the 
W creditors, amounts to fifty pounds; and S 

certain fu e ,ure e dme; a and qU,dated SUm ’ dther -mediately or at some 

, •$ act of bankruptcy on which the petition is grounded has occurred 
wuhm three months before the presentation of the petition; and 

( ) The debtor is domiciled in England, or within a year before the date of 

° ( thc P etlt,on has ordinarily resided, or had a dwelling-house 

Scotland or Irela" h’ E ? gIand ’ or ( exce P‘ in the case of a person domiciled in 

in ScotUnd or /r^^d!' h ^ ^ P artn u crsh, P havin g principal place of business 
in Scotland or Ireland) has carried on business in England, personally or by means 

been a mem °t! "TT’ ^ V- aforesaid > is ° r with ' n the said pe7io“ 

in England bv means 6 ^ ° r partnershl P of P ersons which has carried on business 
n England by means of a partner or partners, or an agent or manager. 


If the debtor is the petitioner, the Court will make the Order at 
once, unless it is merely an attempt on his part to evade a committal 

P etIt > on >s made by a creditor, a copy must be served 
on the debtor, and not less than eight days after such service the 
Court will hear the petition. It may then either make the Receiving 
Order or dismiss the petition as it thinks fit. Whoever presents the 

petition must pay the stamp duty, and make the deposit required 
by the Bankruptcy Rules. M 


Receiving Order. If the Court is satisfied as to the alleged act or 
acts of bankruptcy on the part of the debtor, it will forthwith make a 
Receiving Order against him, and this fact will be duly advertised in 
the Gazette. The effect of the Receiving Order is to constitute the 
Official Receiver the receiver of the debtor’s property, and to stay any 
proceedings against the debtor by his creditors although a secured credi¬ 
tor may still realize or otherwise deal with his security. (Section 7.) 

Statement of Affairs. This is the statement of an insolvent 
debtor s assets and liabilities, prepared for submission to the 
Official Receiver and creditors. Particulars are given, in an inner 
column, of all secured debts and of the securities in connexion with 
them. The assets available for the general creditors are estimated 
at their realizable value and placed on one side of the statement; 
the liabilities to be paid out of these assets are placed on the other 
side. The excess of the liabilities over the assets then shows the 
estimated deficiency. The Statement must be submitted within three 
ays of the Receiving Order if made on the debtor’s petition, or 
within seven days if made on a creditor’s petition. It must also be 

^ r 2r are< ? ° n t ^ le forms. (Section 14.) 

ecting of Creditors. The creditors meet to discuss the State- 
men o Affairs submitted by the debtor, together with the Official 
eceiver s observations on it, and to consider which of the following 
will be most expedient. (Section 13)— 

/o\ ?° acce P t a composition in satisfaction of their debts. 

Sol a ^ r ,f e to a sc h eme for the arrangement of the debtor’s affairs. 

(3) That the debtor shall be adjudged bankrupt; that a trustee be appointed 
to administer the estate; that a committee of inspection be appointed to assist 
the trustee. 
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In each case the consent of the Court is necessary. If either of 
the first two courses is approved, the Receiving r er■ 15 resun ■ 

In the last case the debtor is adjudged bankrupt by the Court and 
notice thereof advertised in the Gazette. Almost without excepti j , 
a debtor against whom a Receiving Order has been made is required 

to undergo a public examination. . . . 

Composition. This is a legal arrangement between a debtor 

and his creditors, whereby each creditor agrees to accept a part 

his debt in full settlement of the whole of it. arran£re _ 

Deed of Arrangement. This is a deed embodying an arrange 

ment arrived at between a debtor and his creditorst to. assign aU 

his property to a trustee for their benefit, to compound with them 

Sd P Tc«.ai„ circumstance,, tvhere the creditors 

the benefit ofcreditors gene,ally or, if the debtor ,s ,m»ve»b tar the 
benefit of any three or more ol them, is governed by the Deeds of 
Arrangement Act, 1914. It enables a debtor to escape he purity 
and stigma of the Bankruptcy Court; while the creator obtain a 
larger dividend, as the expenses consequent on bankruptcy are 
avoided Such an arrangement, however, constitutes an act of bank¬ 
ruptcy, and a dissentient creditor may present a b ?" kl [JJP tc y£“" 
against the debtor founded on the deed. Should the debtor be 
declared bankrupt within three months of the execution.of die deed 
the latter becomes void against the trustee in bankrup cy. O un t 
this contingency, the trustees under such deeds generalh allovv thiee 
months to elapse before distributing any of the assets realized^ 
Committee of Inspection. This is a small nur " b , er ° f 
not more than five and not less than three, appointed by the whole 
body of creditors to supervise the winding-up of a debtor s affairs under 
the trustee in bankruptcy or Official Receiver When **** “ ?° “, ‘ 
mittee of inspection, its functions are exercised by the Board of Trade. 

Public Examination. The examination is held in open Court 

as soon as possible after the debtor has furnished his Statement of 
Affairs, unless the Receiving Order has been rescinded. Questions 
may be put to the debtor, by either the Official Receiver or the 

creditors, as to his conduct, his business affairs, and h.s F°perty. 

Discharge. When the public examination is concluded he 
debtor may apply to the Court for an order of discharge. The Court 
has power to grant it, refuse it, or to suspend it for a time, as it 
thinks fit, taking into consideration all the circumstances of the 
case By Section 26 (2), the Court must refuse the discharge in 
all cases where the bankrupt has committed any misdemeanour 
under the Bankruptcy Acts, or in connexion with his bankruptcy 
or any felony connected with this bankruptcy (unless for special 
reasons the Court otherwise determines). It may also (1) refuse 
the discharge, (2) suspend it for not less than two years, or (3) 


866 


ADVANCED ACCOUNTS 


suspend it until a dividend of 10s. in the £ has been paid to the 
creditors, or (4) require the debtor, as a condition of his discharge, 
to consent to judgment being entered against him lor the unsatis- 
fied balance of the debts proved in the bankruptcy. 

This latter only applies under certain circumstances as mentioned 
in the Section. 

Effect of the Order of Discharge. As soon as the debtor has 
obtained his order of discharge, he is released from all debts prov¬ 
able in the bankruptcy, except— 

1. Debts to the Crown. 

2. Debts incurred through fraud, or through a fraudulent breach 
of trust. 

3. Judgment debts in an action for seduction, in affiliation pro¬ 
ceedings, or in a matrimonial cause. (Section 28.) 


QUESTIONS 

1. What are the laws that govern bankruptcy? What is the object of bank¬ 
ruptcy laws? 

2. Where must bankruptcy proceedings be taken? 

3. What persons and bodies may be made bankrupt? Can a joint stock 
company be made bankrupt? 

4. Explain the terms “bankruptcy notice” and “petition.” Who presents the 
petition, the debtor or the creditor? 

/ 5 Vr Exp !?i n tEe tcri ™ receiving order,” “fraudulent conveyance,” “statement 
of affairs, ‘composition,” “deed of arrangement.” 

b. What three courses are open to a meeting of creditors? 

7. What is meant by the terms “committee of inspection,” “bankrupt’s public 
examination?” 


8. What is meant by the “discharge” of a bankrupt? What are the conditions 
governing it? 

9. from what debts does a bankrupt’s discharge (a) release him, ( b ) not 
release him? 


Undischarged Bankrupt. This is an insolvent debtor who has 
not succeeded in obtaining his discharge. Bv Section 155— 

Where an undischarged bankrupt— 

(fl) Either alone or jointly with any other person obtains credit to the extent 

^ pounds °l upwards from any person without informing that person 
h ^ he is an undischarged bankrupt; or 

. . , , n S a S es * n an y trade or business under a name other than that under 

'^. lc , c was adjudicated bankrupt without disclosing to all persons with 

- on ? j enters into any business transaction the name under which he was 
adjudged bankrupt; 

he shall be guilty of a misdemeanour. 


The maximum penalty, under Section 164, is two years’ im¬ 
prisonment. 7 

Annulment of Adjudication. The Court has power to annul 
any eceivmg Order that has been made on improper grounds. 

• Ea ^krupt subsequently makes a satisfactory arrangement 

with his creditors, or afterwards pays his debts in full, the Court 
may annul the bankruptcy. If this happens, the debtor is restored 
to his original position before the bankruptcy proceedings. 
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Joint and Separate Estates. By Section 33 (6) it is enacted as 
follows— 

In the case of partners, the joint estate shall be applicable in the first instance 
in payment of their joint debts, and the separate estate of each 

joint estate. 

Small Bankruptcies. By Section 129, it is enacted— 

Where a petition is presented by or against a debtor, if the Court is satisfied 
by affidavit or olhenn e or *e OffiariRec«'« llundred pounds , th , 

property ol the debtor ts not likely U, e administered in a summary 

*•« * »**« 10 thc fol,owins 

modifications^ ^ adjudged bankrupt, the Official Recetver shall be the 

trustee in the bankruptcy; . OfFriTl Rereiver 

i ii\ There shall be no committee of inspection but the Official Recover 

may do with the permission of the Board of Trade, all thing, which may be 

done by the trustee with the permission of the committee ol inspection , 

(hi) Such other modifications may be made in the provisions of th.s Ac 

as may be prescribed by general rules with the view ol saving expense and 

simplifying procedure; but nothing in this section shall perm.. the modification 

of the provisions of this Act relating to the examination or discharge of the 

debtor. 

Provided that the creditors may at any time, by special resolution, resolve that 
some Dcrson other than the Official Receiver be appointed trustee in the bank¬ 
ruptcy, and thereupon the bankruptcy shall proceed as if an order for summary 

administration had not been made. 

Administration Order. In small cases ol insolvency, where the 
total liabilities do not exceed £50, bankruptcy proceedings are not 
possible, and the Court is empowered to make an Administration 
Order, and compel the debtor to pay the whole or a portion of his 
debts either at once, or by stated instalments out oi his earnings. 
(B.A, 1883, Section 122, which is not repealed by the 1914 Act.) 

Keepine Books. Unless a debtor can show his liabilities do not 
exceed £500 on the occasion of his first bankruptcy (subsequent 
bankruptcies £100), or the omission was honest and excusable, 
failure to keep books in certain circumstances amounts to mis¬ 
demeanour. (Bankruptcy (Amendment) Act, 1926.) 

STATEMEN T OF AFFAIRS in¬ 
official Forms. On pages 869 to 875 will be found reduced 
facsimiles of the prescribed forms, Lists A to K, List L, and Front 
Sheet (or Statement). Each list has to be signed by the debtor and 

dated, thus— 


Signature... 
Dated 


19 
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J dtais . ma 7 as sume somewhat formidable proportions but 
the principle involved is extremely simple, and once the elementary 
rules are thoroughly assimilated, no difficulty should be experienced 

Sd„r e eT,°S fo S |]l“‘” ina,i0n Pr0bk ™ th “ The pro- 

• r . 01 !^ staterne nt should be prepared with assets on the 

right-hand side and liabilities on the left, in ordinary Balance Shett 

must . a PP ear on the same side in the Statement of 
Affairs or Deficiency Account as it appears in the rough Balance 

The estimated value of each asset will appear on the right-hand 
side of the Statement of Affairs. S 

, T1 , le estimated amount of each liability will appear on the left- 
hand side of the Statement of Affairs 

reSKl Sti T ted r l0SS (the CXCeSS ° f ' book value ov er estimated 
over ffie hook 6 0f i al \ aSSe n’ ° f the lncrease in the amount of liability 

D™cie„c,Atcoult"’ aPP “ r °" ,he ri S hc ' hand » d = of the 

ivJk 6 ? stln ? ated 8 ain ( the excess of estimated realizable value over 
overt he V hi U l ° f T a f et ’,? r the decr ease in the amount of liability 

Deficiency Accounl Ue) ° n the ,eft - hand side of the 

in ihl ltem n °r iV he rough Balance Sheet must appear both 

reve h r!e S H e - nt of AfIairs and ln th e Deficiency Account, but on 
reversesides ; in other words, there must be double entry therefor. 

Arrniint n 7? pUa Acco unt must be accounted for in the Deficiency 

" hC S3me S -‘ de , aS U a PP ears in th e Balance Sheet. Certain 
aswillhTn ? re , re P ulred , ,n connexion with the Capital Account, 
be followed 10 ^ P resent y> kut tbe H^ e herein will, nevertheless, 

Acronym t' anCe ? the Stateme nt of Affairs and Deficiency 
Account will be equal and closed by a cross transfer. 

1 hese rules may be summarized— 

direrHv j* ern Sheet must be accounted for 

of Affpnrc -° n the corres P° n ding side of the Statement 

/ofI ° r he Deficienc Y Account. 

aDnear Balance Sheet must directly or indirectly 

Defirienrv A 1 ” C ^ tatement °f Affairs on the one side and in the 

I » C xr nt ° n the °PP° site side. 

name* r>f oil ^“secured Creditors. On this list appear the 

CaS ^ an< ^ trac ^ e creditors who have merely a claim 

X " a g p e n er n aS f ets of the estate - Creditors on Promissory 
, ? n , 1 s Pa Y abI e are unsecured creditors, these documents 
no eing documents of title. The balances of debts that exceed 
e pre erential limit (rent, wages, salaries, etc., as per Lists F and 


In the High Court of Justice 

In Bankruptcy 


No. 


of 19 


^ a,Iairs anJ must be verificd by 

oath or declaration. STATEMENT OF AFFAIRS 


Gross 

Liabili¬ 

ties 


£ *■ d. 


Liabilities 

(as stated and estimated by 
Debtor) 


Unsecured creditors as per list (A) 

L s- d. 

Creditors fully secured as 
per list (B) . 

Estimated value of securi- 


Expec- 
ted to 
Rank 


C s. d. 


ties 


Surplus . . • 

Less amount thereof carried 
to sheet (C) . 

Balance thereof to contra £ 


Creditors partly secured as 
per list (C) . • • 

Less estimated value of 

securities . • • ---— 

Liabilities on Bills discounted other 
than Debtor’s own acceptances 
for value as per list (D), viz. 

On accommodation bills as 
Drawer, Acceptor, or 
Endorser . • £ 

On other bills as Drawer or 
Endorser . • -L 

Of which it is expected will rank 
against the estate for dividend 
Contingent or other liabili- 
lies as per list (h) . L 

ii * ■* 

Of which it is expected will rank 
against the estate for dividend 

£ s. d. 

Creditors for rent, etc., 
recoverable by distress as 
per list (F) . 

Creditors for rates, taxes, 
wages, etc., payable in 
full as per list (G) . 

Sheriff’s charges payable 
under Sect. 41 ol the 
Bankruptcy Act, 1914, 
estimated at. 


, date of Receiving Order. 

Assets 

(as stated and estimated by 
Debtor) 


Property as per list (H)viz. 

(а) Cash at bankers . 

(б) Cash in hand ■ • 

\c) Cash deposited with Solicitor 
for costs of petition 

( d ) Stock-in-Trade (cost £ ) 

(e) Machinery . •. • • 

(/) Trade Fixtures, Fittings, L ten- 

sils, etc. . 

(g) Farming Stock • • 

(/,) Growing Crops and tenant 
Rights . • • *1 

(i) Furniture 

(j) Life Policies 

(A) Stocks and Shares. 

(/) Reversionary or other Interests 
under W ills 

(m) Other Property, viz.- 

Total as per list (H) . 

Book debts, as per list (!)• viz.— 
Good . • • • , • 

£ s. d. 

Doubtful . 

Bad . . • 


Esti¬ 
mated 
to pro¬ 
duce 

£ s. d. 


Estimated to produce . 

Bills of exchange or other 
similar securities as per 
list (J) • ■ £ 

Estimated to produce . 

Surplus from securities in the 
hands of creditors fully secured 
(per contra) 


Deduct creditors for distrainablc 
rent, and for preferential rates, 
taxes, wages, SherilT s Charges, 
etc. (per contra). 


Deducted contra . £ 

Surplus explained in statement (K) 


Deficiency explained in statement 

(K). 


I of 

• rv, linlv ft r make oath and say that the above statement 

and the several lists hereunto annexed, marked A, B, C, D, E, F, G, H, I, J, and K, are to the best of my 
knowledge and belief, a full, true, and complete statement of my allairs on the date oi die above-men¬ 
tioned Receiving Order made against me. 

Sworn at \ 

in the County of } (Signature) 

tikis day ol I® » | 

Before me ' 
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LIST “E.” CONTINGENT OR OTHER LIABILITIES 

Full particulars of all Liabilities not otherwise Scheduled to be given here. 
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LIST «G." preferential creditor s for rates, taxe s^wages^c 
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LIST “1.” DEBTS DUE TO THE ESTATE 
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G) are also shown on this list. On the printed form will be found 
notes respecting the treatment of contra accounts and the particulars 
required of any bills of exchange held by creditors. 

List “ B,” Fully Secured Creditors. On this list appear the 
names of creditors who hold a covering security for their debts, 
such as a mortgage, charge, or lien upon any property of the debtor. 
The holder of an absolute Bill of Sale is also a secured creditor as 
regards the chattels mentioned therein. Goods sent on approval, 
or on sale or return, remain the property of the owner unless they 
are in the order and disposition of the debtor (Sec. 38 (2) (c )), and 
do not form part of the bankrupt’s estate. A banker may be also 
a secured creditor in respect of an overdraft, inasmuch as he has 
a lien on the securities in his possession, unless they have been 
deposited with him merely for safe custody. A creditor may 
realize his security and prove for the balance of his debt (if any), 
or he may surrender his security and prove for the whole of the debt. 
Should, however, the security in the creditor’s possession realize 
more than the amount of the debt, the creditor must hand over the 
balance for the benefit of the general creditors. Any estimated 
surplus from securities in the hands of fully secured creditors must 
be shown on the assets side of the Statement of Affairs. With 
mortgage securities, interest will be payable up to date of 
repayment; for a mortgage is not a first charge in respect of 
principal and a second charge in respect of interest, but a joint 
charge in respect of both. Where there are first, second, or third 
charges on the same property in respect of different debts, the 
surplus from the first debt will be carried forward to the 
second, and so on. It should be noted that where the security does 
not belong to the debtor himself the creditor proves for the 
full amount. 

List “ C,” Creditors Partly Secured. This list contains the 
names of creditors who have a charge on some part of the debtor’s 
property which, when realized, will pay off only a portion of the 
debt, the balance of which must, therefore, rank against the estate 
for dividend. On the Statement of Affairs, the value of the security 
is deducted from the amount of the debt and only the balance 
extended. 

List “ D,” Liabilities of Debtor on Bills Discounted Other 
than his own Acceptances for Value. The debtor’s own 
acceptances for value, i.e. his ordinary Bills Payable, will be in¬ 
cluded in List “A.” On List “D” the debtor must furnish particu¬ 
lars of all unmatured bills of exchange to which he is a party as 
either drawer or endorser. The acceptor of a bill is, of course, the 
person primarily liable for payment, yet, if he makes default, the 
liability attaches to every endorser and also to the drawer. All 
unmatured Bills Receivable discounted with bankers or bill brokers, 
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or endorsed on to creditors, must, therefore, be entered on this list; 
but only those that the acceptor is expected to dishonour will be 
shown as liabilities of the estate ranking for dividend , though the total 

will be shown in the “Gross Liabilities column. ... 

Accommodation Bills must also be shown on this List, but in a 
separate column. On these bills the debtor may be liable not only 
as drawer or endorser but also as accommodation acceptor. He is 
not liable to the drawer unless he has shared the proceeds, 
but he is liable to any third party who is a holder for value. 
Where the debtor is the acceptor, such bills should be extended 
as liabilities of the estate. Where, however, he is liable 
merely as drawer or endorser, only those bills expected to be 
dishonoured should be shown as ranking against the estate for 

dividend. r , t ~ , . ,. 

List “ E,” Contingent or Other Liabilities. On this list 

must be entered all liabilities as surety or guarantee for others, the 
balance due on shares not fully called up, liabilities in respect of 
any uncompleted contracts or a repairing lease, etc., and sums due 

to deferred creditors. 

Postponed or Deferred Creditors. Certain of the creditors 
entered on List “E” are called postponed or deferred creditors, 
because their claims are not considered unless and until all the 

other creditors have been paid in lull. These are 

(1) Loans for business purposes from the debtor’s spouse where 
the debtor is a sole trader. If the husband is a partner in a firm, 
and the wife has lent money to the firm, she can claim as an 
ordinary creditor. (Section 36.) 

(2) Loans for business purposes at a rate of interest varying with 

the profits. , ... r , . 

(3) Amount due to seller of the goodwill of a business in con¬ 
sideration of a share of the profits. 

The last two are governed by the Partnership Act, 1890, 

Section 3. 

These debts are not in any way distinguished on the Statement of 
Affairs as the question of postponement will arise when proofs of 
debt are dealt with for voting and dividend purposes. 

List “ F,” Creditors for Rent, etc., Recoverable by Dis¬ 
tress. If the landlord distrains within three months before the 
date of the Receiving Order, he can be called upon to pay the 
preferential creditors out of the proceeds, becoming a preferential 
creditor himself for any loss he thereby sustains. (Section 33 (4).) 
Should he distrain after the commencement of the bankruptcy, he 
is entitled to only six months' rent due before the date of the 
Adjudication Order, the balance ranking for dividend as an 
Unsecured Creditor. (Section 35.) Gas, water, and electric light 
corporations often have power of distraint in respect of their 
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particular charges, and would, in such cases, also appear on this 

Llst “ G,” Preferential Creditors for Rates, Taxes, and 
Wages. By Section 33 (1) of the Bankruptcy Act, 1914, and other 
Acts, certain classes of preferential creditors rank before others and 

are, in consequence, known as pre-preferential creditors. The 
following is a list of these debts— 


Pre-preferential 

1. Funds belonging to a Friendly Society or Trustee Savings Bank, which are 
In the hands of the debtor as an officer of the society. 

2. The proportion of an articled clerk’s premium, as the trustee shall decide, 

where the employer becomes bankrupt, and the trustee does not transfer the 
Articles to some other person. 

3. Reasonable funeral and testamentary expenses in the case ol a deceased 
insolvent debtor. 

4. The expenses properly incurred by the trustee under a deed of arrangement 
which was avoided by the subsequent bankruptcy. 

Preferential 

1. Assessed rates for the twelve months preceding the receiving order. 

. Assessed taxes up to the 5th April preceding the receiving order, not exceeding 

°? C F ^25 T°y n \ s not P re ferential >n respect of debts arising in the course 
ot trading, I he Inland Revenue is preferential for one year only prior to the 
making of the receiving order. Where several years are outstanding the Revenue 

may choose the largest, the remaining years being included in the Unsecured 
Creditors. 

3. Wages and salaries of a clerk tor four months, not exceeding £200. 
e w? gcs wor ^ men an d labourers for four months, not exceeding £200. 
u ^ . re . an Y labourer in husbandry has contracted for wages in a lump sum, 
he has priority for the whole or a part of such sum, as the Court may decide to 
be due, proportionate to the time of service expired. 

6. All contributions due by the employer under the National Insurance Acts 
during the twelve months preceding the receiving order. 

The mere fact of obtaining judgment or a garnishee order does not enable the 
creditor to rank preferentially. 


List “ H,” Property. On this list must be entered all the 
debtor’s belongings in the shape of goods, money, real and personal 
property wherever situate. The printed list sets out what details 
are required. Only those assets should be included here which are 
absolutely unfettered. Where assets are pledged or mortgaged as 
security for debts or loans, the assets appear under such debt or 
loan as “Value of Security” on the liabilities side, and not on the 
assets side. The surrender value of the life insurance policy (if any) 
must be shown. 

Under “Other Property” are included reversionary interests, 
leases, stocks and shares, jewellery, and, in the case of a partner¬ 
ship bankruptcy, the surplus (if any) from the partners’ separate 
estates. 

Property Retained by Bankrupt* By Section 38, the property 
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ot the bankrupt divisible amongst his creditors does not comprise 
the following— 

(1) Property held by the bankrupt on trust tor any other person. 

(2) The tools (if anv) of his trade, and the necessary wearing apparel and 
bedding of himself, his wife and children, to a value inclusive ot tools and apparel 
and bedding, not exceeding £20 in the whole. 

List “ I,” Debts due to the Estate. As can be seen from th' 
printed form, the debts have to be classified into good, doubtful, 
and bad. The doubtful debts have to be estimated, and the esti- 
mated value treated as an asset in the Statement ol Aflaiis. Th«* 
prescribed form contains a note respecting the treatment ol contra 

accounts (il any) 

List “J,” Bills of Exchange, Promissory Notes, etc., 
Available as Assets. On this list must be furnished particulars ot 
all bills of exchange, promissory notes, etc., held by the debtor. 
Such documents, are, ol course, handed over to the Ollicial Receiver 

immediately the Receiving Order is made 

List “ L,” in Substitution for such of the Sheets Named 
A-J as will have to be Returned Blank. I he object ol this list 
is to avoid, in the case of small bankruptcies, having to file a number 
of blank forms. The debtor fills in the letter ol each lorm, and 
writes the word “nil” opposite to the forms that he returns blank. 

Front Sheet. The totals of the various lists have to be trans¬ 
ferred to the “Front Sheet” or summary. 1 he assets aie entered 
as on the lists “H,” “I,” and “J,” “H” being copied in 
detail; then follows the surplus (il any) from securities in the 
hands of fully-secured creditors ; and the addition ol these four 
gives the total of the gross assets. I he liabilities are entered 
from the lists “A” to “E,” and the proper amounts are extended 
into the column headed “Expected to Rank.’ 1 he liabilities as 
on lists “F” and “G,” and the sheriff’s charges (if any) are then 
entered, but only in the inner column, added up, and the total 
deducted from the total of the gross assets on the opposite side. 
The balance gives the total of the net assets, and this total sub¬ 
tracted from the total of the liabilities ranking for dividend shows 
the estimated deficiency, which must agree with the deficiency 
shown in list “K.” 

Example i. From the following particulars draw up the State¬ 
ment of Affairs to be furnished to the creditors ol A. O. Lovejoy 


28th September , 19.. 

Unsecured Creditors— 

Bills Payable 
Household Debts 

Trade Accounts ...-•••• 
Fully-secured Creditors (holding security estimated to produce 

£9,000). 

(Continual on ruxi page) 


£ 


i. 


i. 


1,856 14 11 
128 16 10 
9,037 5 S 

8,000 - - 
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Liability on Bills Discounted, List D (£53 10s. 4d. of which is 
expected to rank) ..... 

Creditors for distrainable Rent 
Preferential Creditors for Rates, Taxes, Wages, etc. 

Cash in Hand ...... 

„ at Bank .. 

Stock-in-Trade (estimated to produce £2,500) . 

Furniture and Fixtures (estimated to produce £600) 

Household Furniture and Effects (estimated to realize £220) 

Book Debts— 

Good. 

Doubtful, £526 11s. 6d. expected to produce half: Bad, 
£487 14s. lOd. 

Bills of Exchange, good ........ 

(See next page). 


£ s. d. 
557 14 8 
100 - - 
122 14 6 
10 12 6 
60 5 10 
4,060 18 2 
1,080 12 9 
450 10 6 

2,678 15 4 


237 18 3 


Example 2. From the following particulars prepare Statement 
of Affairs of Messrs. Rupert and Larkin as at 30th June— 

Plant and Machinery, £30,000; expected to realize £25,000. Stock-in-Trade, 
nS?’ expected to produce £7,000. Patents, £5,000; estimated to realize 
C 3 > 00 °- Furniture and Fixtures, £625 11s. 6d.; expected to produce £400. 
Cash in hand, £10 11s. 6d. Cash at Bank, £120 16s. 8d. Bills Receivable, 

£2 514 10s. 6d., all good. Bills Payable, £4,035 8s. lOd. Loans, £20,000, having 
i hrst charge on the Plant and Machinery. Liability for Damages awarded to 
injured workman under the Workmen’s Compensation Act, 1925, £100, not 
covered by insurance. Creditors, £33,406 15s., £8,000 of which has a second l 
charge on the Plant and Machinery. Rent owing 1 year, £620. Rates and 115 
Taxes, 1 year, £85. Preferential Wages and Salaries, £80 16s. 6d. Book Debts, 
£10,816 14s. 3d.; good, £7,068 10s. 6d., subject to 5 per cent cash discount; 
doubtful, £2,020 16s. 8d., expected to produce 25 per cent; and the remainder 
bad. Liabilities on Bills Discounted, £1,856 11s. 4d., of which £104 18s. 8d. 
is expected to rank. L. Larkin’s private estate shows an expected surplus of £60, 
and R. Rupert’s a deficiency of £146. 

How much in the £ does the estate show? (See page 882.) 


QUESTIONS 

1. Explain the term “undischarged bankrupt.” What disabilities attach to 
such a person? 

2. Can a bankruptcy be afterwards annulled? How are joint and separate 
estates of partners to be treated ? 

3. How are small bankruptcies dealt with? What is an “administration 
order ”? 

4. Give short particulars of the creditors who have to be entered on Lists A, 
B, and C respectively. 

5. Give short particulars of the creditors who have to be entered on Lists D, 
E, and F respectively. 

6. What is meant by “postponed” or “deferred” creditors? Give examples. 

7. What are “ preferential” creditors, and on what list are their claims entered? 

8. What property is entered on List H? What property is retained by the 
bankrupt? 

9. What debts are entered on Lists I and J, and how have they to be classified. 

10. What is the purpose of List L, and “Front Sheet ”? What is the procedure 
with the latter? 











STATEMENT OF AFFAIRS 

Of RUPERT AND LARKIN. 30th June. 19. 
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. (1) „„ t hf Lets side the whole of the assets including such 

m\ A Balance Sheet shows the book value o tne assets, a 

Statement ol' Affairs shows their estimated realiza We v ^ e 

(3) In a Balance Sheet, the preferential creditors are include 

in the total of the liabilities; in a Statement of Affans, they aie 

deducted from the assets. . . n t nr i oss anc j 

(41 A Balance Sheet shows a trader s capital profit or loss, ana 

drawings; a Statement of Affairs excludes all these items. 

deficiency account 

Object and Contents. The object of this form, L«l_“ K,” is to 
pxnlain the deficiency as shown in the Statement oi Allairs i.e. to 

show by means of figures how it has been b ~ u 8 h, f a ^°^ c ‘of 
iTkecJwng Order— th^nitial capital°(if any) should be shown 

losses^losses by bad debts, and all expertSf^i'fcTndSdren" 
trade expenses, viz. household expenses of self wife and1 chi Id ^ 

the difference between premiums paid on life pohc 

surrender value of such polices; medical 

or stock exchange losses; damages an cos ... XDectec j t( j 

loss through dishonoured bills or accommodation bids expected to 

»* — d rr ■ 5 

account must agree with the oaianec Mium 7 

Adjustment of Profits and Losses. In -erases and examin- 

ation work, the profits and losses are o ^ m J b | 

adSTn^der J elinnnate this interest from the Deficiency 
Account. Thus, the profits must be increased and the losses decreased 
by the amount of such interest; and, in some cases, a ^11 loss may 
be converted into a profit by means of this adjustment When 
partners’ salaries have been credited to capital > e. not drawn 
out in cash, the profits and losses must be adjusted in a similar 
manner, in order to avoid showing the salaries in the Deficiency 
Account as having increased the capital. When the partners 
29 —(B. 1405 ) 
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salaries have been drawn out in cash, the capital account will not 
have been affected, and, consequently, the profits and losses will 
not require adjustment. 

Example i (a). Referring to Example 1, draw up from that 
and the following particulars the Deficiency Account of A. O. 
Lovejoy— 

*Pj»J at commencement, £5,000. Trading Results: 1st year, profit, 
£.1,678 4s. 2d.; 2nd year, loss, £869 8s. 10d.; 3rd year, loss, £660 7s. 8d. 
Damages and costs in unsuccessful action at law, £4,000. Drawings 3 years 
@ £600 per annum. & ’ 7 

DEFICIENCY ACCOUNT 
28th September, 19.. 


Capital at commencement 
Trading Profit, 1st year 
Deficiency as per Statement ol 
Affairs 


£ s. d. 
5,000 - - 
1,678 4 2 

3,728 4 8 


£ 10,406 8 10 


Trading Losses— 
2nd year 
3rd year 


£869 8 10 
660 7 8 


Drawings, 3 yrs. at £600 p.a. 

Bad Debts . . 

Damages and Costs in unsuccess¬ 
ful action at law. 

Estimated Losses on Realization— 
Stock . . £1,560 18 2 

Furniture . 480 12 9 

Household Fur¬ 
niture . 230 10 6 


Liability on Bills discounted, ex¬ 
pected to rank . 


s. d. 


1,529 16 6 
1,800 - - 
751 - 7 

4,000 - - 


2,272 1 5 
53 10 4 


£ 10,406 8 10 


Example 2 (a). Referring to Example 2, draw up from that and 
the following particulars the Deficiency Account of Rupert and 
Larkin— 

Capital at commencement, £10,000. Trading Results: 1st year, profit, 
£1,116 10s. 8d.; 2nd year, loss, £1,887 6s. 4d.; 3rd year, profit, £587 4s. 3d.; 
4th year, profit, £316 11s. 2d.; 5th year, loss, £2,872 15s. 8d. Partners’ 
Drawings: Rupert, £900 per annum; Larkin, £500 per annum. The above 
profits and losses arc after charging interest on capital @ £500 per annum 

DEFICIENCY ACCOUNT 

_ 30th June, 19.. 


Capital at commencement 
Profits by Trading— 

1st year . £1,616 10 8 

3rd year . 1,087 4 3 

4th year . 816 11 2 


£ 

. 10,000 


Surplus from L. Larkin’s private 
estate 

Deficiency as per Statement of 


*. </. 


3,520 b 1 


Affairs 


. 13.106 14 2 


£ 26,687 - 3 


£ /. d. 

Losses by Trading— 

2nd year . £1,387 6 4 

5th year 2,372 15 8 

- 3,760 2 - 

Drawings, 5 years at £ 1,400 p.a.. 7,000 - - 

Bad Debts . . . 3,242 19 7 

Estimated Losses on Realization— 

Stock £5.000 - - 

Fixtures 225 11 6 

Plant & Machy. 5,000 - - 

Patents . 2,000 - - 

Discount on Drs. 353 8 6 


Liability on Bills d'seounted ex¬ 
pected to rank 


12,579 


104 18 8 


£ 26.687 - 3 
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Firm Bankruptcy. The position dealt with so far has l f en 
confined to a sok trader. Where, however, there is a firm bank- 
ruotcv the problems are a little more complicated. It should be 

remembered that Statements of Affairs vail be squire 10 ° 

the firm and lor its constituent members. Subject to certain e P 
tions the private creditors have recourse only to the pi i\ ate estate 
and the partnership creditors to the firm estate, generally referred 
to as the P ioint estate. Another confusing point arises where joint 
propertv s pledged as security for a private debt ol one o the 
partners in which case the private creditor is not a secured creditor, 

because he has not obtained the property ol the de bt°r^ purity 
but that of the joint estate. Examples are shown to illust.ate the 

F S£pi^' Aid B are farmer, and ,he portion i, a, follow*- 

BALANCE SHEETS 
Firm 


Liabilities 


Creditors 


£ 

600 


£600 



Assets 

£ 

Stock . 

• • 

. 300 

Debtors 

• • 

100 

A 

• • 

.£120 

B 

• 

. SO 



200 



£600 



-■ 


Liabilities 


Creditors 
Surplus . 
Firm 


£ 

250 

30 

120 

£400 


Assets 

Furniture 
Sundry Assets 


£ 

300 

100 


£400 


B 
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It is assumed that all assets are worth book value save that 
stock is estimated to realize £140. Prepare draft Statements of 
Affairs and Joint Deficiency Account. 


STATEMENT OF AFFAIRS 

Joint 


Creditors , 

£ 

600 

Stock. 

£ 

140 



Debtors . 

100 



Sundry Assets (A’s Estate) 

150 




390 



Deficiency .... 

Z10 


£600 

| 

£600 


Creditors 
Surplus . 


£ 

250 

Furniture . . , , j 

£ 

300 

150 

Sundry Assets 

100 

£400 


£400 


B 


Creditors . 

£ 

900 

Furniture . 

£ 

600 



Life Policy .... 

250 



Deficiency .... 

50 


£900 


£900 


JOINT DEFICIENCY ACCOUNT 


A—Surplus . . 

£ 

150 

Excess of Liabilities over Assets ol— 

4 

Deficiency as per Statement oi Affairs. 

210 

A ... £120 


* 


B. 80 





ZOO 



Depreciation of Stock 

160 


£360 


£360 


Each Statement of Affairs is separately compiled and each 
deficiency or surplus is separately ascertained. Any surplus intro¬ 
duced from a separate estate to the joint estate (not being in the 
original Balance Sheet of the firm) must have its double entry. It 
has already been stated that as regards creditors, each “set” proves 
against the particular debtor, i.e. separate against separate, joint 
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against joint, but it should be observed that the surplus of A, i.e. 

/ISO, is now available for the joint creditors. 

Where in a partnership a partner has given security for a hi m 
debt, the joint estate has first claim on such security: any surplus 
goes to the separate estate of that partner, the reverse applying 
when joint property is given as security to separate creditors. 


Example 4. 


Joint . 

A 

B 


The creditors are— 

£ 

3,000 Assets 
! . 500 

600 


£ 

1,600 

400 

640 


The £640 asset of B has been placed as security for a loan of £o00 
to the firm included in the figure £3,000. The joint assets are esti¬ 
mated to realize £1,800. Prepare Statements ol Affairs. 


STATEMENTS OF AFFAIRS 

Joint 


Liabilities 

Unsecured Creditors 

£ 

3,000 

Assets 

Assets . 

Deficiency . • • • 

£ 

1,800 
1.200 

£3,000 

£3,000 

A 

Liabilities 

Creditors . 

£ 

500 

Assets 

Assets .... 

Deficiency .... 

£ 

400 

100 

£500 

1 

£500 

B 

Liabilities 

Creditors . 

£ 

600 

Assets 

Surplus from Security held 
by Joint Creditors 
Deficiency . 

£ 

440 

160 

£600 

£600 


The joint creditor of £500 would get (as the other joint creditors) 
12s. in the £ dividend = £300, i.e. X £500. Hence there is a 
shortage of £200. He recoups this from the £640 asset of B, leaving 
still a surplus of £440 which is now available for B s creditors. 
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Thi s may be further proved as follows. The joint creditor has 
£640 security of B against the partnership debt £500, leaving £140 
sui plus. The dividend £300 received from the joint estate is now 
due to B s separate estate, since the £500 debt has been satisfied 
in full. B s estate thus receives £440 from the asset £640. 


TRUSTEE’S ACCOUNTS 

Trustee in Bankruptcy. This is a person elected by the credi¬ 
tors of a debtor u'ho has been adjudged a bankrupt, to take over 
his property. The appointment is subject to the approval of the 
Board of Trade. The trustee’s duties are to realize the debtor’s 
estate, and distribute the proceeds, after paying the preferential 
claims, among the unsecured creditors. 

Trustee’s Cash Book. The trustee must keep a Cash Book, the 
Preset ibed form of which is as shown on the next page, also a 
1 rading Account if he carries on business. 

Trustee’s Account of Receipts and Payments. The trustee 
must also render to the Board of Trade an account of his receipts 
and payments, the prescribed form of which is as shown on 
page 890. (Section 92.) I his is audited by the Board of Trade, 

and an audited copy is kept for the inspection of the creditors 
or of the bankrupt. 

Record Book. I his is a book that must be kept by the trustee 
in bankruptcy. It contains records of the minutes of all meetings, 
the resolutions passed, and particulars, in order of date, as to how 
the estate has been administered. (Section 86.) 

Bankruptcy Estates Account. This is an account kept by the 
Board of 1 rade with the Bank of England, and every trustee in 
bankruptcy, or under any composition or scheme of arrangement, 
must pay all moneys received by him into this account. He may, 
however, with the sanction of the Board of Trade, if the balance 
of cash is small, and if such procedure is to the obvious advantage 
of the creditors, make his payments into and out of some local bank. 
The account must be opened in the name of the debtor’s estate, 
and any interest received thereon will form part of the general 
assets of the estate. A trustee must not pay any sums received by 
him as trustee into his own private banking account. If at any 
time he retains for more than ten days a sum exceeding £50, he is 
liable for interest thereon at the rate of 20 per cent per annum, 
and also for any expenses occasioned by his default, and may be 
removed from office. (Section 89.) 


Power to Disclaim Onerous Property. By Section 54 (1)— 

Where any part of the property of the bankrupt consists of land of any tenure 
burdened with onerous covenants, of shares or stock in companies, of unprofitable 


TRUSTEE’S CASH BOOK 
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contracts or of any other property that is unsaleable, or not readily saleable, by 

s ft pass satas 

of ownership m relation thereto “^X tw ive n.onths after the first appoint- 

..™, b. .I— bv c™„. 

the property. 

A trustee is not, however, usually entitled to disclaim a lease 
except by consent of the C-ourt. 

Powers of Trustee to deal with Property. By Section o5 of 
the Act, it is enacted— 

Subject to the provisions of this Act, tire trustee may do all or any of die 

following things- property of the bankrupt (including the good- 

wi If the business,^f^any, and the book debts due - growing due to he tank- 
rupt), by public auction or private contract, rv.th power to transfer the 

‘VCreceived by him, which receipts shall efTectu- 
ally diEharge the person paying the money from all respond,hty in respect of 

' h ( 3 r^o C :e,°rank"cl 0 a[m and draw a dividend in respect of any deb, due to the 

“Exercise any powers, the capacity to exercise which is vested in tire trustee 
uidlr AhArt,anYexecut’e any powers of attorney, deeds and other instruments 
for the purpose of carrying into effect the provisions oi Act. 

„<sr rtfs mzz ft wsiftSrftrss 

with it. 


Powers Exercisable by Trustee with Permission of the 
Committee of Inspection. By Section 56, the trustee may with 
the permission of the committee of inspection do all or any of the 

following things— 

(1) Carry on the business of the bankrupt, so far as may be necessary for the 

b 7 2 ?ting"tlthuZ or'drfend any action or other legal proceedings relating 

‘° (3^ E^a 0 soHchor nk o r r UP o;her agent to take any . proceedings or do any 
business which may be sanctioned by the committee of inspection; 

i) Accept as the consideration for the sale of any property of the bankrupt 
a sum of money payable at a future time, subject to such stipulations as to secunt> 

and otherwise as the committee think fit, . r 

(5) Mortgage or pledge any part of the property of the bankrupt for the 

purpose of raising money for the payment of his debts, , . . 

F (6) Refer any dispute to arbitration, compromise any debts claims, and 

liabilities, whether present or future, certain or contingent, liquidated or un¬ 
liquidated, subsisting or supposed to subsist between the bankrupt and any 
person who may have incurred any liability to the bankrupt, on the: rece^pt 
such sums, payable at such times, and generally on such terms as may be 

agreed on; 
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(7) Make such compromise or other arrangement as may be thought expedient 

with creditors, or persons claiming to be creditors, in respect of any debts provable 
under the bankruptcy; 

(8) Make such compromise or other arrangement as may be thought expedient 

with respect to any claim arising out of or incidental to the property of the 

bankrupt, made or capable of being made on the trustee by any person or by the 
trustee on any person; r 7 

(9) Divide in its existing form amongst the creditors, according to its estimated 

value, any property which from its peculiar nature or other special circumstances 
cannot be readily or advantageously sold. 


With the permission of the committee of inspection, he may also 
appoint the bankrupt to superintend the management of the 
property, or to carry on the business, and may also make him an 
allowance for the support of himself and family, or in consideration 
of his services. (Sections 57 and 58.) 

Remuneration of Trustee. By Section 82 (1) — 

Where the creditors appoint any person to be trustee of a debtor’s estate, his 

remuneration (if any) shall be fixed by an ordinary resolution of the creditors, 

or, il the creditors so resolve, by the committee of inspection, and shall be in the 

nature of a commission or percentage, of which one part shall be payable on the 

amount realized by the trustee, after deducting any sums paid to secured creditors 

out of the proceeds of their securities, and the other part on the amount distributed 
in dividend. 


Distribution of Dividends. Section 62 enacts as follows— 

(1) Subject to the retention of such sums as may be necessary for the costs 

of administration, or otherwise, the trustee shall, with all convenient speed, 

declare and distribute dividends amongst the creditors who have proved their 
debts. 

(2) The first dividend, if any, shall be declared and distributed within four 
months after the conclusion of the first meeting of creditors, unless the trustee 
satisfies the committee of inspection that there is sufficient reason for postponing 
the declaration to a later date. 

(3) Subsequent dividends shall, in the absence of sufficient reason to the 
contrary, be declared and distributed at intervals of not more than six months. 

Rights of Creditor who has not Proved his Debt. By 

Section 65— 


,.^”7 creditor who. has not proved his debt before the declaration of any 
dividend or dividends shall be entitled to be paid out of any money for the time 
being in the hands of the trustee any dividend or dividends he may have failed 
to receive before that money is applied to the payment of any future dividend 
or dividends, but he shall not be entitled to disturb the distribution of any 

lvidend declared before his debt was proved by reason that he has not partici¬ 
pated therein. 7 

Interest on Debts. Section 66 (1) provides as follows— 

W here a debt has been proved, and the debt includes interest, or any pecuniary 
consi eration in lieu of interest, such interest or consideration shall, for the 
purposes of dividend, be calculated at a rate not exceeding 5 per cent per annum, 
without prejudice to the right of a creditor to receive out of the estate any higher 
rate of interest to which he may be entitled after all the debts proved in the estate 
have been paid in full. 


w 
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Bankrupt’s Right to a Surplus. This is provided for by 
Section 69— . 

The bankrupt shall be entitled to any surplus remaining after P^ ent j^ 
of his creditors, with interest, as by this Act provided, and .ofhe costs, charge , 
and expenses of the proceedings under the bankruptcy petition. 

Unclaimed Funds or Dividends. By Section 153 (1) 

Where the trustee, under any bankruptcy composition or scheme, pursuant 
to this Act or any enactment repealed by this Act, has under his control any 
unclaimed dividend which has remained unclaimed for more than six months, 
or wfiexe after making a final dividend, he has in his hands or under his control 

any unclaimed or undistributed money arising from the P^ 1 ^ 
he shall forthwith pay it to the Bankruptcy Estates Account at the Bank ot 
England The Board of Trade shall furnish him with a certificate of leceipt of 
th?money so paid, which shall be an effectual discharge to him in respect thereof. 

Anv person claiming to be entitled to any moneys in the Bank¬ 
ruptcy Estates Account may apply to the Board of Trade for them, 
and if the Board of Trade is satisfied as to the validity of his claim, 

they order payment to be made to him. on . , 

Example 5 . From the particulars given on p. 894 make out 

the trustee’s Account of Receipts and Payments to date ol first and 
final dividend. 

TRUSTEE’S ACCOUNT OF RECEIPTS AND PAYMENTS 
To Date of First and Final Dividend 



To Cash deposited with Solicitor 
„ Cash in hand 
„ Cash at Bank 
,, Stock. 

,, Furniture and Fixtures 
,, Patents 


99 


• » 


Book Debts 
Bilb of Exchange 


£ d - 
10 - 
15 11 
104 2 

8,750 10 
320 4 

2,500 - 
7,426 15 
2,420 10 


* * 
»> 


- I By 
3 
9 

5 

6 


3 

6 


99 

99 

99 

9 9 
*9 


99 

99 


99 


Board ol Trade and Court 
Fees . . • 

Law Costs of Petition 
Trustee’s Remuneration (as 
fixed by Committee of In¬ 
spection)— 

3% on £ 18,997 10s. 2d. 
assets realized 

2% on £19,430 14s. 9d. 

assets distributed 1 
Taxed Costs of Accountant 
and Shorthand Writer 
Guarantee Premium 
Costs of Notices in Ga idle 
and local newspapers 
Incidental Ouilay— 

Postages, Stationery, etc. 

Total Costs and Charts . 
Allowance to Debtor . 
Preferential Creditors— 

Rent . . . • 

Rates, Taxes, and Wages 
First and Final Dividend ol 
10s. in the £ on £38,861 
9s. 6d. to Unsecured Cred¬ 
itors . 


15314 6 

45 11 2 


569 18 6 

388 12 3 

256 4 8 

13 13 - 

5 16 3- 

43 9 7 


1,476 19 11 
100 - - 

300 - - 

240 - - 


£ 21,547 14 8 


19,430 14 9 


21,547 14 8 


1 Ascertained by calculating of £19,819 7s., the gross amount distributable 
between Unsecured Creditors and Trustee. 
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Receipts 

Cash deposited with solicitor, f 10• Cash in hanH /~tq ii* qj . o , 

B a nk £104 2s. 9d.; Stock, £8,750 Ws *Sd ” F^rniSe 

£2,420’lor. a 6d ntS ' £2,50 ° ; B °° k 6 . ebts > £7 ' 426 I5s - 3d -! m '-' of Exchange, 

Payments 

£45°ns 2d T TaxcH a r £ 153 > 4 |- 3 d.; Law Cost, of Petition, 

l. ■ IS za t axed Costs of Accountant and Shorthand Writer, £256 4s 8d • 

miUI ?xT^ - 3 13s ‘ (, authori zed by the Committee to be paid out cf 
tl e assets) , Cost of Notices in Gazette and locarbapers, £5 16s 3d • Incidental 

Outlay. Postages. Stationery, etc., £43 9s. 7d.? Allowlnce to Debtor' riOO 

erential Creditors for Rent, £300, and Rates, Taxes, and Wages, £240• 

C18 U 997 K)! !^ mi ! ncratlon .. (as / lxec i b V the Committee of Inspection), 3% on 
£18 9 )7 10s 2d. Assets realized, and 2% on Dividend distributed to Unsecured 
Creditors, whose debts amounted to £38,861 9s. 6d. 


QUESTIONS 

o' *!' e d jfT erence b «ween a Statement of AfTairs and a Balance Sheet. 

3' u-ul, V he .° bjer °r a Ltefiocncy Account? What are its usual contents? 
n _ n adjustments of profits and losses are sometimes required when pre¬ 
paring a lJehciency Account? v 

4. What is a trustee-in-bankruptcy? How is he appointed? 

o. vvhat books and accounts must a trustee keep? What is a Record Book? 

■ ' Explain the Bankruptcy Estates Account. Can a trustee pay his receipts 

to any bank he prefers? What penalties attach to a trustee with regard to the 
Keeping of a large cash balance? 

7. What power has a trustee with regard to onerous property? Does this 

p )vvcr apply to a lease? Name some of the powers of a trustee with regard to 
property generally. 5 

8 State briefly some of the powers a trustee may exercise with the permission 
01 the committee of inspection. 

9. How is the trustee remunerated? How are dividends to be distributed by 
lr ?« ..,, at are rights of a creditor who has not proved his debt? 

the blowing?— V1SI ° n * made by the Bankru P tc y Act > ,9,4 » with respect to 
(a) Interest on debts; ( b ) surplus; ( c ) unclaimed dividends or funds. 


EXERCISE XX 

VFrom the following particulars make out the Statement of Affairs of Thos 
r \yellers for submission to his creditors— 


11 


11 


Good Book Debts . 
Doubtful 
Bad 

Unsecured Creditors 
Bills Payable 
Stock 

• • 

Fixtures 
Cash at Bank 
Preferential Creditors 


£ 

3,872 

1.500 

2.500 
7,278 
1,200 
1,200 

300 

150 

267 


Partially-secured Cred¬ 
itors . . . £372 

Estimated Value of Se¬ 
curities . . . 550 


322 


Creditors fully secured (esti¬ 
mated value of Securities, 
£2,500) .... 2,200 


Make out his Statement of Affairs, assuming that the Stock, Doubtful Debts, 
an lxtures will realize 50 per cent of the value mentioned above. 




bankruptcy, statement of affairs, etc. 


895 


2. Richard Humphrey’s Balance Sheet on 31 si January was^as f °!^ S ; n 

Sundry Debtors, £ 106 -s. >d., oc ? ‘ 0 Liabilities: Bank Overdraft, 

£1 2s. lid.; ShopF.ttmpat«^£ 73_l^ M. Capita!. 

£241 19s. 3d.; Trade Creditors. £378 14s J > J k ’ ' hion bankruptcy. 
£40 16s. 2d. Being pressed by Creditors, he to ms p entered in the 

Ongoing through the list of to £10 1 Is. (id. 

books, £60 1 Is. 3d. w a si r r e c oy i :r a bl c, an d that arc^ ^ reaKzc 

were disputed. He estimated l hat t • > , 4 - n is Household Furniture 

£315, and that the Shop l uting would rca 4s 6d and a year’s 

rent for had not received her wages for 

V a week. Prepare Statement ofAft^ 


yi 

Johns 


Unsecured Creditors • 

Fully-secured Creditors • 

Partly-secured Creditors . • • *, 

Securities held by Creditors, fully secured valued at ■ 

Securities held by Creditors, partly securec £c ^ 
Creditors for Rents, Rages, I axes, and Wages (ol wmen L 

Plan!: Book 'value^U,600, estimated to produce only one- 
third of tins sum. 

Office Furniture, estimated to realize • 

Cash in hand .•••**’ 

Book Debts— 

Good, expected to realize • 

Doubtful, £500, expected to realize • 

n-wi /"'too expected to realize • • • • 

Life PoUcyon the life- of Jonas Johnson, in the Atlas Assu = 
Co paid 20 annual premiums of £24 each. Kstimatcu 

surrender value is $ of the amount paid in premiums. 

How much in the £ does the estate show? 


£ 

22,100 

9,S70 

4,7(34 

12,107 

2,321 

850 


50 

5 

3,000 

200 

nil 


( U.L.C.I .) 

Affairs and 


4. From the following infor^on rf .he Creditors 

ofta e ckl White"who are insolvent: Cash in 

»jssmb mss 

preferable Clatms for Taxes, Wages, 

and' Salaries, £100. Black’s drawings, £2,000; \\ hite s‘ ^ ra " in S s > -J r 2 5Q0 
business commenced on 1st January, three years ago. acp next two 

and White £2,900. The first year showed a profit of* £3,000, but the next 
years showed a loss of £4,300. No provision was made for Bad Debts. 

5. Thomas Jones having been adjudicated bankrupt, the following Balances 

appear in his books— . ^ , , . 

Cash in hand, £20; Overdrawn at Bank, £1^0; Stock-in-Trade (cost 

rSOO) estimated at £500; Machinery (cost £500) estimated at £400, Trade 
Fixtures (cost £300) estimated at £120; Book Debts ^ood £^5 (estimated 
to produce £500); Doubtful, £2 d 0 (estimated to produce £100), Bad, £-0 >, 
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gO, Rates and Taxes (12 mos.), £10; Domestic Servants’ Wages (3 mos)!, 
fct a m g e e etin C g ofCredito^ f ° rm ° f 3 St3 ‘ emem ° f Affairs f ° r station to the 

Petion^r e 29th a S^te n mbe f r AfrairS ° f ^ & C °” Shi PP ers ’ wh ° filed th ^> 

,his°ar k e Creditors^r^^ W3S ° wing £9 ’ 610 ’' deluded m 

(' -red 1 tors for £2,o60, who hold stock valued at £3 000 and also 

Creditors for £1 000 who hold stock valued at £565 The Asets’consist of 

produce fMO)*?! f -fJ 00 ' S ‘°<* d "‘Trade, £2,000 (estimated to 

Furnhur/ etc f 5 00 ^ ?" d B " M ' n gs,£l,*00 (estimated to realize £1,000). 

CandTi /n rl r P [° n UC u C ^ Preferential Creditors for 

(es a fma«ed toroahze £100) ^ DebtS ’ ^ Doubtful Debts ’ ^ 25 ° 

van^s 3 booL H a 0 n b H°n^c ,hc dt >'> L flnds himself insolvent. From the 

financial position are rorthcomiHg- 0 ^ 55 ' 0 " ‘ hC follovv,n g Particulars as to his 

Doubtful : £2 ’ 800 (estima ‘ ed - 
Sundry freehold Houses, etc. (estimated to produce £2 000) 

Shares: 1,000 Ordinary Shares in the Cable Telegraph Co. valued 
at par . 

Mining and Railway Shares (£2,500 are heid as security by partly 

secured creditors and the balance by fully-secured creditors) 

Loss through the unsuccessful defence of an action at law 
business Expenses .... 

Creditors: Unsecured 

Partly secured .... 

.. Fully secured .... 

Preferential Claims for Salaries and Rent 
Private Drawings .... 

Samuel Hobson: Capital Account 
Cash at Bank 

Bills Receivable: Good 

• • • 

Arrn^mt Statement of Affairs for submission to his creditors and a Deficiency 
Account in the ordinary form. {London Chamber of Commerce.) 

friend 0 ^ 1 ? J % cks ° n . ? u "* ntec ? * loan of £200 for a friend. Hearing that this 
made hanl/ ln lnari j ,a l difficulties and only able to pay about 10s. in the £ if 
petition ru f >t ’ an< ^ being himself pressed by creditors, he decided to file his 

bI '; bad a '™ r ks which had cost recently £1,000, but on this there was a 
°‘? a fU- O [4 800: Ca ? h at the Bank, £140 2s. 3d.; Cash on hand,£11 10s.; 
had met roQoc bis s °bcitor £10 on account of costs. His Stock-in-Trade 
hrin« ; * ° but b e did not think that on forced realization it would 

P2f)n I 1 ?°[ C £275; bis Machinery, etc., he thought, ought to sell for 

fnllv \ .V hc ** tt 1 ,n S s » etc *> for £50; after considering his Book Debts care- 
Sf 1 , thought that £118 10s. was good, £296 11s bad, and £76 4s. 3d. 

u. r j^ er a P s w .°jjb £30; he had also a Bill of Exchange for £87 4s. 

»• 3 Jifjsecurecl Creditors for £753 4s. 1 Id.; he had accepted two accom- 

a ion ills of £100, and on reference to his Bill Book found that he had 

two months before endorsed over William Fletcher’s 3 months’ bill for £167 5s. 
to a creditor. 


y y 


yy 


£ 

4,780 

3,300 

1,000 

9,450 

5,420 

3.200 
16,740 
5,420 
3,110 

500 

1.200 
3,800 

420 
800 





y y 


y y 
y y 
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He owed £10 for House Rent, £20 for Income Tax, £29 18s. 3d. for Rat 
an L £ hL‘aL 5 Household e Furniture worth £175. and a gold watch and chain 

hlle If in proper form, Charles Jackson’s Statement of Affairs. (V.L.C.I.) 

9. Fred Jackson, on the 31st March, unable to h “ 
a Statement of Affairs for submission to his creditors. 1 rep 

the following— 

Leasehold Premises held for 99 years, subject to a pay¬ 
ment of Ground Rent, £100 per year 

Book Debts: Good 

Doubtful . 

Bad 

Fixed Plant and Machinery 

Stock-in-Trade • , , , . „ _ , 

Cash in hand, £10. Life ^^^gg^ebru^’Ust, and held by Insurance 

premium of £50 a year due anc pc - /-=qq Household Furniture and 

ho. for a loan of £200; Surr end er Value £o00. Homed ^ c & 

Effects, £300. Private and Houschold^Debts^O. ^ fid pc[ . sharc Loan 

sac 

test’s® 5 ' rr i 

gage on leasehold of £4,000. Loan from E ^ ^ 

S 3, “ 

December last. 

were as follows— £ 

For the first year ended 31st March . • ^,90j> 

second „ » ” ” ‘ 5*000 

third „ ...» 


Book 

Estimated 

1 ’alue 

to Realize 

£ 

£ 

10,000 

9,000 

6,650 

6,000 

500 

250 

750 

— 

4.000 

3,000 

2.000 

1,400 


yy 

yy 


y y 
y y 


!^^»ssar“ d> *‘.ssr 

of Affairs for submission to his creditors. 

You find his books disclose— 


Unsecured Creditors. 

Fully-secured Creditors • • * * * 

Who hold security of the cost value ot ^,WU. 

Partly-secured Creditors . • • * * 

Who hold securities of the cost value ot £ 18,098. 

Preferential Creditors. 

Bills Payable . • • * * ' \ r\ nnni 

Receivable (discounted) (expected to rank, £1,000) 


£ 

8,830 

2,352 

37,697 

822 

20,066 

5,833 
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5 ) 


y y 


y y 


yy 


yy 


Book Debts in England (Good) . 

£ } 7 °’ estimated to produce 
c t . ; t •" , ” (^ ad ) £34, of no value 

block in Liverpool at cost, £1,306, estimated at . ' 

Ihe Coast , tS ’ l ' SS SundrV Liabili,ies > at four'Stations on 

of W^ *£ ' oss °n realization 

S —• a C„^ 8 Craft, 

Office Furniture, £289, estimated to realize. 

Gash in hand ... * 

,, at Bankers . * 


£ 

1,341 

85 

1,200 

36,584 


20.000 

200 

4 

80 


SrJ&rSta rip,x rgs tssur * f™ 'r •»>*» 

been made in first and second yelrl of £5 000and f/m ^ ^ '? , have 

>n the three subsequent years of £2 100 £2 600 ^La r'X n?P ectlVey> . ai ? d * osses 
dlowing £2 000 a ve ir f nr r n ,nr »’ ’ . , and £^,031 respectively, after 

been at",4 i ate of ^4.500 a 7 UP ° n CaP “ al ’ and , h * withdrawals having 
^ y (Chartered Accountants.) 

S O cTe,)c” eP Unsecured le Credito« air £°00 000^ U C °d V Free * , ° ld Land 

Property held by secured^ CredLrs /12 000 r f ? ,ly £8.000; 

Wages (preferential) £300- mi*’ r i?°u Creditors for Rates, Taxes, and 

£27,000 (Good lr’l ?^ han S e feood), £22; Book Debts, 

Offlrr Faraiai’, 

(Chartered Accountants.) 

Oc’obe P rTwi,^C e ^y 0f and Deficien <T A -°unt as on the 10th 

unfinished Conl^i 5 P® 1 ?*’ £?’ 472 Estimated to produce £2,869); 

the cost of comDletinJ^r^ an pi ^ cst JP latcd to produce £3,000 over and above 
£500)- Office ^Fnrnh ’ / ant ’ f?° s> etc '» cost j£L 330 (estimated to realize 
a, n 900 nJ, e ( f t T5Sf*„ to realize £ 25 )i Stock-in-Trade valued 
as sluritvVorTnan T-r £ 6 ,’ 2 °°’ ° f which are deposited with bankers 

value of £1 470 Po Icles f° r £2,000, of the estimated surrender 

to FI 49o- ’ TT n ’ U ,eC / r° advances made by the Insurance Co., amounting 

Creditorffor yT C T d Trade Account, £4,140; Unsecured 

to him as clerk” /~‘u\ £ 3, '108; W. Smith for two months’ Wages due 

month- Rent : w Compton, slx months’ Salary due to him at £15 per 

£10 134 festima, ; cra , b ' e 'r dlstress > Bankers for Loans partly secured, 

mem, / l o fa , Va ' Ue purities held by bankers, £7,46o!, viz.: Invest- 

bv the' books f I so f ase ’ £2,000); Capital Account on 1st January, as shown 

Los, on Sate’ 4 r 89 ’ LoSS °" Trad,n S from 1st January to 10th October, £374; 
Los, on Sale of Investments made on 13,h June, £200; Drawings, £750 

(Chartered Accountants.) 

Go., on 3?st^^ember n * ^^ a * rs and deficiency Account of Messrs. Jones & 

of £25 00ft C T? m ^? CC ?. business on 1st January, five years ago, with a Capital 
year C I”? 1 ?’ after Urging Interest upon Capital at £1,000 a 

respective voa ° r /'o™ * ^ rst ^ ear £^02, and in Losses in the subsequent 
7cre7^^tc J^ £4SOt £5 °°’ and ^ 700 - The Drawi ^ of the Partners 
five vear, nnno p 4 £ 00 a , yea G and £1,500 had been expended during the 
in the hor if atcnts and Experiments, and at the date of Bankruptcy stood 

secured £^ 080 Un ** ured Creditors, £15,050; Creditors partly 

> £ , (holding security, as stated by the books, of the value of 
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ik, £3,500 


£18,100, but which is only estimated to realize £6,000) > up^wh^hTt isesti- 
Taxes, etc., £500; Brils Recetvabledtscot (wWch u 

mated there will be / 8 • ‘ V Bo!.1^Oc-bts. Good, £7,860; Doubtful and Bad, 

estimated to realize £ h ; 000) ' m , d and Buildings, £8,000 (estimated to 

£650 estimated to realize „ (estimated to realize, £5,500); 

realize, £5,000); Machinery and 1 lant,£l-,a00 (est.m ^ Accomlanh ) 

Cash in hand, £ l . . 

14. A filed his petition on 31st December, and his Statement of Affairs was 

composed of the following figures 

Creditors unsecured . • • * 

partly secured by hen on Shares 

fully secured by lien on Stock 

Liability on Bills Receivable (estimated to r 

Mortgage on Mill . 

Creditors payable in lull . 

Book Debts, Good . • * . i ,, 

Doubtful and Bad (estimated tc 

Consignments, good . • • * 

Stock (estimated to realize £40,000) . 

Shares (cost and estimated to realize) . 

Cash at Bankers • 

Bills of Exchange • 

Mill of the value of . • >,9 0001 

Machinery (estimated to realize H)U) 

Fixtures (estimated to realize £\f" ) 

Cottages (estimated to realize 1 ) 

On 1st January, six years ago, he had a Cap 
in the “six years of £20,500>, alter allowing 

withdrawals amounted to £03;00U. 

Prepare the Statement ot Allairs and Dctic 


produce £ 


,000 


£ 

75.000 
40.000 
100 
7,000 
10,000 
3,000 
20,000 
10,000 
5,000 
60,000 
16,000 
100 
1,400 
11,000 
15,000 
3,000 
3,500 

were made 


al of £50,000. Profit 
merest on Capital £10,000, and 


ncy Account. 

(Chartered Accountants.) 


1.200 


4.000 

3,000 

100 

15 

500 


15. .John Howson is unable to meet his engagements. His liabilities are- 

Und (As*security i fbrw°hieh t ff.ey hold £1,500 Denture' Stock 
of the Berkshire Railway Co.) 

Unsecured Creditors • 

jn ••**** 

(Who holds a Mortgage on the premises.) 

Wages 

Chief Rent (Half-year) 

B ‘ US (f)ne-haff of which' will probably rank against the Estate.) ' 

And his Assets are— 

Buildings, of the value ot 
Machinery, of the value of 

Fixtures, etc., of the value of 

Debenture Stock ol the Berkshire Railway Co., \alu 

Stock, estimated to realize . 

Book Debts, Good - • • 

Doubtful (estimated to realize £100) 

yt .. Bad . 

Cash 


yy 

yy 


2,000 

1,500 

200 

1,500 

1,500 

1,000 

200 

150 

15 


Prepare the Statement for submission to his Creditors. (■Chartered Accountants 
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16. Prepare Statement of Affairs of John Mason from the following particulars 
at 31st March— 


Freehold Land and Buildings 

£5,000, estimated to produce £4,500 

Book Debts—Good 

1,000 




,, ,, —Doubtful 

300 

yy 

9 9 

100 

,, ,, Bad . , 

500 

j ) 

7 7 

« • 

nil 

Stock-in-Trade . 

1,500 

* » 

9 9 

7 / 

9 • 

1,000 

Plant and Machinery . 

1,200 

7 7 

9 9 

7 7 

9 9 

600 

Cash in hand 

25 


7 7 


Household Furniture and Effects 

300 

yy 

yy 

180 


Mortgage on the above Freehold Land and Buildings, £3,500, @ 5 per cent. 
The Interest was paid to 31st December last. 

Trade Creditors unsecured, £2,500. Cash Creditors unsecured, £1,000. 

Bank Overdraft, £1,000 (the Bank holding, as security, a policy for £2,000, 
payable at death: premium, £50 per annum; surrender value, 31st March, 
£600). Preferential Creditors for Rent, Rates, Taxes, and Wages, £300. 

(Chartered Accountants.) 


17. Henry Jones filed his petition in bankruptcy on the 30th June. His books 
showed the following balances— 


Cash in hand . 

Fixtures and Fittings . 

(Estimated to produce £80) 
Stock-in-Trade . 

(Estimated to produce £1,200) 
Sundry Creditors—Open accounts 
»> >> —Bills Payable . 

,, Debtors . 

Good, £1,000 

Doubtful, £2,000 (estimated at 50%) 
Bank Overdraft . . . . 

Capital. 


£ £ 
10 

. 250 

. 1,800 

2,000 

2,200 

. 5,000 


1,200 

1,660 


£7,060 £7,060 


Liability on Bills Discounted, £500; £100 expected to rank. 

His Household Furniture, etc., was valued at £250. 

He owned the house he lived in—it was valued at £750—and he had a mortgage 
on it of £600 at 4%. Interest paid to 31st December last. 

Preferential Creditors amounted to £35 (included in Sundry Creditors), and 
£1» for Rates on his house. 

Prepare a Statement of Affairs. (i Chartered Accountants.) 


. A . fil } ds > b y the following summary of assets and liabilities of his business, 
uiat he is insolvent, and on 15th October files his own petition in bankruptcy. 
Prepare his Statement of Affairs for presentation to his creditors. 

r Lid? S ° ve ^raft is secured by the deposit of deeds representing his 
free hold Property (valued for the purposes of the Statement at £6,000), and 
Dock Warrants for Stock of the value of £2,383 10s. lOd. W. Smith’s Loan is 
secured by an assignment of a policy on A’s life valued at £100. There are 
contingent Liabilities on Bills Discounted amounting to £589 17s. 2d., of which 
o[ £? 29 f 13 J- 5d* is expected to rank. Of the Book Debts, A states that 
£144 are Bad and £365 Doubtful; he estimates the value of the latter at £1 78 * 
Of the Bills Receivable, he estimates that the sum of £283 3s. 7d. is Bad. A has 
Private Debts amounting to £389 5s. 3d., and has Private Assets consisting of 
the above-named policy and Household Furniture valued at £585. 
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Summary of Assets and Liabilities 


Liabilities 

Sundry Creditors 
Bank Loan. 

W. Smith: Loan 
II. Jones: 9 months’ 
Rent to 29th Sept, 
last 

Rates: 6 months to 
31st March last 


£ 

23,598 

6,897 

589 


s. d. 

7 6 
3 6 
2 6 


150 - - 
32 3 6 


£31,266 17 - 


Assets 

Cash in hand 
Petty Cash in hand 
Stock at Cost 
Fixtures and Fittings 
Office Furniture 
Horses and Carts 
Sundry Debtors . 

Bills Receivable . 
Freehold Property 


£ *■ d - 
29 2 7 

2 13 

9.852 8 


o 


329 7 


/ 

2 


262 8 - 


682 

5,289 

4.283 

6,589 


5 

3 

3 

2 


/ 

7 


£27,319 14 8 


(i Chartered Accountants.) 


19 Catchem & Cheetam filed their petition in bankruptcy on 31st December. 

Their books showed that they owed £o0,0001 to Unsecured^ Cred'to^ 
£30,000 to Creditors holding hen on goods for £ 0 ,000 £10,000 Mortgage 

on the Works and £1,000 for Salaries and Rates. Bills of Exchange lor 
£10,000 had been discounted with their Bankers, and it was estimated that 

there was a liability in respect of them of £3,000. 

The ‘consfgnments^£20,000 (estimated to realize £2,000). Good Book Debts, 
£18,000; Doubtful Debts, £6,000 (estimated to realize £3 000 Bad Debts, 
£15,650. Works, cost £100,000 (deprecated out of Profit and Loss o £7o,000) 
estimated to realize £50,000. Furniture and Fittings, £2,000 (estimated to 
“e £1,000) Stocks and Work in progress, £25,000 (estimated to realize 

£18,000). Cash and Bills, £l,3o0. - tal of 

They commenced business on 1st January, five years ago, with a ca P»tal ot 

£83000. After charging annually £5,000 for depreciation of the Works, 

£4 000 for Interest on Capital, and £1,500 for Partners Salaries, the tra mg 

showed profits of £6,500 in first year and £5,000 in second year; and bsses 

of £6,000 in third year, £7,000 in fourth year, and £9,o00 in fifth year, while 

the withdrawals of the partners averaged £o,oOU a year. 

Draw up Statement of Affairs, and prepare Deficiency Account.^ 

20 A trader files his petition in bankruptcy on 30th June, and you are 
instructed to prepare his Statement of Affairs. The information you are able to 

obtain as to his position is as follows . 

The Stock-in-Trade at cost is £7,200, of which £600 worth is in the hands 
of a Creditor for £1,000, who is entitled to exercise a lien. Book Debts. Good, 
£9,750; Doubtful, £120 (worth 6s. 8d. m the £)*, F i Xt ^f S 

Fittings (after depreciation), £230; Cash in ban > £ : 1 s f , • ’ 

£1,100 (held by Bankers against overdraft of £4,000, the balance of which is 
secured by a second charge on Debtor’s freehold property and by the guarantee 
of his brother). Customers’ Bills under Discount £l,oOO (of which £-00 is 
ascertained to be bad and £100 « doubtful). Freehold Property, £3,000 
(subject to a first mortgage of £2,000). The Unsecured Creditors amount o 
£29,800, in addition to claims for Rates, Taxes, and Wages amounting to 
£240 The Stock-in-Trade and the Book Debts (outside the bills) are estimated 
Vo be worth 75 per cent of their face value and the Freehold Property (which 
cost £2,800) is valued at £2,200. Subject to the modifications above stated. 

the Assets are worth their book values. 
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You learn that the Debtor had a surplus of Assets of £5,000 on 1st January, 
two and a half years ago, since when he has withdrawn £3,000 per annum in 
equal monthly instalments. His profits for year ended 31st December (first 
year) were £2,100, and for second year £420, since which time he has not 
made up his books. 


From these details you are required to prepare, as nearly as may be in statutory 
form: (a) Statement of Affairs; ( b) Deficiency Account. 

{Incorporated Accountants.) 

21. Prepare Statement of Affairs and Deficiency Account of Mr. Alfred Sykes, 
on 31st December. Good Book Debts in England, £6,650; Doubtful, £5,000; 
Bad, £4,500. Properties: Stock and Book Debts, in Brazil, £32,000; Warehouse 
in England, £26,000; Stock in Warehouse, £1,000; and at Bleachers’ and 
Finishers’, £4,750. Fixtures, Hoist, etc., £500. Cash at Bank, £1; in hand, £5. 
Creditors, £65,000 (of which £250 is for Wages and Taxes, £20,000 is in respect 
of a Mortgage on the warehouse building, and £7,500 is for Bleaching and 
Finishing). Bills Payable, £14,500; and there is a liability of £3,000 in respect 
of Bills Receivable, which, however, is not expected to rank. Assume that Stock, 
Doubtful Debts and Fixtures in England will realize two-thirds, and the Properties, 
Stock, and Book Debts abroad one-half of their face-value. On 1st January, five 
/ears ago, he had a Capital of £30,000. After charging interest thereon at the 
rate of £1,500 a year, and paying £S00 a year for Interest upon the Warehouse 
Mortgage, in the first three years he made profits of £4,200, £3,700, and £800 
respectively; and in the last two years losses of £6,400 and £7,894. His with¬ 
drawals amounted to £6,200 a year. ( Chartered Accountants .) 


22. Prepare Statement of Affairs of Nathan Thorpe, Engineer, on 20th March. 


Leasehold Premises held for 99 years at £50 a year 
Fixed Machinery and Plant on the said Premises 
Loose Tools, Plant, etc. 

Stock-in-Trade ..... 

Book and other Debts—Good (less 5%) 

,, ,, Doubtful 

>> Bad . . 


Book 

Estimated 

Values 

to produce 

£ 

£ 

5.000 

4,500 

2,000 

1,000 

700 

350 

1,000 

600 

300 

285 

800 

2,000 

200 


Cash in hand, £5; 500 £1 Shares in the Hole Mine Co., Ltd., 5s. per share paid 
(balance called up). In liquidation. No return expected. Household Furniture 
and Effects, £250; Life Insurance Policy for £2,000 at death, subject to premium 
£35 a year, due 30th December, held by Insurance Co. for Loan of £160. Sur¬ 
render Value, £200 (less loan). 

Liabilities: Creditors for Unsecured Trade Debts, £3,000; Private and House¬ 
hold Debts, £150; Loan of £2,000 at 4% secured by First Mortgage on Lease¬ 
holds, Interest paid to 20th May last; Bankers for Overdraft secured by second 
Mortgage on Leaseholds, £2,500; Loan of £1,000 at 5% secured by third charge 
on Leaseholds, and second charge on Life Insurance Policy. Interest paid to 
20th September last; Ground Rent of Leaseholds accrued since 25th March last 
had not been paid; Rent of Dwelling-house, £30 for half-year due 25th December 
last; Taxes due 1st January last, £20; Local Rates, £25; Liability on Shares 
of Hole Mine Co., Ltd., above mentioned; omit calculations of Income Tax. 

(Chartered Accountants.) 

23. Johnson & Caley, Merchants, are unable to meet their obligations. From 
■.heir books, papers, and information supplied by them, the following particulars 
relative to their affairs are ascertained— 
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Debtors—-CkLd, £1.250;' Doubtful £60C>' (estimated to produce 

Shfre?in the^tfa’ights Shipping Co I-td., of par value 
Property, estimated to produce CT 
Kills Receivable (Good) 

_ • • ro A 
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ith partly-secured Cre 

• A 


55 

55 


and 


Taxes 


Other Securities—£3,000 pledged u 

and the remainder with fully-secured Creditors 

Johnson’s Drawings 
Caley’s ,, 

Sundry Losses 
Trade Expenses 
Creditors—Unsecured 

Partly Secured 

„ Fully Secured. • . 

Preferential Claims—Wages, Salaries 
Johnson—Capital . 

Caley ,, • • * . 

Prepare a Statement ol Aflairs, showing t *e A**/deficiency 'shown by the State- 
lion; also a Deficiency Account in respect of the dehcle ^^ A / comlants .) 

rnent of Affairs. 

24. Prepare the respective balance Sheets of^hejirm 
of the several partners-Alfrcd Benjamin^ d ^ partners, giving effect 

^^r^ghtrrhXrf o A f?curUies; accepting the values of Assets as g,ven on 


£ 

250 

2,850 

5.000 

14,000 

4,250 


ditors, 

28,000 
9.000 

8.400 
13,500 

7.400 
25.000 
23,900 
17,000 

750 
10,000 
16,000 

with respect to their realiza- 

1 . i .1 


■ 

worth 


3rd April— 

Trade Creditors, Joint Estate, unsecured 

Cash ” ” ” collaterally partly secured by 

55 ” 

Policies of Assurance * 

On the life of Alfred, worth • 

„ Benjamin, worth • 

„ Creditors. Joint Estate, fully secured • 

They holding Securities belonging to the Turn, 

Liabilities on Bills Discounted, considered good . 

Preferential Creditors of Joint Estate * * 

'Tradesmen’s Claims on Separate Estate o 
Cash Creditors on Separate Estate of Alfred • 

They holding as security F>reehold Property of 

Tradesmen’s Claims on Separate Estate of Be^amm . 

j y 5 5 

Cash Creditors ofCharles, unsecured 
,, at Bank at Credit of Joint Estate 

,, in hand 
Debtors 
Stock 

Fixtures and Furniture ,, 

Household Furniture, Separate Estate of A 


55 

55 

55 


55 

yy 

yy 

yy 


yy 

Revi'sionary Inter’e’st under Will of John SmUh, deceased, Separate 

Alfred had overdrawn his Account with the Firm by 

Beniamin 
Charles 


yy 


yy 
y y 


Ifred . 

,, Benjamin 
,, Charles 


his, worth 


yy 

yy 


yy 

yy 


yy 

yy 


• » 

(i Chartered Accountant c 


£ 

31,280 

6,642 

9,015 
1.615 
738 
10,435 
14,395 
1,340 
2,128 
697 
2,578 
3,000 
119 
190 
510 
1,050 
843 
2,975 
30,155 
1,400 
1.000 
1,000 
500 

200 
4,500 
3,000 
1,187 

. ) 
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j-ic*’ business carried on under the style of Wood & Smith finds itself in 
difficulties and instructs you to prepare a Statement of Affairs for submission 
to a private meeting of the creditors. 

The following particulars are obtained from the Books, as at 1st February— 

£ s. d. 
23,000 5 6 
2,000 - - 


240 12 6 
1,500 8 - 
270 14 2 
65 4 10 
400 - - 


As regards the separate Estates, Wood had no creditors nor assets, and Smith 
was a limited partner with £1,000 in the business. With respect to the loan, A 
had lent the £2,000 without security, and under an arrangement whereby he 
was to receive interest varying with the profits. 

(a) Prepare Statement of Affairs allowing 15 per cent off Stock, 10 per cent 
off good Book Debts (assuming that the Bad and Doubtful Debts realized nil), 
and 50 per cent off Fixtures. 

{b) Append to statement any comments upon transactions, which, in your 
opinion, require special consideration. (Incorporated Accountants.) 


Unsecured Creditors 
Loan from A . 

Creditors partly secured . 
Estimated Value of Security 


Preferential Claims 
Stock-in-Trade 
Cash at Bank . 

,, in hand . 
Fixtures . 

Debtors—Good 
Bad 

Doubtful 




y y 


s. d. 


4,600 - - 
4.000 - - 


820 - - 
72 15 9 
41 5 - 


26. A and B carried on business in partnership as Ironmongers, and on 31st 
December, being in financial difficulties, they called their creditors together and 
laid before them the following Statement of Affairs— 


Creditors 

Unsecured Creditors 
Bank for Overdraft— 
Unsecured 
Secured Creditor— 
Loan on Mortgage 
Value of Property 
contra . 


Estimated 

contra 


Surplus to 


Preferential Creditors 
for Rent, W'ages, etc., 
to contra . 


800 

1,000 


200 


160 


£ 

1,200 

600 


£1,800 


Assets 

Cash in hand 

Stock-in-Trade (cost £1,000) 
estimated to produce 
Book Debts—Good, £300 do. 
,, „ Doubtful, £100 do. 

Bad, £150 do. 
and Fittings (cost 

. do. 

Valued at £1,000 
to Mortgage for 
con tra—Es tima ted 


£ 

w 

750 

300 

50 


yy >y 

Fixtures 
£500) 
Property 
subject 
£800 
Surplus 
A’s Estate 


100 


• • • • 
Estimated Surplus 


200 

150 


£1,560 

Deduct Preferential Creditors. 160 


Deficiency . 


£1,400 

400 

£1,800 


a 

B’s estate showed a considerable deficiency. 
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The creditors agreed to accept 12s. 6d. in the £1, and app*"^ 1 “ “ 
to realize the estate and pay the dividend, his remunera 

on the amount realized and 5 per cent on the amount distributed. he lega 
and other costs amounted to £35. .. . n n- , p; xt ,, res 

*1$SS£SSS> - 

the estate. 

27. Prepare from the following figures and particulars a‘Trust** Cash 
Account showing the position of the estate of Messrs Tant 5. And agamstishom 
a receiving order was made on 19th October, and first and final dividend paid 

° n The ,h chDebts, which the I>b,ors «o P^ducc 

£2,144 9s., but which realized £2,135 5s lid. and two Life Pol.cte which he 
Debtors stated were worth £472 19s. 9d„ but which realized out of which 

the Trustee had to pay £375 16s. 6d. to redeem the security T1he'C.ashm ha nd 

and at bank amounted to £4 7s. lid.; some sma n ^ jo, gj 

worth £55 realized £40 13s. 2d. The Miscellaneous Receipts were £b 1-s. bd. 

and £5 Deposit on Creditors’ Petition. • roa Qc fid 

There were nine Preferential Creditors’ Claims amounting ^ £-6 0 s 6d 
and a Dividend of 2s. 9Jd. in the £ was paid to the unsecured creditors, wh 

ation, £206 3s. 6d.; Board of Trade and Court Fees £123 11s. od., Law Costs, 
£60 15s. 8d.; Auctioneers’ Charges and Incidental Outlay. 


28. A Trustee of a bankrupt Estate, with Liabilities of £18,000 1ias ■cmnpleted 
his realization of the Estate, and prepares to close the matter. His receipt. 


been— 

From Stock-in-Trade 
,, Book Debts 
,, Jewellery Pledged 

His payments have been— 

Costs of Petition . 
Auctioneers’ Costs 
Shorthand Writers’ Charges . 
Trading Payments 


£ 

1,250 

3,100 

700 


From Trading 

,, Household Furniture 
„ Freehold Buildings 


£ 

40 

180 

15 

6,250 


Mortgage on Freehold . 
Board of Trade Fees 
Notices in Gazette , etc. . 
To redeem Jewellery 


£ 

7,000 

450 

3,000 

£ 

2,000 

80 

5 

400 


The Committee allow the remuneration of the Trustee at a commission of 
5 per cent on Assets realized and 3 per cent on Assets distributed. Without 
providing for further payments, you are required to write up the Estate Cash 
Book, showing the final close of the Estate. You must assume that all items have 

been received from or paid to Bank, but analysis columns may be dispensed with. 

[Incorporated Accountants.) 


29. Give Journal entries (with narrations) to record the following— 

Jan. 1. I sold horses to Dodd for £500, receiving cash on account £100 and 

four Acceptances of £100 each at 1, 2, 3 and 4 months respectively. 

3. Discounted Bills due 4th Feb. and 4th March with my Bank and was 
credited with the proceeds £195. 

,, 31. Dodd gave me notice that he could not meet the bill due 4th Feb., 

and requested that it should not be presented. 
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Feb. 4. Bank debited my account with the Bill not met. 

Apr. 5. Bank credited my account with Bill due 4th inst. 

„ 6. Received cash for balance of Dodd’s account—the Bill outstanding 

was cancelled and returned to Dodd. 

May 1. Received First and Final Dividend on Bradley’s A/c of 

5s. 6d. in £ .£2 15 - 

„ 2. James s A/c (previously written off as bad) recovered part 5 - _ 

„ 3. Consigned Goods to Earle, Newcastle . . . 100 - - 

„ 4. Bought of French on Joint A/c with Brockle—Tea . . 500 - - 

„ 5. Received Cash for Brockle’s half of transaction . . 250 - - 

,, 6. Sold for Cash Tea purchased on Joint A/c with Brockle . 700 - - 

„ 6. I charged Commission and my Expenses on the Joint A/c 

Sale.18 6 - 

,, 7. Paid Brockle amount due to him . . . . . _ _ _ 

Give copy of the Joint Adventure A/c, showing division of the Profit. 

(Civil Service.) 

30. (a) What is an Accommodation Bill ? 

(b) Smith has transactions with Jones in accommodation bills. Give the 
Journal entries with narrations which should be made in the books of Jones to 
record the following transactions— 

On 1st Jan. Smith draws on Jones at three months for £1,000 and agrees that 
the proceeds of the bill should be shared equally. He discounts the acceptance 
with the London and Joint Stock Bank, Ltd., receiving £990 in cash, of which 
he hands Jones £495 in cash. On 31st March, in order to provide funds to meet 
this bill, Jones draws on Smith for £1,100 at three months, and discounts the 
acceptance with Parr’s Bank, receiving £1,090 in cash, and hands Smith £44 
in cash. On 29th June, Smith is made a bankrupt. Jones meets both bills. On 
31st Dec. a first and final dividend of Smith’s estate is declared at 10s. in the £. 

(Civil Service.) 

31. (a) State the general rules for discriminating between Capital and Revenue 
expenditure. 

A manufacturer buys some Plant and Machinery. The invoice total is 
£ 10,655 14s. 6d. Included in this sum is an amount of £250 12s. 8d. for “duplicate 
parts” of certain intricate and delicate machinery. Is this last item Capital or 
Revenue expenditure.'' Give reasons for your answer. How should the amount 
of the invoice be treated in the books? 

( b ) What are Secret Reserves? How are they made? State briefly the argu¬ 
ments for and against them. 

32. The Toilet Requisites Co., Ltd., manufacture and sell two specialities, 
namely, “Excelsior” Soap and “Nymph” Scent. The net sales are—Soap 
I^ept., £47,328 14s. Id.; Scent Dept., £31,552 9s. 5d. The gross profits of the 
departments are as follows—Soap, £26,480 3s. lid.; Scent, £16,660 12s. 2d. 
You are asked to construct the Profit and Loss Account, and to ascertain the 
act profit of each department, apportioning the following expenses according to 
thd respective turnovers of the two departments— 

A , .. £ s. d. 

Advertising ..... 10,650 2 1 

General Expenses .... 17,426 10 5 

Depreciation, Bad Debts, and Reserves . 5,781 7 6 

The Managing Director is entitled to a commission of 5 per cent on the net 
profit of each department after charging this commission. 

33. T. Tompkins, wholesale boot and shoe dealer, has three ledgers, “ Bought/* 
“Sales,” and “General” respectively, all kept on the self-balancing principle. 
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99 

99 

99 

99 

99 

99 

99 

99 

99 

99 

99 

99 

99 


£ i. 
27 13 
165 18 
8 14 
31 14 
270 10 
82 9 
4 

10 - 
50 - 
29 2 
50 10 

150 7 
206 9 
10 17 


d. 

6 

6 

8 

8 

6 


6 9 


-ssr-ss: “ 

19— 

Ian. 4. Paid Wages by cheque 

11. Paid D. Dunlop by cheque 

11. Discount allowed by him 
11. Paid Wages by cheque • 

13. Bill Payable due this day duly honourt J 

16. Paid E. Ernest by cheque . 

16. Discount allowed by him 

17. Drew cheque for Office use . 

18. Drew cheque for Self 

18. Paid Wages by cheque . • 

IQ Purchased of B. Brown for Cash, Coons 
24 B Receivable £150, due this day (acceptor J. ■-Smith) 
returned by Bank dishonoured, noting charges 7s. 6d. 

25. Paid F. Franklin by cheque 

. 25. Discount allowed by him . • * , .ts as they 

( b) Submit pro forma Bought and Sales Ledger : justmen 

would appear in Tompkins’ General Ledger. 

34. Brown & Robinson are partners and^Robinson’s is 

of three-fourths and one-fourth Brown s_Cap.wl £ ’ tanding on the Balance 
£10,000. They dissolve partnership and realize trie assets s 

Sheet as follows 


10 

5 

6 
6 

4 


Cl 4,000 

2,000 


Stock 

Book Debts . 

Less Provision 

Buildings 

Plant and Machinery 
Cash . 

Their liabilities are as follows— 

Sundry Creditors . 
Mortgage on Buildings 
Bills Payable . 


£8,000 realized £7,500 


12,000 

7.500 

8,000 

2.500 


99 

99 

99 

99 


10,000 

7,000 

3,000 

2,500 


£9,000 
3,000 
1,000 


which are ail paid in full. Account and show the adjustment ol the 

Prepare a summary of the Lasli accou (CwiV Service.) 

Partners’ Accounts. 

35 The Ne, Profits of Freestone & Co., Ltd., for the year 

A< Gfive JournaTen tries (with narrations) to give effect » the following- 

(1) Interest at 5 per cent per annum less tax at 10s. half-year due Dec. 

* ^Ordinary Shares for the yea, 

leS ?3r^i.e 0 o ff 10 per cent of Plant Account to Depreciation Account. 

(4) Separate Banking Account to be opened for the Dividend.^ ^ } 

36. Prepare a Balance Sheet ol Black, Kelly & Co., Ltd., on 31st March. 

fr0m F f "elho!d 8 Land r and Buildings, £30,000; Stock on hand, £12,000; Nominal 
Capital, £100 000. 
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Issued Capital—oO,000 6 per cent Cumulative Preference Shares of £1 
fully paid £o0,000; 10,000 Ordinary Shares of £5, £2 called up, £20,000; 
I ant and Machinery £14,000; Mortgage Debentures, £10,000; Additions to 
I la nt, £1,000; Sundry Debtors, £15,000; Cash in hand, £100; Cash at 
bank, £ ,o00; Creditors on Open Accounts and Bills Payable (including £35 
unclaimed dividends): £4,.->00; Balance in bank (Dividend Account), £35; 
Reserve Fund, £t>00; Bills Receivable, £1,000; Insurance in Advance, £50. 
Amount owing on First Call Account, £100. Profit and Loss A/c— 

Debit Balance from last year .... 625 

Loss this year 9,590 

(Civil Service.) 

37. The following arc the Balances extracted from the books of the Ideal 
Newspaper Co., Ltd., on 31st Dec., from which you are required to prepare 

?nnnn U p r C ° Unt Tu Bala r nc P, Shce C Nominal Capital, £100,000, divided into 
40,000 I reference Shares of £1 each, and 60,000 Ordinary Shares of £1 each. 


Issued—40,000 Cumulative 

Preference Shares of £1 
each, 7s. 6d. paid 
Issued — 60,000 Ordinary 
Shares of £1 each, 5s 
called up 
Calls in advance 
Calls in arrear 
Freehold Property, 1st Jan. 
Plant and Machinery, 1st 
Jan. 

Sundry Creditors 
Returns and unsolds 
Reserve, 1st Jan.. 

Dividends accrued 
vestments 
Cash in hand 

Liverpool Banking Co., Ltd. 
Sales (cash and credit) 
Advertisements . . Cr 

Debtors .... 
Linotype Installation, 1st 
,Jan. 

Linotype Installation, addi 
tions made on 30th June 

Provision for Wages, £48; 


on In 


£ 


15,000 


15,000 

150 

75 

28,000 

9,500 

7.300 
2,650 

10,000 

300 

130 

5,295 

22,650 

19,090 

5,800 

1.300 
135 


nary 

Additions to Plant and Ma¬ 
chinery, made on 30th 
June 

Stock, 1st Jan. 

Investments at cost 
Profit and Loss A/c, 1st 
Jan. . . Cr 

Motor-cars, Vans, etc., 1st 
Jan. 

Motor-cars, Vans, etc., addi 
tions made on 30th June 
Purchases of Paper 
Purchases of Ink 
Salaries 
Wages 

Trade Charges . 
Correspondence 
Discounts Allowed 
Commission 
Printing and Stationery 
Free Copies 
Bad Debts . 

Bank Interest, Dividends, 
etc. . . Cr 

Repairs 


£ 


980 

1,750 

6,340 

7,320 

845 

90 
8,250 
475 
9,230 
1,000 
7,860 
4,365 
855 
380 
110 
695 
75 

130 

155 


« , ^ , Discounts, £350; Bad Debts, £200. Depreciate 

freehold Property at the rate of 1 per cent per annum. Plant and Machinery, 

- per cent per annum; Linotype installation, 10 per cent per annum; Motor- 
vans, 15 per cent per annum. 

The amount received for advertisements includes £180 for advertisements 
which will not run off until next year. The sales include papers prepaid for next 
year amounting to £350. Stock-on-hand, 31st Dec., £1,646 15s. 

( U.L.C.I .) 


38. Set out below are the Ledger Balances, as on 31st Dec., of The Sylhet 
Tea Plantations, Ltd. The nominal capital of the Company consists ot 20,000 
ordinary shares of £10 each. 

There was no Stock on hand on 1st Jan., but at the close of the year (31st 
Dec.) the tea unsold was valued at £3,854. 





BANKRUPTCY, STATEMENT OF AFFAIRS, ETC 


909 


The Ledger Balances were as follows 


Share Capital A/c (Issued 
16,200 shares of £10 each, 
fully paid) 

Reserve A/c • 

Sundry Creditors 
Bills Payable 

Plantations A/c (Land in 
Sylhet and Buildings 

thereon) 

Bank Overdraft . 

Sundry Debtors . 

Machinery and Plant A/c . 
Profit and Loss A/c (undis¬ 
tributed balance as on 1st 
Jan.) . 

Dividend paid on 30th June 
Wages (Europeans) 

Wages (Natives) 

Crop Expenses A/c 


162,000 

5,000 

8,851 

8,010 


184,000 

1,870 

8,400 

3,700 


10,500 

8,100 

4,400 

9,527 

3,200 

2,480 


Boxes Purchased (the whole 
to be written off during 
the year) 

Rent and Taxes . 

Machinery Repairs 
General Charges 
Hospital Expenses 
Marine Insurance 
Fire Insurance . 

Law Charges 
Directors’ Fees . • 

London Office A/c (Salane 
and Expenses) 

Auditor’s Fee 
Freight Charges . . 

Managers’ Commission 
Tea Sales . 

Calcutta Agency Expenses 
Transfer Fees Received 
Cash in hand 


672 

543 

423 

331 

1,565 

248 

120 

32 

350 

1,021 

52 

2,035 

1,030 

37,860 

1,745 

5 

122 


Manufacturing Expenses A/c 2,480 | Cash m nanu . • • 

Before closing the books the following adjustments are necessary- 

(it Make a provision of 5 per cent for Bad and Doubtful Debts. 

(i!) Provide for depreciation on Machinery and Plant at the rate of 10 per 

cent, the original cost of which, less sales, was £ 3 j • 

Prepare a Profit and Loss Account 'or the year ended 31st December. Carry 
£3,000 to the Reserve Account, and prepare a Balance Sheet. 

fiAS* p “ i 

Dr. ^ r ‘ 


s. d. 


Ordinary Share Capital 
Preference Share Capital . 

Cash in hand . 

Cash at Bank * 

Sales and Purchases . 

Returns Out and In 
Stock, 1st Jan. 

Land and Buildings 
Manufacturing Expenses . 

Machinery and Plant 
Creditors and Debtors 
Discounts Received and Allowed 

Patents . 

Rates, Taxes, and Insurance 
Calls in Advance and Arrear 
Profit and Loss A/c (balance 1st Jan.) 
Travellers’ Commission and Expenses 
Bad Debts Provision. 1st Jan. 

Carried torward 


217 11 4 

5,650 16 8 
26,120 5 3 
850 14 10 
12,200 12 1 
11,700 - - 

2,400 7 8 
13,500 - - 

26,260 7 2 
375 3 8 
2,475 - - 
1,224 8 3 
30 - - 

1,050 2 1 


Cr. 

£ s - d - 
29,980 - - 

20,000 - - 


52,750 17 
420 10 


10,460 8 10 
627 2 9 


50 - 
720 15 

1,030 10 


.’£104,055 9 ~ £116,040 4 11 
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Brought forward . 

Bad Debts «... 
Salaries ..... 
General Expenses 
Interim Ordinary Share Dividend 
,, Preference 
Transfer Fees . 

Reserve Fund . 

Depreciation .... 
Manufacturing Wages 
Forfeited Shares (40 of £1 5s. paid) 
National Insurance Stamps 


£104,055 

9 

— 

£116,040 4 11 

820 

10 

2 

1,265 

9 

6 


357 

1 

2 


850 

— 



600 

— 

— 

15 2 6 

- 



4,850 - - 

2,075 

— 


10,740 

4 

3 

10 - - 

151 

13 

4 

s 

£120,915 

7 

5 

£120,915 7 5 


Depreciation has been dealt with Make a d * • _ 

Provide £250 for Directors’ Fees Transfer nf£? I' "2™°“ of 5 Per cent. 
National Insurance Stamps Acronnf r P nr P ♦ t0 t ,^ e ^ eserve Fund. The 

stamps per week for the year. Only 3d. ofeach'^'h^Tn ° f '° 0 Sev K en P enn y 
by the Company, the other 4H h^incr me . t i ’ *' as > however, to be borne 

employees. Fourpence per week ner man ^ a ^r^ rom * nsurec * 

90 workmen and from the Salaries of 10 of the ee Office d st C aff buTn° f 
has been made in the books Prrnxm Tr-,ri' j C< V» S but no adjustment 

for the year ended 31st Dec. 19. P and a Ballnr^l^^ 1 3nd i LoSS Accounts 
Stock at 31st Dec. was £12,720 4< 5 ’. *6d? n 3 Ba,anCC Sheet 33 al that date. The 





CHAPTER XXI 

LIQUIDATION 

The machinery of bankruptcy mas set up for individuals and 
’XtX ‘Ji^SiSSiiity panic, is 

liquidation, winding-up and liquidation being synonymous terms, 
and the accounting is somewhat sirmlai. 

The main points oi diilerence aie t - . ( a \ t q e 

1 There ire three parties concerned in liquidation, (a) t 
compInv-^Tch by la- is a separate entity, (b) the cred.tors, 
and P (r) y the shareholders, who in the winding up are refeired to 

as contributories. . 

9 There are three forms ol liquidation , 

( a ) Voluntary (members or creditors, according to whether the 

rnnionnv IS solvent Of 1I1 So 1\ Gilt)• 

The main difference between these two types of voluntary 
liquidation can best be explained as follows. indicate 

inability to meet its liabilities. A tin mining company may find 
after a period that the mine is exhausted, or an event may happen 

upon happening of which .he Ar.icW 

."AS**. £-.•* 

5SS tM&tSZZSmZ V*. 

1 1 »<* ^ 

then have the right to be consulted in the appointment of the 
liquidator and appoint from among themselves persons to act 
on the Committee of Inspection to control the liquidator. 

( b ) Liquidation supervised by the Court. 

fXKSrSJStoSSS insolvency. Liquids,ion may no. 

indicate this as^he winding-up may be for quite a different purpose 
4. Separate Statements of Affairs must be prepared as regaid- 

5 The balances of the Statement of Affairs as regards creditors 
and the Deficiency Account are transferred to the Statement of 

Affairs as regards contributories. . . 

6. A limited company may have issued debentures giving a 

floating charge, a position impossible in the case °^ an ind ^^ a ‘ 

7. The Deficiency Account contains details ot ( 1 ) expenses, 
divided into those paid and unpaid, (ii) director fees, (m) dividend* 
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paid (whereas in bankruptcy such account merely contains the 
net loss or profit) and the period covered is three years prior to the 
winding-up order, or from the formation of the company if it has not 
been in existence for three years. On the other hand, the Deficiency 
Account in bankruptcy commences at a date twelve months prior to 
the receiving order, unless the Official Receiver otherwise orders. 

.nin - P r ! nci P al f °r ms required by the Companies (Forms) Order, 
1949, in the case of a compulsory winding-up, illustrations of which 

are set out in the following pages, are as follows_ 

1. Statement of Affairs. 


2. Deficiency or Surplus Account (List “F”)— where winding-up 
order made withm three years of the formation of the company. 

3. Lists A to ‘E” containing details of assets and liabilities 
in support of the Statement of Affairs (not illustrated). 

One further point should be considered before passing to the 
accounts. r 5 

Debenture-holders are secured creditors and if their security is 
in jeopardy they have some right of action. Generally speaking, this 
arises when interest payments are in arrears, and as individual 
debenture-holders could not act, a Trustee is appointed to protect 
their interests. Following such an appointment, the company may 
overcome what proved to be only temporary financial difficulties, 
making it possib e for the debenture-holders to release the Trustees 
and leave the control of the company once more in the hands of the 

hv^rM F ? m u^m W ‘°, be Seen that the a PP oin tment of a receiver 
y the debenture-holders does not mean that liquidation will follow. 

THE PREPARATION OF A STATEMENT OF AFFAIRS 

COMPULSORY LIQUIDATION 

This must be prepared and submitted to the Official Receiver 
within fourteen days from the date of the winding-up order, or 

of the appointment of a Provisional Liquidator, by the directors 
or secretary or other chief ofFicer of the company. 

xample i. On 1st April, 1950, a compulsory order for winding- 
disck^e(j riaC C a ^ a * nst Y - n S s > Ltd*? ^e following particulars being 


Cash in hand ..... 

£ 

£ . 

(Estimated 
to Produce) 

£ 

5 

Debtors . 


200 

180 

Land and Buildings .... 


3,000 

2,400 

fixtures . . 


1,000 

1,000 

Unsecured Creditors .... 

1,000 

Debentures— 

Fixed (secured on Land and Build¬ 
ings) ... . 

Floating. 

Preferential Creditors 

Share Capital (£1 fully paid) 

2,100 

500 

300 

16,000 
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Estimated liability for bills discounted £300, estimated to rank 
at £300. Other contingent liabilities £600, estimated to rank at 

£600. , , 
The company was formed on the 1st October. 1948, and has 

made losses of £15,695. 

Prepare Statement of Affairs and Deficiency Account. 

The rou^h Balance Sheet is— 


Share Capital 
Creditors . 


£ 

16,000 

3,900 

£19,900 


Assets (as question) 
Profit and Loss Account 


£ 

4,205 

15,695 

£19,900 


The items of £300 and £600 would appear as footnotes in the 
Balance Sheet of the company, and when brought into the state- 
ments will require Double Entry. 

YOUNGS LIMITED. (In Liquidation) 

Statement as at 1st April, 1950, showing Assets at Estimated 
Realizable Values and Liabilities expected to rank 

_- Estimated 

Realizable 

Values 

£ 


Assets not specifically pledged— 

Balance at Bank 
Cash in hand 
Marketable Securities 
Bills Receivable 
Trade Debtors 
Loans and Advances 
Unpaid Calls 
Stock-in-1 rade 
Work-in-Progress . 

Freehold Property . 

Leasehold Property 
Plant and Machinery 
Furniture, Fittings, Utensils, etc. 

Patents, Trade Marks, etc. 

Investments other than Marketable Securities 

Other Property, etc. 




ISO 


1.000 


Assets specifically 
pledged 


1 (a) 

(b) 

(*) 

Deficiency 

Surplus 

Estimated 

Due to 

Ranking 

Carried 

Realizable 

Secured 

as | 

to Last 

Values 

Creditors 

Unsecured 

Column 

1 £ 

£ 

S £ 

£ 

2,400 

2,100 

1 

300 


Estimated surplus from Assets specifically pledged 


Estimated Total Assets available for Preferential Creditors , Debenture Holders 
secured by a Floating Charge , and Unsecured Creditors 
(carried forward to next page) .....£ 


300 


1,485 
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Bt. forward 


Summary of Gross Assets 

Gross realizable value of Assets specifically pledged. 
Other Assets ....... 

Gross Assets ...... 


£ 

2,400 

1,185 



(e) 

Gross 

Liabilities 

£ 


2,100 

300 


500 


1,000 


600 

300 


£4,800 


Liabilities 

(to be deducted from surplus or added to 
deficiency as the case may be) 

Secured Creditors to extent to which claims are estimated 
to be covered by Assets specifically pledged 
(item («) or (b) whichever is the less). 

[Insert in “Gross Liabilities” column only.] 
Preferential Creditors ..... 

Estimated balance ol assets available for Debenture 
Holders secured by a floating charge and Un¬ 
secured Creditors ..... 
Debenture Holders secured by a floating charge 

Estimated Surplus l Deficiency as regards Debenture 
Holders ....... 

Unsecured Creditors — 

Estimated unsecured balance of claims of 
Creditors partly secured on specific assets, 
brought from (c) 

Trade Accounts . . . .| 1,000 

Bills Payable .... 

Outstanding Expenses 

Contingent liabilities: Legal costs . . 600 

Bills discounted . . 300 


Estimated Deficiency as regards Creditors 
being the difference between: 
Gross Assets (d) . 

and Gross Liabilities (e) . . 

Issued and Called-up Capital — 

16,000 shares of £1 each 

Estimated Deficiency as regards Members 



Estimated 

Realizable 

Values 

£ 

1,485 


300 


1,185 

500 


685 


1,900 


1,215 


16,000 


£17,215 


The question of debenture interest has been ignored in the above 
illustration, but the rule in reference thereto is that debenture 
interest is payable up to and including the date of repayment of the 
debenture in the case of a company which is solvent, otherwise interest 
ceases at the commencement of the liquidation. 


LIQUIDATION 

SETTLING THE LIST OF CONTRIBUTORIES 

The operation of the principle of limited liability on the part of 
a shareholder is seen clearly when a company whose shares aic onh 

partly paid goes into liquidation. 

Uncalled capital may be called up by the liquidator tor the pur¬ 
pose of paying the creditors. The sa e of partly-paid shares does no 
relieve the seller from his liability to pay the remaining calls tor 
twelve months if the money cannot be collected from the person 
to whom he sold them. This is the reason for having the A and 
“B” lists the “B” contributories being those contilbutoncs uno 
have ceased to be members within one year from the date of the 

commencement of the liquidation, while the “A list gives the 

present members. . . n 

Example 2. In a liquidation which commenced on 1st lebiuar \, 

1950, the unsecured creditors were £13,000. 

The following are the material details of the contribute)! ics 

appearing on the ‘*B” list—•________ 


No. of Shares 


Date of Ceasing to 
be Member 


1,000 

1,500 

300 

200 


1st August, 1949 
1st September, 1949 
1st October, 1949 
15th December, 1949 


Creditors Out¬ 
standing at Date 
of Ceasing to be 
Member 

£ 

500 

750 

800 

950 


The above creditors had received no payment at the date of the 
liquidation. 

The shares are ol £\ each, 12s. paid. 

Assuming that the contributories on the “A hst compJetely 
default, and that the liquidator realizes a further £1,148 6s. 8d., 
show the amount of the dividend to the unsecured creditors. Ignore 
expenses, costs, and remuneration of the liquidator. 

The “B” contributories duly fulfil their obligations. 


STATEMENT OF LIABILITY OF “B” CONTRIBUTORIES 


Creditors 

Outstanding 


Shares 


- --- 

/ s. </J Shares £ d. Shares £ J. J* Shares £ s. d. 


Cash 
C S. d. 


( 1 ) • 
( 2 ) . 

(3) . 

(4) . 


1,000 

- 

£500 (a) 166 13 4 


1.500 


300 


200 


250 


250 - - 
187 10 - 


. 150 ( b) 


50 - - 
37 10 - 


30 - - 


33 6 8 500 - - 

25 - - 250 - - 

20 - - 50 - - 

1 13 4 1 13 4 


Total . £950 


£801 13 4 


3 o— (B. 1405) 
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Notes, (a) The liability in each case is in proportion to the shareholding as at 
the date of ceasing to be members in respect of debts outstanding on that date 
c *; » n if ) L the ,iabilit Y of each “B” contributory is £§; if; £ 0 ; and 3*0 of£50o! 
{b) Although the amount required to be contributed solely by D appears 

be £ 150 ( the others not bein g liable because they were not members at the 
15th December, 1939, the date of the extra £150 outstanding) yet the sum 
•claimable from him is £1 13s. 4d., inasmuch as his maximum liability to the 
•company is £80, being 8 s. in the £ on 200 shares; and having already contributed 
£78 6 s. 8 d. [items I, 2, and 3] he can be called upon to pay only £1 13s. 4d. 

/'ion may be n ° tcd that C s maximum liability is 8 s. in the £ on 300 shares, viz.’ 
£ 120 , so that whatever be the amount of the creditors in item 3 , the liquidator 

™ U J d ,n aV r e cIa,n ? ed f rom C onI V £ 32 10 s., i.e. £120 less already contributed 
£87 10s. [items 1 and 2J. 

The cash received into the general funds of the company is £801 13s. 4d., which 

-together with £1,148 6 s. 8 d. makes £1,950 available for unsecured creditors of 
£13,000, i.e. 3s. in £. 


LIQUIDATOR’S CASH ACCOUNT 

The preparation of a Liquidator’s Cash Account calk for no 

detailed explanation, but the following matters require the atten¬ 
tion of the student— 

( 1 ) 1 here is no double entry required. 

( 2 ) I he sequence of items should correspond with that of the 
official form. 

(3) The rights of various classes of shareholders (particularly if 
there is a surplus) require careful consideration. 

(4) 1 he calculation of the remuneration. 

(5) I he form of cash book for liquidations differs from that 
required for bankruptcies. (A statement of the receipts and pay¬ 
ments must be furnished by a trustee in bankruptcy.) 

1 he main outlines of the forms are given below, so that point 
(4) only requires further explanation. 

As to (4) the remuneration is fixed upon a double basis, viz. upon 
receipts by the liquidator and upon dividends. There is little diffi¬ 
culty in regard to the former, but the latter requires care because 
the liquidator (or trustee) obtains the sum upon the amount paid, 
so that if there is insufficient to pay the creditors in full and the 
liquidator, both must suffer abatement. 

Example 3 . A liquidator has £11,220 to pay £20,000 creditors. 
After he has received his commission on collections, he is entitled 
to a further 2 per cent on dividends paid. 

If he pays £100 he receives £2, thus absorbing £102. 

Hence he receives x £11,220 = £220, leaving £11,000 for 

distribution. 

Example 4. The following are the balances of X, Ltd., which 
^decides to wind up voluntarily on 1st January, 19.. 
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Liabilities 

Share Capital (£1 fully paid) . 
Creditors . 


£ 

2,000 

4,900 


Assets 

Cash 

Stock. 

Debtors 

Profit and Loss 
Account . 


£6,900 


£ 

60 

1,700 

4,790 

350 

£6,900 


Estimated 
to Produce 

£ 

1,680 
4,495 


Creditors include preferential creditors £-10* 

The'liquidator’s remuneration is to be 4 per cent on amounts 
rnllrted and 2 per cent on dividends paid to unsecured creditors 
Uquitoio” are £40 Shore Liquidator’, Ca,h Accoun, 

(calculate to nearest £). 

STATEMENT OF AFFAIRS AND DEFICIENCY 

ACCOUNT 

The prescribed form for the Statement of Affairs is shown on 
pages 913 and 914, and the Deficiency Account is as set out o 

pat>;e 918. 

* ® _ . TUT'T’ C m 


* • — — 

Receipts 

To Balance . 

„ Sale of Assets— 

Slock . . 

£ 

1 680 

£ 

60 


Payments 

By Law Costs 
,, Auctioneer’s Charges 
,, Incidental Expenses . 

£ 

7 

• 

7 

• 

7 

• 

£ 

40 

Debtors . 

4,495 

6,175 


,, Liquidator’s Remun¬ 





eration— 

4% on Amounts Col¬ 
lected . 

2% on Dividends to 
Unsecured Creditors 

247 

1 98 

345 





„ Preferential Creditors. 
„ Dividend of 20s. in £to 
Unsecured Creditors 
„ Return to Contribu¬ 


210 

4,690 





tories— 

9s. 6d. in £ on 2,000 
Shares of £\ each, 
fully paid 


950 



£6,235 




£6,235 


1 Where there is insufficient cash left to pay the unsecured creditors m full, 
the calculation will be not 2 per cent thereof, but e.g. assuming the unsecured 
creditors to be £4,690 and after all obligations have been discharged (save that 
of the Liquidator’s “Dividend” Remuneration of 2 per cent), there is a cash 
balance of £2,870 5s. 7d., the respective payments to the liquidator and unsecured 

creditors will be— 

Liquidator . . j X £2,870*28 = £56 5s. 7d. 

Unsecured creditors X £2,870-28 = £2,814 
The liquidator thus receives 2 per cent of £2,814 


STATEMENT OF AFFAIRS—LIST “F” 

List “F”— Deficiency or Surplus Account 

t u* be PCn0 K r C ° Ver u d by this Account must commence on a date not less than 
three years before the appointment of the Receiver or, if the company has not 

^nv 1 uX P °th le R f ° r - the W t° ,e ° f that period ’ date of formation 0 /the com¬ 

pany, unless the Receiver otherwise agrees. 

Items Contributing to Deficiency (or Reducing Surplus): 

. Excess (if any) of Capital and Liabilities over Assets on the 

. 19 . as shown by Balance Sheet (copy 

annexed) 

2. Net dividends and bonuses declared during the period from 

q « T , * 9 . to date of the Statement 

6 . Net trading losses (after charging items shown in note below) 
tor the same period .... 

4. Losses other than trading losses written off or for which pro- 
vision has been made in the books during the same period 
(give particulars or annex schedule) .... 
o. Estimated losses now written oflf or for which provision has 
been made lor the purpose of preparing the Statement 
(give particulars or annex schedule) 

6. Other items contributing to Deficiency or reducing Surplus: 

Items Reducing Deficiency (or Contributing to 
Surplus) : 

7. Excess (il any) of Assets over Capital and Liabili¬ 

ties on the . 19. as shown on the 

Balance Sheet (copy annexed) 

8. Net trading profits (after charging items shown 

m note below) for the period from the 

q d l ° dlC date fo c Statement, 

y. 1 rofits and income other than trading profits dur- 

mg the same period (give particulars or annex 
schedule) . 

10. Other items reducing Deficiency or contributing 
to Surplus: 


Deficiency/Surplus as shown by Statement 

N<)te as to Net Irading PROirrs and Losses: 

Particulars are to be inserted here (so far as applicable) 
o the items mentioned below, which are to be taken into 
account in arriving at the amount of net trading profits 
or losses shown in this Account— 

Provisions for depreciation, renewals, or diminution 
in value of fixed assets .... 

Charges for United Kingdom income tax and other 
United Kingdom taxation on profits . 

Interest on debentures and other fixed loans . 
Payments to directors made by the company and 
required by law to be disclosed in the accounts 


•£ 


Less! Exceptional or non-recurring receipts— 

. • • • • 

Balance, being other trading profits or losses . 

Net trading profits or 'osses as shown in Deficiency 
or Surplus Account above 


Signature 



Dated 


19 
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QUESTIONS 

1 What do you understand by the term "liquidation ? 

2. There are three accounts prepared in liquidation as compared with two in 
bankruptcy. Why is this necessary? . 

3 Up to what date is debenture interest payable in liquidation ? 

4. What do you understand by the “A” and “B” list of contributories? 

5. State briefly the statutory forms required in compulsory liquidation. 

6. What are the differences between the Deficiency Account in bankruptcy 
and that in compulsory liquidation? 

EXERCISE XXI 

1 The Express Parcels Service Co., Ltd., went into voluntary liquidation on 

rhe dividend on the Preference Shares had not been paid in the previous >e 
The assets and liabilities were as under Estimated 


Land and Buildings 
Motor Vans 
Machines and Tools . 

Furniture and Fittings 
Stores and Spares 
Debtors—Good 

Doubtful 

Bad 

Bank Overdraft (secured by depo 
Land and Buildings) 

Unsecured Creditors . 
Preferential Creditors 


9 

sit of the deeds of 


Book 

Value 

£ 

4,500 

5,650 

1.200 

975 

1,460 

600 

500 

150 


Estimated 

Value 

£ 

3,000 

3,200 

500 

325 

810 

600 

300 


3,250 

6,130 

80 

IC.I.S.) 


, Prepare the Statement of Affairs of Unsound, Ltd., which has just passed 
a Re^n for Voluntary Liquidation. The books disclose the following 


balances— 

Goodwill • 

Freehold Property . 

Plant and Machinery 
Fixtures and Fittings 
Investments . 

Bank Overdraft (unsecured) 

Cash in hand . 

Book Debts • 

Stock-in-Trade 

Mortgage of Freehold Property . 
Interest accrued thereon . 
Authorized and Issued Capital 

5,000 Preference Shares of £1 each 
5,000 Ordinary Sharp of £1 each 
Unsecured Trade Creditors 
Preferential Creditors 


£ 

5,000 

45,600 

8,800 

750 

500 

270 

10 

5,730 

2,020 

20,000 

500 

5,000 

5,000 

59,100 

710 
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It u estimated that the Assets will produce the following sums— 


Goodwill 

Freehold Property— 

The amount shown by the books. 
Plant and Machinery 
Fixtures and Fittings . * 

Investments . 

Book Debts— 

Good. 

Bad and Doubtful 
Stock-in-Trade 


nil 


2,070 

290 

510 

3,440 

860 


... . 1,250 

op. „ T • • . (Institute of Book-keepers.) 

IS.'., the^alan^Tsheet 1 being W as 1 follows—- Untary ' iqUida,i ° n °" ^ ] ^' 


Liabilities 

Capital — 

Authorized and Issued — 

5,000 Ordinary Shares of 

£1 each fully paid . 5,000 
Sundry Creditors— £ 

Preferential 433 

Unsecured . . 8,626 

- 9,059 


Assets 

Land and Buildings 
Plant and Machinery 
Stock-in-Trade 
Sundry Debtors 

Cash at Bank 

Profit and Loss Account 


£ 

2,500 

3,125 

2,875 

2,598 

87 

2,874 


£14,059 


_ £14,059 

bv T him L ind d 2 at ner S rem , unera ‘ ion was fi « d a ‘ 3 per cent on the amount 
y him and 2 per cent on the amount distributed to the unsecured creditors 
The Liquidator realized the assets as follows— unsecured creditors. 

Land and Buildings ... o 

Plant and Machinery . * i’uoi 

Stock-in-Trade ..’^4 

Sundry Debtors ■ . . 2^ 

wefi le reD X a I id n in S fin' Ke '’^dation amounted to £94, the preferential creditors 
creditors d ° ’ 3n< a first and final dividend was paid to the unsecured 

You are required to prepare the liquidator’s Final Account. (C.C.S.) 

UatilhiesTe^ follows- V °' Un,ary lic < uidation 30th June, 19.., when the 

Unsecured CmdTtoT * fl0a,ing Charge ° ver a11 “«* ’ 

Preferential Creditors ' .' .* .* | 

Interest on the Debentures had been paid to previous 31st March. 

f ^ rC ? T Ji cas ^ * n hand at the commencement of the liquida¬ 
tion, £50) realized as follows— 

Stock .... c 

Book Debts.9,850 

Plant > etc .1,250 

The Debenture liability was discharged on 30th September, 19.., and a first 
and final dividend distributed, the costs of the liquidation being £486 18s. 9d. 

Prepare the Liquidator’s Final Account, showing the dividend distributed, 
assuming that his remuneration had been fixed at 3 per cent on the amount 
realized, and 2$ per cent on the amount distributed to unsecured creditors. 

(R.S.A.) 
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5. Frederick Ayline files his petition in bankruptcy. His ^^hich 

sumhe hTborTod £xfooZ £500 on Second charge. 

B0 SetTuV g the eS ent I ri« appearS^Ayli^’s f "“m^ages’h« ton full? 
the above information, Assume that inuu> ( Institute of Book-keepers.) 

Pal 6 d The position of S. Broke on 1st April was as under: Busina P re ™ s ^ 

£1 boo .estimated to realize £800; Fixtures and F.ttmgs, ££ g™£4 0 , 
realize, £50; Slock £1 60Ck est, m ated t^realtze, £800, , 

£900. Other Creditors Profit for the year was £40, and 

year previously his Capital was £1300,Mhe N ‘ £ of Affairs and Deficiency 
his Drawings amounted to £740. Prepare si ( U.L.C.I .) 

Account for submission to his Creditors. 

7. From the following particulars prepare the 

of James Gibson as on 1st July, 19. ., and in view °f f 042 2s 

been made against him, also a Statement of Affair. ' J f p ,. ern i se s Cash, 

9d. Owing £1,000 to bank who hold » W“KSwe of 

£17 2s. 9d. Premises valued in books «£725, estimated to 

£1,750), estimated to realize £2 400. St°c“, b oo^ was estimated to be good, 

produce £4-0. Sundry Debtors, £ , oodwill /'800 estimated to produce 

£150 doubtful, estimated to produce £100. G , L » /r>5 Gibson 

nil. Fixtures ^nd Fittings, £300, estimated to produce on a salle £11-5 Gil mod 

had no assets outside his business except h.s household 

estimated to be worth £100. He had guaranteed a loan for a ft tend, and expect 

“ir a •! f»*“ - c —> 

8 . A Receiving Order in B.nkrupley wn, mnde ng.irat W|llr«n Gmrblen nn 
15th Tanuarv 19 The following are the particulars as to his position, ^wing 
to Bank £3,860 secured by the deposit of deeds of freehold P ro P^ ty ^ UC /- 90 
£4,000, Unsecured Creditors £3,720, Preferential Creditor 1 for 
Loan by relative £300, who held shares belonging to Bankrupt w ° n " 

B/R discounted £150, Policy of Assurance in Mortgage to Company for £3o0 
hid a surrender value’of £500, Bankrupt’s loan to a friend secured by P/N £200, 

Household furniture, half of which belonged to ls , estimated to 

Rook dehts £ 1 490 of which £240 was bad and £120 doubttu , estimated to 

9 On the 1st April, 1949, Motoroil, Ltd., owed £10,000 5 per cent Debenture! 
Under powers in the Debenture Trust Deed the Directors purchase for immediate 

cancellation debentures on the following dates 
1st June, 1949, £3,000 at 98. 

1st September, 1949, £2,000 at 100£. 

Show the necessary Ledger Accounts to record the above transactions. 

10 Brown Tones, and Smith are a firm of builders and contractors. Each 
partner receives a salary at the rate of £500 per annum, and ln,er ' s t 9 10 * * * * 15 calculated 
on Capital Accounts, Current Accounts, and drawings at the: rate of 5 per cent 
per annum, the balance of profit being shared ,n the proportions B own 7 

Tones 5- and Smith, 3. Drawings are made monthly, and for the purpose o 
calculating interest they may be assumed to be made eveniy throughout the year. 

The firm keeps a Contracts Ledger, containing accounts to whichi all! direct 

costs are charged, and a Personal Ledger to which all receipts are credited, on 

the completion of each contract the agreed price is debited to the Personal Account 

and credited to the Contract Account in question. 
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A certain number of houses are built on the firm’s own account and subsequently 
sold or let. During construction such houses appear in the Contracts Ledger 
and on the completion of each the total cost, with an estimated addition to cover 
overhead expenses, is transferred to an account in a Property Ledger till sold. 

The following Trial Balance was extracted from the firm’s books as on 30th 
September, 1948- 


Trial Balance 

Capital Accounts, 30/9/47 

Brown. 

Jones 

Smith ’ ... 

Current Accounts, 30/9/47— 

Brown 
Jones 

Smith _ .. 

Drawings (including partnership salaries)— 

Brown .... 

Jones 
Smith 

Contracts Ledger— 

Contracts in Hand .... 

Profit on contracts completed 
Personal Ledger— 

Accounts in respect of contracts completed 
Receipts on Account of Work in Progress 
Property Ledger— 

Properties in Hand 
Profit on Properties Sold 
Rents Receivable . 

Debtors for Rents . 

Mortgages . 

Mortgage Interest. 

Workshop, Yard, and Office Expenses, not directly appor 
tioned to contracts— 

Rent and Rates 
Salaries and Wages . 

Heat, Light, and Power 
Stationery, Telephone, etc. 

Sundries . 

Tools and Plant . 

Stores and Materials on Hand 
Profit on Sale of Materials 
Amount charged to Contracts 
respect of contracts completed 
Repairs and Insurance in respect of Properties 

Sundry Creditors. 

Bank Overdraft ..... 

Bank Interest ..... 

Cash in Hand 


Dr. 

£ 


■ • • • • 

Ledger for overheads in 

• • 

in Hand 


60 


18,500 

5,033 


65 


Cr. 

£ 

18,000 

10,000 

8,000 

620 

40 


2,500 

1,420 

1,260 


27,513 

3,807 

1,973 

21,450 

17,250 

117 

518 

670 

825 

11,500 

1,850 

1,305 

618 

76 

232 



179 

28 


109 

1,525 

1,544 

2,407 


£80,497 £80,497 
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Prepare final accounts in respect of the year ended 30th September, 1948, 

taking into account the following instructions overhead 

( a ) The amount to be charged to Work in Progress on account of overhead 

irisoof’tobe taken credit for as profit on contracts not yet completed. 

(c) Income-tax is to be ignored. 


11. The Asta Co., Ltd., decided to reduce its capital, and reorganize 
3 °TTi e U fbHowing is the Balance Sheet as at the 30th June 


as at the 


£ 

20,000 


Liabilities 

20,000 Ordinary Shares of £1 
each, fully paid 
15,000 7 per cent Preference 
Shares of £1 each, fully paid la,000 
£10,000 4 per cent Mortgage 
Debenture Stock 
Reserve Account . 

Sundry Trade Creditors 


10,000 

7.000 

20.000 


£72,000 


Assets 
Land and Buildings 
Plant and Machinery . 
Stock on Hand 
Sundry Debtors . 

Profit and Loss Account 


£ 

18.000 

7,000 

9.000 

19.000 

19.000 


£72,000 


The Court and the Debenture Holders agreed scheme— 

Capital on the above date, the followmg being ly °‘ p ‘ aid . 

(a) The Ordinary Shares to be reduced to 7s 6d. each, f m y P ; d 

(4) The Preference Shares to 1^^Stock to be exchanged for one Preference 
(r) Each £1 of Mortgage Debcnt • Stork bearing 5 per cent interest. 

Share of 10s. each and for 10s. oi new c ™ ervcg afe to be applied in writing off 
(d) The reduction of ca P‘tal and ti ■ and thc balance, if any, in writing 

the adverse balance of Profit and 1-oss / 

down the Land and Buildings. oi __ r a r ter t i ie above reorganization has 

Show the Balance Sheet as it would appear altei tne a (C.C.S.) 

taken place. 


1 


B. The issued e.p„.l f. 

tfsssatts -* of "" Pr °" 

Account on 31st December, 19.., was £136,7a0. 

^)To d tr C a„ d s C fer£15,000 to Genera, Reserve Account, making that Account 
£50,000. • i l „ the Preference Shares—an interim 

dividend of3^per centring been^aid ^ ^ 

amount in a trustee security. income-tax, on the Ordinary Shares. 

(d) To pay a 20 per cent free of mcome ^ in the form of one 

M In addition to pay a d.v.dend on the^t 

£1 share, taken at a price of ^ f ° r $ e aboV e, assuming that the necessary 
You are required to give effect ^ set aside for Employees Pension 

resolutions were passed, ana tnat in Loan. 

Fund was used to purchase £9,00 % p ( R.S.A .) 

Ledger accounts are not required. 
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13. A limited company's Balance Sheet on 31st March, 1949, was as follows- 


Issued Capital- 
50,000 Ordinary Shares of 
£1 each, fully paid 
20,000 6 per cent Redeem¬ 
able Preference Shares of 
£1 each, fully paid 
Sundry Liabilities 
Profit and Loss Account 


£ 


50,000 


20,000 

12,000 

12,000 


Sundry Assets 
Cash 


£ 

77,000 

17,000 


£94,000 


£94,000 


31sTDe3r^%3 th a e t a S o h r t emi rede 7- the Preference Shares at any time before 
right on 31st March,’ 194g P in res'pect o^thr** h*’I 3 "* 1 " de £! ded ,0 exercise this 

through the company issued a further 10 000 /4 OrH^' T S w Carry the P r0 J ect 

a share on application on 10th March and the h °f dlnary Sh f. res > payable 5s. 
March. ’ and balance on allotment on 31st 

issue of the additional Or^imiry°Sh ^ 1 n c ^ u ^ cash 1 terns) giving effect to the 
Shares. Ordinary Shares and the redemption of the Preference 

( W. Riding of Yorkshire.) 
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STOCK EXCHANGE TRANSACTIONS INVESTMENT 

ACCOUNTS, TABULAR BOOK-KEEPING 

STOCK EXCHANGE TRANSACTIONS 

The Stock Exchange is a specialist institution and the 
whilst still following double entry rules, is unlike that of any other 
business Any student who intends to enter the office of a stock¬ 
broker or stockjobber will find it necessary to make a particular 

study of this branch of accounting. • feoturp* in, 

The purpose of this section is to outline the ma n features in 

order that investment accounts may be the more clearly understood. 

A stockbroker is an agent for the purpose of carrying out 

instructions received from his clientele, each purchase or sale being 

executed by him with a stockjobber with the result that, with few 

exceptions every transaction is recorded from the point of view of 

the client and at the same time as a purchase from or sale to, a 

jobber As evidence that the transaction has been earned out, a 

bought or sold contract note is sent by the broker, to his client, 

all charges and commission being added to a purchase or deducted 

from a sale; and it is from this point that each item enters the books 

of account which may be divided into two main sections 

Ledgers. Impersonal and Private Ledger or Ledgers, Clients 

Ledgers; jobbers Ledgers; Brokers Ledger; Investment Ledger 

(to record the Broker’s own investments); Dividends and Rights 

Books of Original Entry. Day Books (not divided into Sales 

and Purchases as with a commercial business); Cash Book; Journal; 

Stamps and Fees; Tickets Payable; Tickets Receivable; Contango 

^ Whether the transaction is a speculation, as the result of which 
the client hopes to make a quick profit, or a genuine investment 
does not affect the entries from the point of view of the bi oker, and 
the following example will serve as a general illustration. 

Example. Bernard Hartley instructs his broker to purchase 
300 Barclays Bank Ltd. “ B” shares. The transaction is duly carried 
out at the price of 68s. 4id. per share with C. Bowyer, a jobber. 
Show the Bought Contract Note and the entries in the books oi the 

broker. 
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CONTRACT NOTE 



Name of Broker 


. . .- . 

Address 

London, E.C.2. 

To Bernard Hartley, Esq. ,4 ' A ,9 ‘ • 

sublct h to VC the iS R d 7 B r U ° H T 25 per your ° rder > for *«tlement in Cash- 
Exchange? RegulatI0ns - and Customs of the London Stock 


300 B Shares Price @ 68s. 4\d. 

Barclays Bank , Ltd. Brokerage l\d. per share 

__ Contract Stamp 

Transfer Stamp and Fee 


£ s. d. 
1,025 12 6 
9 7 6 
3 - 
10 12 6 


jr. d. 


1,045 15 6 


Of C. Bowyei 


3 s * 

CONTRACT 

NOTE 


(Signature of Broker) 


E. & O.E. 


Member of the Stock Exchange, 

London, E.C. 



DAY BOOK 







CLIENTS LEDGER 
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Had this transaction been a sale by the client the entrks would 

of course, have been reversed and the item " ' “ 

transfer stamps and fees would not have appeared on the Contract 
Note as these expenses are paid by the buyer. The brokerage and 
contract stamp would be deducted instead of added and would 

therefore read— 


Price (<? 68s. 4id. . 
Brokerage 7.\d. per share 
Contract Stamp . 


£ s. d. 


9 


7 6 
3 - 


£ d - 
1,025 12 6 


9 10 6 


£1,016 2 


9 - 


The transfer stamp is in fact paid for by the selling broker who 
nrenares the transfer, but he is reimbursed when the transfer is 
delivered to and paid for by the buying broker. On the first page of 
this chapter it was stated that a stockbroker is an agent who mere y 
carries out orders. It should perhaps be added that ^ accordance 
with the rules of the London Stock Exchange he is the principal 
in all dealings on the market but this merely means that he is liable 
for all purchases made by him and if his clients are unable to meet 

their commitments he must take the stoc or si are . 

pay for them. Further points in connexion with the Jobbers Ledger 
and Ticket Books must be considered before passing on to the other 

books included in the set. t 

Tobbers Ledger. The somewhat unusual ruling is necessary 

enable the clerk responsible to see at a glance when any particular 
account is closed. Each jobber operates in a group of secunt.e 
known as a “ market” and for every purchase or sale by a broker 
a ticket must be passed between them with the result that a 
balancing time-fortnightly under normal condit.ons-the total 
number of shares or amount of stock on the one side must be the 
same as on the other. If, when this is so, the money columns do not 
agree a cheque will pass for the difference. In the illustration given, 
one “ticket” or “name” was passed by the broker for the 300 shares 
and a transfer delivered for this one item. In actual fact the jobber 
may not be able to deliver in one “lot” and is therefore compelled 
to split the ticket into two or more smaller numbers. This will not 
affect the debit entry in the Jobbers Ledger but it will cause addi¬ 
tional entries on the debit side of Tickets Payable and that, in its 

turn, may be the cause of a Journal entry. 

Tickets Payable. When a ticket is split the price per share or 

other unit on the original must always be used on the counterparts 
so that, errors omitted, the total of the right-hand column on both 
debit and credit sides of the Ticket Book will be the same when all 
deliveries have been made, but some variation in the total stamp 
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duty payable may result. In this case the jobber from whom the 
ginal purchase was made is responsible to the buying broker to 

S^dthemby thC “ * ^ ^ 

Reference to the original Contract Note will show that the 
ansftr ^amp duty was £10 10s. and the registration fee 2s 6d 
Had delwery been made in three smaller 1ms, the stamp duly 

'ion of /IT a , m ° U f t< d t0 ’ 1 5s ' and > of course, the registra- 

on of three transfers would cost 7s. 6d. This difference of £1 will 

rhimin'r'”‘» C b T? ker .fr om C. Bowyer and this is known as 
-laiming splits. This will necessitate a journal entry, to which 
reference is made under that heading. X 

The remaining books mentioned in the early part of the chapter 
W" „„„ be considered briefly a, they are of^ecial in tere S . S y 

hie ed P fH".? thlS br f nch ° f business and il is ^t con¬ 

sidered necessary to illustrate them 

Brokers Ledger. Generally speaking this takes the place of 
the Jobbers Ledger under certain conditions. There are Stock 
Exchanges in the major provincial cities and according to their geo¬ 
graphical position certain types of shares may have In even more 
ictivc market than m London. As an instance a broker in London 
on receiving an order to buy or sell shares in a bicycle manufac¬ 
turing company may find London a difficult market, and that he 
can deal to better advantage on the Birmingham Exchange. In 
Jus case he will place his order with a broker in Birmingham 
(I rovincial Exchanges do not differentiate between brokers and 

jobbers) and in consequence the entry will be between the Brokers 
Ledger and Clients Ledger. 

Investment Ledger. This will be dealt with under “Invest¬ 
ment Accounts.” 


Dividends and Rights. The terms have already been dealt 
with in the chapter on Company Accounts and will therefore be 
understood. Many weeks must sometimes elapse between the date 
o a purchase or sale on the Stock Exchange and the eventual 
registration of the transfer by the buying broker, so that although 
ie purchase was made cum dividend and/or rights, the seller 
remains on the Register of Members and will therefore receive the 
ivi en warrant or rights from the company. In this case the 
- er a . ct . ln & J°r the buyer will claim them from the jobber or 
P i ei R ^ 1 ^ in ^ delivery. Entries will be made from the Journal and 

. .°° anc * the headings of the accounts are the names of the 
securities. 

Journal. Three main types of entries are to be found in this 
c C tof "splits,” dividends and rights, and dealings 
W1 i • j t< ? C ^ ^change Clearing House. The first two have been 
exp amed above, and the entries can be visualized by the student 
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without difficulty. The object of a Clearing House is to eliminate 
a great deal of routine work. A simple illustration will make 
this clear. Under normal conditions the market in mining 
shares is very active and in the course ol one “account”—a 
fortnight—many hundreds of transactions may be executed by 
one broker in one particular share alone and with possibly several 
jobbers. 

Assume the position to be as follows— 


Arizona Copper Mines 


No. of Share 

Buyer 

Seller 

1 

250 

Jobber A 

Client 

2 

750 

do. 

do. 

3 

350 

Client 

Jobber B 

4 

500 

Jobber B 

Client 

5 

500 

do. 

do. 

6 

1,000 

Jobber C 

do 

7 

250 

Client 

Jobber A 

8 

1,000 

do. 

do. C 


The first and seventh items and the sixth and eighth will cancel 
out so that the passing of names is not necessary, but in respect ol 
the others the broker will need to pass one ticket for 350 shares and 
receive tickets for 750, 500, and 500. Not only so but with an 
active market the 250 shares sold to Jobber A may have changed 
hands many times in the interim so that if names are being passed 
this particular one may have to pass from, say, X to P to D to R 
to A and it is obviously quite unnecessary for it to go by such a 
circuitous route if arrangements can be made for putting X directly 
into touch with the selling broker. 

This is done by all members sending details of their transactions 
to the Clearing House, and here all such intermediate parties can 
be struck out. Where names are not received from or passed to 
jobbers as a result of the elimination, the jobbers’ Ledger Account 
must be closed by a Journal entry. 

Contango Journal. A speculator who instructs his broker to 
buy securities he does not wish to pay for, or “take up” as it is 
termed, but in the hope that he will be able to sell at a profit, is a 
“Bull.” 

Alternatively a speculator who sells stock or shares he does not 
possess in the belief that a fall in price is imminent which will 
enable him to buy back at a lower price before he has to deliver 
the securities, is known as a “Bear.” 

If either operator finds he is unable to “close” his speculation 
before the end of the account when he should take up or deliver 
the shares or stock, he may ask his broker to defer the settlement 
until the next Pay Day, and if the broker can arrange it, he is said 
to “carry-over” the deal. 
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Contango is the interest charged to a bull operator for the 

privilege of being allowed to postpone the taking up of the stock 
Irom one account to another.' 

Backwardation is the charge made to a bear operator for the 

privilege of being allowed to postpone delivery until the following 
account. 5 

1 A i? t0 i 7 hethe ^ the ku ]1 will have to pay contango, or the bear 
backwardation depends upon the state of the market. 

.arrying-over may be defined as a sale or purchase in the 
o d account followed by a re-purchase or re-sale in the new account 
at prices fixed by the Stock Exchange Committee, called “making 
up prices When this takes place it follows that the ticket does 
not have to be passed, and in order to close and re-open the accounts 

in the Jobbers and Clients Ledgers, a Journal entry is necessary 
and a special Journal is kept for this purpose. 

Calculations. A stockbroker must, of course, at all times be 
prepared to give professional advice to his clients, not only as to 
the .dvsabdity of purchasing securities but in suggesting a change 
of holdings in order to produce a higher income. This involves 
the calculation of yields,” and in the case of securities being 
redeemed on a specified date there will be two calculations^,^ 
representing the flat yield and the other the yield on redemption. 

example i. A stock which pays a per cent dividend every 
year can be bought at 109| for each £100 stock. Find, to the nearest 
penny what rate of interest that would be on each £100 invested. 

In this case £109? is the cash price of £100 stock, and £100 
stock yields an annual income of £4|. 

In other words, £109! (cash) must be invested to obtain an 

of £ 4 2 - We h ave to find the income obtained by investing 
£100 (cash). 7 

And this income is 


£4-5 x 


100 


109 ! 

_ £4-5 x 800 

879 
= £4-096 
--=£4 Is. lid. 


App. Ans. = 4. 

879)3600(4-095 + 
8400 
489 


E * a ™P le *• A 3 per cent stock can be bought for £98f for 

eat £ r no StOC f’ 3nd 3 4 P er cent can be bought for £ ,07 t for 

eac f A x;:J to r c , If a man buys £4,000 of the 3 per cent stock 
ana £T ( '“ JU ot the 4 P er cent stock, find, to the nearest penny, how 
much interest he gets, on an average, on each £100 invested. 
(K.d.A.) 

Since the man buys £4,000 (stock not cash) of 3 per cent stock, 
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and each £100 of this stock yields £3 income, his total income 

from this stock is £3 X 40 = £120. r , 

Similarly, his total income from £2,000 (stock not cash) ol A 

per cent stock is £4 X 20 = £80. 

Hence from both investments his total income is £-0U. 

We have next to find the total sum invested, i.e. the total cost 

(cash) of the stock. 

Now, since each £100 (stock) of the 3 per cent stock cost £983 
(cash), £4,000 (stock) of this stock cost 

£981 X 40 = £3,945 (cash). 

Also, in the same way, £2,000 (stock) of the 4 per cent stock 
cost £107J X 20 = £2,155 (cash). , . . , 

Hence the total cost of the stock bought, i.e. the total cash 


invested, is £ 3,945 + £2,155 = £6,100. 

Now, we have found that an investment of £6,100 yields a total 

income of £200. # , . f 

The average yield for each £100 (cash) invested is, theiefore, 

£200 -y 61 App. Ans. = £3-25. 

= £3-279 61)200(3278 + 

= £3 5s. 7d. 1^0 

* 480 

53 


Example 3 . On 14th April last, a man bought £250 of 4 per 
cent Debenture Stock at 104;}. In addition to the purchase puce 

he had to pay the following charges— 

Stamp and Fee . • • . . £2 17s. 6d. 

Brokerage, 4 per cent of the purchase price. 

Contract Stamp . . • • • Is. . 


The interest on this stock is paid in equal half-yearly instalments 
on 1st January and 1st July. What interest had accrued up to 
the date of the purchase? Deduct the accrued interest fiom the 
sum of the purchase price and charges. Then calculate to the 
nearest penny the annual yield per £100 invested. (R.S.A.) 

The period 1st January to 14th April includes 
(30 + 28 4 - 31 + 14) days, that is 103 days. 

Now the interest on £250 for 103 days at 4 per cent per annum 


£250 X 103 X 4 
100 X 365 

_ £206 
73 

= £2-822. 


App. int. = £3. 
2-06 

(J) 0-6867 

(*) 0-0687 

tor) 0000 0 
2-8223 
Less 0-0003 
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The purchase price is £104-75 X 2\ 

= £104-75 X 

Brokerage, A per cent of £261-875 
Other charges 

Total 


= £261-875 
= 1-3094 

= 2-925 

= £266-1094 


Deducting from this total the accrued interest (since this comes 
to the purchaser on 1st July), we get as the net cost of the stock 
£266-1094—£2-822 — £263-287. Also the annual income from 
£250 of 4 per cent stock is £4 X 2\ = £10. 

Hence the investment of £263-287 (cash) yields an annual 
income of £ 10 . 

And therefore an investment of £100 (cash) yields annually— 


£10 X 100 
263-287 


= £3-798 = £3 16s. 


App. Ans. = £4~ 

26329)100000(3798 

21013 

2583 

214 


Example 4. A person owns £2,500 of 44 per cent stock. He sells 
out at 108£ and invests the proceeds in 5£ per cent stock at 124. 
What change in annual income results? 

vSince the annual income from £100 of this 4\ per cent stock is 
£41, that from £2,500 of this stock is £44 X 25 = £112 10s. 

On selling out at 1084, the holder of this stock receives £108£ 
for each £100 stock sold. 

Hence for £2,500 stock he receives in all £ 108J X 25 = 
£2,712 10s. (cash). 


Now for each £100 of 5£ per cent stock bought he pays £124 
(cash). 

That is, £124 (cash) invested in this stock yields £5£ income. 
Therefore £2,712 \ (cash) invested produces *- ,4 -^ 


income = 


£11 X 5425 . 


4 x 124 


income = 


income = £120 6 s. 3d. 

16 


income. 


T he change in income is therefore an increase of £120 6 s. 3d. 
£112 10s. = £7 16s. 3d. 

Example 5 . A man who has £3,500 of 3£ per cent stock sells 
out at 1011 and re-invests the cash realized in a 5 per cent stock, 
thus gaining £23 6 s. 8 d. in annual income. At what price does 
he buy the 5 per cent stock? 

The annual income from £3,500 3£ per cent stock is £3£ X 35 
= £122 10 s. 
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145;: 


9Q1 

^6 


8 X 175 


The income from the 5 per cent stock is therefore £122 10s. + 
£23 6 s. 8 d. = £145 16s. 8 d. 

Now the cash realized by the sale of the 3J per cent stock is 

£101J X 35 = £3,535 + £30§ - £3,565|. 

Hence, £3,565| invested in 5 per cent stock yields annually 
£145 16s. 8 d. or £145|. 

We have to find the sum (cash) that, so invested, yields £5. 

.... . £3,565| x 5 £3,5651 £28,525 x 6 £489 

And this sum is — — — — 

= £ 122*. 

The 5 per cent was bought at 122]. 

Example 6. What percentage change in annual income is 
effected by selling a 3| per cent stock at 941 and re-investing the 
cash realized in a A\ per cent stock at 112.] ? 

Each £100 of the original stock held yielded £31 annual income, 
and when sold realized £94£ (cash). 

Now to obtain £41 annual income from the second (41 per 
cent) stock, it was necessary to buy £100 stock, and this cost 
£112£ (cash). Hence, £941 (cash) invested in this stock yielded 

m X 94 J 


as annual income 


1121 


£41 X 189 £189 

-225- 5(3 - £3 /8 ' 


Expressing the income from the second stock as a percentage of 

. r , . , £3-78 x 100 378 

that from the first stock, we get —- 7 ^ 7 -=- per cent = 77 -= per 

cent =108 per cent. ^ 3 ' 5 3 3 

The increase required is therefore 8 per cent. 

Example 7. Calculate the yield of a redeemable security, 
such as 5 per cent debentures redeemable at par 10 years hence 
and purchased for £93. 

The main problem here is how to treat the profit of £7 per cent 
on redemption. 

A common method is to attribute the increase in the capital 
value equally over the whole period: that is, in this case to assume 
that £ 1 V 0 is added to the capital annually. The average annual 
return is, therefore, £5*7. But this has to be related to the average 
of the annual capital, which increases year by year from £93 to 
£100 at the end of the tenth year. Thus, assuming £0-7 is added 
in each year, in successive years the capital is £93, £93-7, £94*4 . . . 
£99-3, giving an average of £96T5. The effective yield for each 
unit of capital can then be ascertained by dividing the annual 
return (£5-7) by the average capital (£96-15); thus, yield = 
(5-7 X 100) -4- 96-15 = 5-9 per cent approximately. 


INVESTMENT ACCOUNTS 

Special Ruling. Investment Accounts are usually ruled with 
three columns on each side, so that the nominal value of the 
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investment, the principal or capital value, and the periodical 
interest or dividends may be seen at a glance. Where the interest 
or dividend is payable at fixed dates, such dates are recorded at 
the head of the Investment Account. 

Entries in the Accounts. When the investment is purchased, 
the nominal value will be entered in the Nominal Value column 
and the actual cost in the Capital column. As the dividend or 
interest is received, the cash will be debited in the Cash Book 
and posted to the credit of the Income column of the Investment 
Account. At balancing time, the total receipts from each invest¬ 
ment will be transferred to a Dividends and Interest Account and 
finally to Profit and Loss Account. Where fixed dividends have 
accrued, but have not been actually received, the amount should 
at balancing time be entered in the Interest or Dividends column 
and brought down as a debit balance in the same column. 

As regards this adjustment for accrued interest, it must be made 
clear that it is not a question of adjustment between Capital and 
Income as is the case in executorship accounts. The adjustment in 
investment accounts is made in the same way, for example, as 
prepayments for insurances in commercial accounts, where the 
amount paid in advance is credited to the expense account and 
carried down as a debit to the new trading period. 

But accruals of income should only be made in the case of interest 
due at fixed dates on British Government securities, the payment 
of which is certain. Debenture interest and dividends must not be 
accrued unless actually declared as payable. It does not follow that 
because debentures or shares carry a fixed preferential or even 
guaranteed payment it will be forthcoming. 

Example i. P. Ruthven holds £6,000 worth of 2\ per cent 
Consols, which cost him, including brokerage and expenses, 
£4,768 14s. 4d. Show the Ledger Account of the investment for 
one year, dividends being payable on 5th January, 5th April, 5th 
July, and 5th October. (See page 937.) 

Purchase of Investments. When investments are purchased 
cum div.—and the price is always cum div., unless otherwise 
stated—it will be necessary to ascertain the amount of the accrued 
dividend, less tax, and to enter it in the Interest or Dividends 
column of the Investment Account; and also to deduct the amount 
from the opening price of the investment. The balance of the pur¬ 
chase price will represent the capital cost to be entered in the Capital 
or Principal column. When the dividend or interest on the invest¬ 
ment is received, it will be credited in the Interest or Dividend 
column. The offset on the debit side of the same column will 
have the effect of reducing the dividend to the amount receivable 
for the time the investment has been held. When stocks, shares, etc., 
are purchased cum div., such an adjustment should always be made 


21% CONSOLS 
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at the end of the year. • This rale of tax it used fur convenience only. 
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in private accounts. It would not be proper to show an investment 

as earning six months’ income, if we held the investment for only 
two months. 

Sale of Investments. When investments are sold cum. div.— 
and the price is always cum div., unless specifically quoted ex 
dividend—it will likewise be necessary to ascertain the amount of 
the accrued dividend, up to date of sale, less tax, and to enter it in 
the Intelest or Dividends column. Such an adjustment must be 
made, because the sale-price will include the accruing dividend, 
riic balance of the money received, after deducting the accrued 
dividend or interest, will represent the capital amount to be entered 
in the Capital or Principal column. 

Profit or Loss on Sale of Investments. When the whole of 
an investment is sold, the difference of the Capital columns will 
represent profit or loss on such sale. When only part of an invest¬ 
ment is so d, the balance of the holding should be brought down at 
cost. In practice this may be all but impossible if many purchases 
and sales take place. An average price must then be used. Any 
difference between the Capital columns will denote profit or loss 
on the sale. This profit or loss is transferred to a separate account 
entitled Profit (or Loss) on Sale of Investments. As this profit is of 
a capital nature, the account should be closed at balancing time by 
transfer to a Reserve or in reduction of an intangible asset. 

Balancing Investment Accounts. When the Investment 
Account is balanced at the end of each year, the balance should be 
brought down at cost (including brokerage and expenses). Where 
the market value of the investments on the date of balancing is 
above cost, no credit should be taken for the enhanced price; but 
where the market value is below cost, a reserve for depreciation 
should be made. 

Where, at a Balance Sheet date, investments are valued at cost, 
the Balance Sheet should preferably include a note indicating the 
position as regards market value—with or without giving the actual 
igure. 

Example 2. A company purchased on the 1st February £10,000 
of 4 per cent Stock at 95, dividends being payable on 31st March, 
30th June, 30th September, and 31st December. Stamps and 
Expenses amounted to £4 5s., and Brokerage of J per cent was 
charged. On 1st May £3,000 worth of Stock was sold for cash at 
97, less Brokerage J per cent and Expenses £1 6s. On 31st August 
£2,000 worth of Stock was sold for cash at 96 ex div., less Brokerage 
J per cent and Expenses 19s. The market price on 31 st December, 
the date of the annual balancing, was 94. Show the Ledger 
Account of the investment, recording the above transactions and 
the receipt of the quarterly dividends, and balance it as at 31st 
December. (See page 939.) 



4% INSCRIBED STOCK 

Dividends payable on 31st March, 30th June, 30th Sept., and 31st Dec. 
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TABULAR SYSTEM OF BOOK-KEEPING 

Characteristics of System. The Tabular or Columnar 

bystem is a method of book-keeping in which items are subjected to 
continuous analysis or classification, thereby saving the trouble of 
periodical dissection and summarizing. A “total” column should 
always be provided, so that the arithmetical accuracy of the 
analysis can be verified by means of cross-casting. 

It is particularly suitable where transactions are of a regular 
type and frequent in occurrence. 

Advantages. The advantages of the system are that it is simple 
in application, and can be adapted to almost any book, whether a 
book of account or a statistical book. It economizes time and saves 
a )0ur - Tabulated details are often of great importance, and serve 
many useful purposes in modern business, affording data for com¬ 
parison estimating, etc., besides furnishing additional information. 

Disadvantages. The disadvantages sometimes urged against 

the tabular system are that the books required to carry it out are 

often of unwieldy dimensions; that it is liable to error, as items 

may easily be analysed into wrong columns and thus vitiate the 
whole of the results. 

Tabular Books of Account. Examples of tabular subsidiary 
books will be found in Departmental Purchases and Sales Books, 
in the Journal, Cash Book, Petty Cash Book, and Purchases Book 
shown in the working of the exercise on Self-Balancing Ledgers; 
in the I rustee-in-Bankruptcy’s Cash Book. Examples of tabular 
.eelger Accounts are given in the sections dealing with Depart¬ 
mental Accounts, Branch Accounts, and Investment Accounts, 
xamp cs of tabular Ledgers will be found in the sections on Cost 
( gtr, Stores Ledger, Share Ledger, Bills Receivable and Payable 
Ledgers, on pages 942 and 943 (Hotel Visitors’ Ledger), and on 
page 944 (Consumers^’ Ledger and Rental Register). 

Explanation of Visitors’ Ledger. By a glance at the Visitors’ 
edger on pages 942 and 943 it will readily be observed that 

the Ledger presents “tabulation” as applied to accounts in a con¬ 
vincing manner. It has been thought an advantage to give students 

a short explanation of this tabulated Ledger. First, then, as to the 
various rulings. 

The horizontal” lines are spaced out in order to show items 
which are peculiar to the many services rendered and supplies 
provided for the visitors to the hotel; also it will be noticed that the 
horizontal lines serve to bring the charges for similar items to the 
various occupants of the rooms on the same line. As regards the 
services and supplies, they are enumerated one under another and 
ruled off under appropriate groups of which there are six in the 
example. The groups distinguish items as under— 

(1) Residental Charges : Apartments, Baths, Service and Fire. 
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(2) Board : Breakfasts, Luncheons, Dinners, Suppers, Other 
Provisions. 

(3) Wines and Liquors. p- 

4 Refreshments, etc.: Ales, Stout, etc., Mmerals, gars 

5 Sundries: Stationery, Newspapers, Postage*. 1 2 disbursements 

on behalf of Visitors, Carriage, Laundry, Telephone, etc. 

(6) Lounge, Restaurant, Bar, Billiard: r_ for the various 

da I») Kfinmi, which shows .he teal charge for hears unde, each 

date (i.e. current day s total plus <*> . ^ individua , items . 

the cumulative total chargeable to having been 

The uses to which the various columns arc put havi 

explained, a brief explanation of how this Led a e P 

will be given. t i 1P first line—“Balance 

Beginning on the firstday oj an h due f visitors 

a, this date. Next, the en.nes are charged 

with the various items supplied duringth ‘d X’ cast which 

each day the current day’s page of “f i^^eness a nd accuracy 

operation is an effective cheek °n peculiar to “tabulation” 

of entries made, and is an advantage peculiar io 

systems of recording transactions. 

Tabular Statistical 

Application, Allotment, an Policy Registers of an Insurance 

fers, etc., of a Company; nth cVctoyWS Ana]ys is Book, the 

Company; in Cost Acc °“" ts B , h St ores g Received and Stores 
Lsue C dB°o n oks,etcT e in the Register of Investments of an Investment 
Company, etc. 

r QUESTIONS 

1. Describe briefly the Book? 

2. What is the function of the tickets ray a 



942 


advanced accounts 


Bills from— 
Lounge 
Restaurant 
Bar . 
Billiards 


DEBITS 

1 

Bal. bt. Forward 
Apartments . 

Baths 

• • 

Service and Fire 

£ s. d. 

• 

• 

Board . 

Breakfasts 

Luncheons 

Teas 

^ • 

Dinners 

• • ! 

Suppers. 

Other Provisions 

• 


Wines and Liquors . 


Ales, Stout, etc. 

Minerals 

Cigars . 

1 

Stationery 

Newspapers . 

Postage 

Paid Out 

Carriage 

Laundry 

Telephone 



Total 

CREDITS 
Overcharges . 
Cash Received 
Ledger A/c . 

Bal. car. Forward 


Total 


Folio Ledger A/c 
Transferred to 


Mrs. Johnson 
2 

£ s. d. 

5 - 
2 - 


3 - 
1 6 


1 6 


13 


13 - 


13 - 


Mr. Stone 
_3 

£ s. d. 

6 - 
2 - 
1 - 


2 6 
2 - 

5 6 


3 - 


1 - 
6 


1 3 6 


VISITORS* 

Monday, 6th 


Mrs. Andrew 
4 


1 - 
8 - 


1 10 - 


1 3 6 


1 10 - 


1 3 6 


I 10 - 


£ s. 

d. 

10 

6 

2 

,* 

1 

6 

2 

- 

4 

6 
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LEDGER 


JUFit, 

I 

c 

debits | 

I 

Daily Total 

Bt. Forward 

[ 

Cd. Forward 

£ *• d - 

Bal. bt. Forward 
Apartments 

Batlis . 

Service and Fire 

£ d. 

1 1 6 

6 - 

1 - 

£ s- d. 

£ s- d. 

1 1 6 

6 - 

1 - 

1 


- 

Board 

Breakfasts 

Luncheons 

Teas . 

Dinners 

Suppers. 

Other Provisions 

7 - 

j 5 6 

10 - 

2 6 

8 - 


7 - 

5 6 

10 - 

2 6 

8 - 


"i 

1 Wines and Liquors 

i 3 ~ 

1 

3 - 



Ales, Stout, etc. 

Minerals . - • 

Cigars . 

1 6 

6 

% 


1 6 

6 

♦ 

I 

» 

1 

■ 

• 

- 

Stationery 

Newspapers . 

Postage 

Paid Out 

Carriage 

Laundry 

Telephone 






Bills from— 

Lounge 

Restaurant 

Bar . 

Billiards 

- 1 




Total 

___ 

3 6 6 


3 6 6 


CREDITS 

Overcharges . 

Cash received 

Ledger A/c . 

Bal. car. Forward . 

3 6 6 


3 6 6 

Total 

3 6 6 


3 6 6 


Folio Ledger A/c . 

Transferred to 

• 
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3. Under what circumstances may the Jobbers Ledger not er.tcr into the 

recording of a transaction ? , • u t j o 

4. Why is it necessary to have a Dividends and Rights Ledger. 

5. What are the main types of items passed through the Journal in a stock¬ 
broker's office? . _ . - i t- l „ 

6. State what you understand to be the function of the Stock Exchange Ueai mg 

H °7 US \Vhat do you understand by a “Bull” and a “Bear” in connexion with 
stock and share dealing? . 

8. What is meant by Contango and Backwardation _ 

9 What are Investment Accounts? What special ruling is required. Explain 
the meaning of the terms cum. div. and ex div., and their effect on the Investment 

Account. How are Investment Accounts balanced? . . , 

10. What is the Tabular or Columnar System? What are its advantages and 

disadvantages? 

EXERCISE XXII 

1. A man having £500 to invest buys 200 shares in a company at 27s. 9d. per 
share, and with the remainder buys 2| per cent Consols at 74 5 - 2 (brokerage, 
etc., included). The shares pay an annual dividend of Is. 9d. a share. Find the 

total income. ' * ’ *' 


2. A man buys shares at 25s. 6d. each ex dividend. At the end of the year a 
dividend of Is. 9d. per share is declared. He then sells them ex dividend at 
25s. 8d. per share. What rate of interest has he received on the money invested. 

Answer to the nearest penny. ( • • 4 


3. A man bought £300 of 3| per cent stock at 105§ and also £600 of 41 per cent 
stock at 117?, Find, to the nearest penny, the average interest received on each 

£100 invested. ' 


4. A man buys £750 of 4 per cent stock at 115* and in addition to the purchase 
price pays the following charges: Brokerage, * per cent on the stock; stamp, £9; 
contract stamp, 2s.; registration fee, 2s. 6d. At what rate per cent per annum 

does he receive interest on his investment? 


5. A man bought £2,000 of 3J per cent stock at 101*, and afterwards sold it 
at 103*. He paid brokerage at \ per cent on the stock in each transaction, and the 
contract stamp on each occasion cost 4s. At the time of purchase there were 
the following additional charges: Stamp, £20 10s.; registration fee, 2s fad. 
By how much was the man’s capital increased as a result of the transaction. 

6. The holder of £3,500 Conversion Loan (3* per cent) sells out at 106A and 
invests the cash realized in a 4 per cent stock at 115. What is the change in his 
annual income, brokerage at * per cent on the stock being charged in eac i 

transaction? 


7. As a speculation, a man bought 500 5s. shares of a company at 28s. 4*d. 

each (brokerage lid. per share). He received dividend at 16 per cent less income 
tax at 5s. in the £, and was allowed to take up 50 new shares (ranking equally 
with those already issued) at 10s. per share, free of brokerage. He sold all the 
shares at 25s. 10 Jd. each (brokerage l*d. per share). What did he lose: by these 
transactions? (R.o.A.) 

8. The dividends on a certain 4 per cent debenture stock are paid in two equal 
half-yearly instalments at the ends of June and December. At the end of April 
an investor purchased £250 of this stock at 104£. In addition to the purchase 
price, he had to pay £2 17s. 6d. stamp and fee, brokerage J per centof the purchase 
price, contract stamp Is. W ; hat interest had accrued on the £250 stock during 
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the four months preceding the date of purchase? Adding the charges and deduct¬ 
ing the accrued interest, calculate the net cost. Hence, ignoring the matter of 
the future redemption of the stock, find the annual yield in £ s. d. per £100 
invested. (R.S.A.) 

9. The George G. Waud Finance Corporation, Ltd., hold a large number 
of investments. Explain briefly what records you would advise the Company 
to keep relative to their investments. Give a proforma ruling of the Ledger Account 
you recommend, and enter therein not more than six items. 

(.London Chamber of Commerce.) 

10. Show by the Ledger entries only what the total amount of an Investment 
Account would be at the end of six years’ Compound Interest (yearly) 2J per 
cent—neglect fractions of a penny. The amount invested yearly is £250. 

11. Prepare the necessary accounts, relative to the undermentioned investment, 
which would appear in VV. A. Richardson’s Ledger— 

On 1st June, Richardson purchased £5,000 New Zealand 3 per cent (1945) 
Stock at 85 J plus 2s. 6d. per cent brokerage and 45s. stamps, etc. On 3rd 
April, 2 years later, Richardson sold £4,000 of the Stock at 89, and paid 
£6 7s. expenses. 

Interest upon the stock is payable half-yearly on 1st April and 1st October, 
less tax (to be taken at 5s. in the £). (R.S.A.) 

12. Ulrich Brunner purchased, on 3rd August, £1,150 Canadian Western 

Railway Co. 5% Debenture Stock at 85\%, and paid £10 3s. for stamps, com¬ 
mission, etc. On 29th April next, Mr. Brunner sold the Stock at 88% and paid 
£11 Is. expenses. The debenture interest is payable half-yearly, on 1st April 
*nd October, less tax (to be taken at 5s. in the £). Prepare the accounts, 
thowing the history of this investment, as it should appear in Mr. Brunner’s 
Ledger. (London Chamber of Commerce.) 

13. Describe the best method of keeping the accounts relating to the investment* 
of an individual or a firm, and record the following transactions in the books you 

would recommend— 

On 3rd May, Robert Rene bought £2,000 Arcadian Government 5% Bondi 
at 95 plus 2s. 6d. per cent, brokerage and 18s. stamps. 

On 30th September of the following year he sold £1,000 of these Bonds at 
98 less £3 10s. expenses. Interest on the Bonds is payable on 1st January and 
1st July in each year. 

Ignore all questions of Income Tax. (R.S.A.) 


14. The following transactions A B had with his London broker, John Statham— 

On the 18th March he buys £15,000 New Zealand 3£% 1940 Stock at 
106J, £7,000 Victoria 4% 1881 Inscribed at 104}, and £5,000 Natal 4% 
Inscribed 1937 at 119J. On these transactions the broker charges a commission 

of }%. 

On the 25th March he sells the New Zealand Stock at 107J and the Natal 
Stock at 120J, the Victoria Stock being carried forward, Contango being 
charged of one-eighth. 

Vou are asked to show how these transactions would appear in John Statham* 
Ledger. (London Chamber of Commerce.) 

15. F. Reynolds holds £10,400 of 2}% Consols, which cost him, including 
brokerage and expenses, £8,333 2s. Show the Ledger Account of the investment 
for one year, dividends being payable on 5th January, 5th April, 5th July, and 

5th October. 
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, J lct . Vfarrh /‘M 000 of 4° 0 Blank Preference 

16. A Company purchased on . | st 3 0th June, 30th September, 

Stock at 90, dividends being pa\ a dIc c « * \ /p) i 3s and brokerage 

and 31st December. Stamps and expemesamo £» *° ‘for’cash a, 92, less 

of 4% was charged On l.t June: £6 000 of^wa^ another £6>00() 

brokerage one-eighth and expenses £ 10 an( ] charges /2 14s. 

of Stock 5 was sold for cash at 91 « -to Jnu°alMaS«t. was 

The market price on 31st Decun x \ recording the above transactions 

89. Show the Ledger Account of the mvesltment , cordin Dcccmb er. 

and the receipt of the quarterly dividends, and balance 


17. Philip Snowflake had the undermentioned transactions with his broker on 

the London Stock Exchange Ordinary at 46? ; on 21st July, 

On 16th July he bought l luly r 16*000 North-Western at 

£14,000 South-Eastern at _!»*; on 23d July l of i«v . Q n 24th 


carried forward the Mexican wrainaiy .^^ each stock. 
respectively, contango being charged at J (0 

Show Snowflake’s account in the broker’s Ledger. 

18. Briefly explain the principles of the Columnar or Tabular system of book- 

ke< Iflustrate the advantages of this system ^ m--o^/-re/e^ndings of a Cash 
Book, or other book of first entry, suita e o s • a ber 0 r Commerce.) 


19. Prepare a lorm of a Columnar Ledger suitable for use in a small hotel, 

and enter the following details n a l an ce 

Tuesday. 17* Jauu.-Vj VigjW K “Sy 

from previous day, £1 12s. 6d., P . . 9d Cigars, Is.; Postages, 

Lunch, 3s. 6d.; Dinner, 5s.; , , R .’ ‘ . Anartments 5s.; Breakfast, 

6d.; Laundry, 3s. 4d. F. J. Griffiths (Room 5) Apar ments, ^ , lj>; 

2s. 6d.; Tea, Is. 6d.; Supper, 2s. ; Liqueurs, 9 , - , 0 6 d.; 

Fire, Is. j. E. Elliott (Room 3): Bala‘ nc ^™ dement of bill, 
Breakfast, 2s. 6d.; ’bus to Station, 6d„ Cash ,£“" Cornier of Commerce.) 

£2 13s. 6d. v 

20. Give the ruling ot a Rates.^fng 8 "fewTtelL^ * \ciwlae°d'Accountants^) 
body, and illustrate its use by inserting a 

21. Draw up the form of a Tabular Day Book suitable for a hotel; also make 
three entries therein. 

22 The issued share capital of Z Limited conststs of50,000 6 per cent Preference 

St « S 

D AtThe'annual meeting held on 14th March, 1948, it was resolved- 

ssa t rwstas tttzsz — 

Pa '(4) U To pay a Final Dividend ot 10 per cent and a bonus of 2 per cent on the 
Ordinary Shares, both free of tax. 

31—(B.1405) 
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(c) To transfer £5,000 to General Reserve; and 

(d) To distribute to the Ordinary Shareholders a bonus of one new Ordinary 
Share, issued as fully paid, for each existing five shares held, the necessary transfer 
being made from General Reserve. 

Set out the Journal entries recording the carrying out of the above decisions 
(entries recording the cash payments are not required). 

(London Chamber of Commerce.) 

23. (a) Explain and illustrate by pro forma Journal entries the three ways a 
company may provide for the redemption of its debentures. 

(b) Under what circumstances may bonus shares be issued? Support your 
answer with an illustration of the way a company will record the issue of such 
shares 


24. Thomas Burns started in business on 31st May, 1948. During the following 
year two of the Ledger Accounts in his books showed the following transactions— 


Rates and Taxes Account 


1948 




£ 

3. 

d. 

June 5. 

To Cash: 

Rates to 30/9/1948 . 

17 

10 


,, 6. 


y y 

Water to 30/9/1948 . 


17 

a. 

Dec. 4. 

>5 

y y 

Water for half-year to 31 '3 1949 . 

1 

6 


, 8. 

99 

yy 

Rates for half-year to 31/3 1949 . . 

26 

— 

— 

1949 







May 20. 

>5 

y : 

Water lor half-year to 30 9,1949 . 

1 

6 

— 

„ 20. 

yy 

y y 

Rates for half-year to 30, 9/1949 . 

26 

- 

- 




Insurance Account 




1948 




£ 

s. 

d. 

June 24. 

To Cash: 

Premium on fire policy to 24/6/1949 . 

5 

8 

— 

,. 30. 

y y 

y y 

Premium on burglary policy, year to 







30/6/1949 .... 

3 

18 

— 


You are required to balance each account at 31st May, 1949, Burns’s accounting 
date, making such adjustments as you consider necessary. 


25. The following is the Balance Sheet of A, B, & C on 31st December— 


Liabilities £ 


Creditors 

• 

• 

. 2,000 

Bank Loan . 

• 

• 

500 

Bills Payable 

• 

• 

500 

A—Capital . 

• 

• 

. 2,500 

B—Capital . 

• 

• 

. 1,500 




£7,000 


Assets 

£ 

Cash .... 

500 

Stock .... 

. 2,000 

Plant and Tools . 

. 2,000 

Sundry Debtors . 

. 1,000 

Bills Receivable . 

. 1,000 

C—Capital overdrawn . 

500 

£7.000 


C is insolvent, but his partners recover from his private estate £250. It is 

decided to wind up the partnership, and the assets realize: Cash £500, Stock 

£1,600, Plant and Tools, £1,500, Sundry Debtors £750, Bills Receivable £700. 

Profits and losses are divided equally. What would be the position of each 

partner’s account on the winding-up of the partnership in accordance with the 

Partnership Act, the costs of realization amounting to £250? 

(Chartered Accountants.) 
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26 . W. Brown, a wine and spirit merchant, had on 31st December the following 


assets— 


Cash at Bank 
Cash in hand 

Port Wine, 5 pipes at £60 . 

Sherry, 5 butts at £50 . 

Owing by H. Johnson . • 

Bill receivable (J. Smith due 1-th 
Office Furniture . 


January nex 


) 



£ 1,500 


His liabilities on the same date were— 

Due to A. Robinson. 

,, W. Walters . . * * * N 

Bill payable (A. Robinson due 6th January next) 


£90 

60 

50 


£200 


On 1st January, a * “S‘p.'fi.'e^p'S 

,o be paid as to£500 in «* and CD business. The remaining shares 

igl 

it b *",n'p",'; r ?n“3"« " G “*" I ”» «"*>" sa 

& Co for £125^000, inclusive of all plant, machinery, stocks, etc. They received 
on account of purchase money an allotment of £25,000 in fully paid up shares, 

“ifocShB~k giving rffa. » *. 

transaclions, nnd po« ,h, „nv, to Aotoont. ^ l/f , 

28 The prospectus of Messrs. Black & Tan, Ltd., was publicly advertised 
oi . I,, 1 rv with the following loan and share issues. Debentures , 1,000 
4 n per cent Debentures of £100 each; the whole of which were offered and fully 
subscribed and paid up. Preference Shares , 20,000 6 per cent Preference Shares 
of £5 each • the P whole of which were offered and fully subscribed and paid up. 
Ordinary Shares , Nominal 30,000 shares of £5 each; of which 10 000 shares were 

issued is fully paid to the vendors in part payment °f thc P urchase P r * c n c ° { the 
business, c/the remaining 20,000 shares the public subscribed for Id, 000 shares 
the whole of which were, in due course, fully paid up, with the exception of the 
last call of £2 per share on 500 shares, which were subsequently forfeited by 
resolution of the directors. Pass the necessary entries through the company s 
books to record these transactions, and state how they should appeal in the 

Balance Sheet. ^ Undon ChambeT ° f Commerce ^ 
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29. The British Timber Syndicate, Ltd., was registered with a Capital of 
/200 000 divided into 10,000 Ordinary Shares of £10 each, and 10,000 b per 
cent cumulative Preference Shares of £10 each The object of the syndicate 
were inter alia to purchase as a going concern the business of Messrs. Poole & Co 
The purchase price was agreed at £110,000, payable as to £10,000 in Cash, and 
as to £100,000 in 10,000 Ordinary Shares of £10 each allotted as fully paid. 

The whole of the Preference Shares were offered for public subscription on 
15th February, payable £1 10s. on application, £1 10s. on allotment, £3 on 
1st April, £2 on 1st June, and £2 on 1st August. Applications and deposits were 

received as follows— 


No. of 
Shares 


Feb. 16. Fred Smith, Surveyor, 12 Brooke Street, 

Lyndhurst ...••• 

17. Thomas E. Finch, Journalist, 64 Fleet Street, 

London, E.C.4 ..... 

18. Philip Strong, Architect, 17 Thornville Road, 
Buxton ...••• 

18. Grace M. Carter, Spinster, 2 Boulders Lane, 
Cleethorpes ....•• 

18. Reginald Turner, Merchant, 56 Longworth 
Road, Thurston . 

19. Arthur Brown, Broker, 95 St. Peter’s Road, 

Somerset ....•• 

19. Norman Trelwyn, Mason, 110 Lime Street, 

Liverpool ...... 

20. Leslie Philpott, Butcher, 14 Larneway Avenue, 

Buxton ....•• 

20. Harold French, Designer, 106 Corncrake 
Lane, Leicester . 

21. Alfred Smith, Banker, 2 Grange Mansions, 
Pudworth ....•• 


1,200 

600 

1,000 

600 

1,200 

1,000 

1,500 

600 


Amount of 
Deposit 

£ 

1,800 

900 

1,500 

900 

1,800 

1,500 

2,250 

900 


1,200 1,800 


2,500 


3,750 


On 23rd February the directors made the following allotments— 

F. Smith 
T. E. Finch 
P. Strong 

G. M. Carter 
R. Turner 
A. Brown 
N. Trelwyn 
L. Philpott 

H. French 
A. Smith 
Poole & Co. 

(Vendors) 

On 1st March the various sums payable by the allottees were duly received. 

The following further transactions took place— 

Mar. 10. Transfer registered: 1,000 Ordinary Shares (10,001-11,000) from 

Poole & Co. to Francis Laurel, Mason, 16 Penzance Road, 

22 Transfer registered: 1,000 Ordinary Shares (11,001-12,000) from 
Poole & Co to Bert Tomlin, Groce'r, 27 Elgin Avenue, Somerset 
25. Transfer registered: 100 Preference Shares (1-100) from F. Smith 
to T. E. Finch. 


1.000 Preference Shares, numbered 

1 to 

500 

yy 

1,001 to 

1,000 

yy 

1,501 to 

W w w ^ ^ 

500 ,, ,, 

yy 

2,501 to 

1,000 

yy 

3,001 to 

1,000 „ ,, 

yy 

4,001 to 

1,500 

yy 

5,001 to 

500 

yy 

6,501 to 

1,000 

yy 

7,001 to 

2,000 

yy 

8,001 to 

10,000 Ordinary „ 

yy 

10,001 to 


1,000 

1.500 

2.500 
3,000 
4,000 
5,000 

6.500 
7,000 
8,000 

to 10,000 

to 20,000 
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April 1. 
„ 20 . 

May 16. 

„ 24. 


June 1. 
June 23. 


July 16. 
Aug. 1. 
„ 20 . 
Sept. 19. 


Trans P fer 1P r O ^ S \°ercd F T000 Preference Shares (8,001-9,000) from 
A. Smith to T. E. Finch. Shares (12,001-13,000) from 

T pook & e Co er to Leslie Charlton, Banker. 3 Lothbury Mansions, 

R t P c°etd sums due from shareholders » ^pectrf Sec«J CgU- ^ 

T pode r & e Co W Charles Dalton, Builder, 64 Roseberry Avenue, 
Transfer Registered: 500 Preference Shares (5,001-5,500) from 

Bromley. 


(2) Statutory Return of Allotments. 

(3) Call Books and subsidiary Cash Books. 

(4) Transfer Registers. „ r x 




CHAPTER XXIII 

BANK BOOK-KEEPING AND ACCOUNTS 


Services of the Modern Banking System. The services rendered 
by the modern banker to commerce, industry, and the community 
in general may briefly be summarized as follows— 

(1) Keeping current accounts for traders and private individuals, 
collecting cheques, bills of exchange, and cash articles (postal 
orders, money orders, bank notes, etc.), and affording facilities, by 
means of cheques and drafts, for remitting money from one part 
of the country to another. 

(2) Discounting bills of exchange and promissory notes. 

(3) Granting loans and overdrafts on approved securities. 

(4) Receiving money on deposit. • 

(5) Affording facilities for obtaining money abroad, by means 
of circular notes and letters of credit. 

(8) Acting as agent for country and foreign banks. 

(7) Buying and selling stocks and shares for customers, collecting 
dividends, also keeping in safe custody for them, jewels, securities, 


and other valuables. 

How a Banker makes his Profits. A banker’s profits are 

derived from interest on loans granted, discount (or interest) on 
bills and notes discounted, commission charged for conducting 
current accounts, for accepting and endorsing bills payable abroad, 
and for other services rendered to his customers. Inasmuch as he 
is liable to repay on demand the balances of his customers current 
accounts, he retains of the money^received, either in his possession 
or on current account at the Bank of England, a sum sufficient 
to meet his normal requirements. The remainder he lends out 
at remunerative rates of interest, or invests in Government, 

municipal, or other gilt-edged securities. 

Special Features of Bank Book-keeping. As can be seen 
from the previous two paragraphs, a banker requires books to 
record money received, money paid, money lent, interest, discoun , 
and commission earned, interest paid, expenses of management, 
etc The svstem adopted, therefore, consists chiefly of an elaborat 
analysis of cash received and paid. Other special features are 

the slip svstem of ledger posting, and the daily balance. 

Nearly every bank has its own particular system of book-keeping, 
so that it is impossible to lay down hard and fast rules. A typical 

system will, however, be described. 
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NOTES ON THE BOOKS 

Receiving Cashier’s Counter Cash Book. The Receiving 
Cashier (or teller) is the cashier who receives over the counter the 

customers’ lodgments, i.e. cheques notes coin etc., which the 
customer wishes to be placed to the credit of his account He 
initials the customer’s paying-in book. All these receipts ^ records 
in his own Cash Book as and when he receives them. The following 

a A 


is a specimen— 

RECEIVING CASHIER’S 

COUNTER CASH BOOK 


Customer 

Total 

Cheques, etc. 

Notes 

Coin 

Smith & Son 

£ 't d - 

85 3 2 

• 

£ s. d. 

62 10 6 

£ d. 

20 - - 

£ *■ d - 
2 12 8 


Paying Cashier’s Counter Cash Book. The Paying Cashier 
is the*cashier who pays over the counter those cheques drawn by 
the bank’s customers that are not crossed He enters such cheques 
in his Cash Book?" and records the numbers of any notes issued. 

The following is a specimen 


PAYING CASHIER’S COUNTER CASH BOOK 



k* 1 'w* - — — — 

Total 

Coin 

Notes 1 

House 

Cheques 

Walks 

Cheques 

Customer 

Amount 

Numbers 

Bartlett, F. M. 

Stevens & Sons 

£ s. d. 
30 11 6 

£ d. 

10 11 6 

£ d. 

20 - - 

4 £* 

47081-4 

£ s. d. 

4 10 - 

£ *• d. 

\ 



1 Bank Notes. 





Received Waste Book. This is a book ruled with columns in 
order that the cheques, etc., received by a bank for the credit ot 
its customers’ accounts may be analysed into appropriate groups 
so as to facilitate collection. Thus, all Town Clearing cheques are 
grouped together, all Metropolitan Clearing, all Walks cheques, 
all Bank of England cheques, and so on. (I he London Bankers 
Clearing House merged the clearings as an emergency war measure 
and this is still the position at the time of writing.) Some banks 
enter only the cheques received, others enter com and notes as well 
in order that the total may be checked with the Received Cash 
Book total. A specimen is shown on page 954. Walks Cheques 
refers to those cheques which are drawn on bankers not represente 
at the Clearing House. The collecting bank s representative has to 
walk to the paying bankers to present the cheque and collect the 

money. 


RECEIVED WASTE BOOK 
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Bills Received for Collection Register. Customers who 
receive bills of exchange usually pay them into their bank for 
collection two or three days before the due date. This gives their 
banker time to present such bills on the exact due date. These 
bills are numbered consecutively by the bank, and full particulars 
are entered in a special book entitled “Bills Received for Collection 
Register ” A specimen of such book is given on page 9o6. Some 
banks credit these bills to the customers’ accounts in a separate 
Bills Ledger, and debit them to a General Ledgei Account, 
entitled “Bills Received for Collection. When the bills are 
paid, dockets are prepared reversing the former entries, the 
Bills Ledger Account being debited and the Bills foi Collection 
Account credited; Cash also is debited, and the amounts credited 
to the customers’ accounts in the Current Accounts Ledger 
In other banks these bills are excluded from the system of 
accounts. Only the Register is kept and, when the‘bills are 
paid, Cash is debited and the Current Accounts credited. A1 
bills are arranged in order of due date and entered in a special 

Bill Diary. 

Bills Received for Discount Register. I his is a book which 
gives full particulars of all bills discounted by a bank for its 
customers. A specimen is shown on page 956. 

Bills Received for Discount Ledger. This is a book which 
records particulars of bills discounted for each individual customer, 
an account being opened in the customer's name. It is important 
for a bank to know how much it is advancing on each individual 
customer’s endorsement. Particulars of these discounted bills are 
also entered in an Acceptor’s Ledger, an account being opened 
in the name of each acceptor. By this means the bank can 
prevent itself holding too many of any one persons accept¬ 
ances. When the bill is discounted, the full face value is debited 
to a Bills Receivable Discounted Account and credited to the 
customer’s Current Account. The discount charged is debited 
to the customer’s Current Account and credited to a Discount 
Account in the General Ledger. W r hen the discounted bill is 
paid at maturity, Cash is debited and Bills Receivable Discounted 
Account credited. The following is a specimen of the Discount 

Ledger. 


Date 

Received 

No. of 
Bill 

Acceptor 

Drawer 

Due 

Date 

Amount 

Dr. 

Amount 

Cr. 

Balance 

19.. 
Jan. 12 
Feb. 28 

842 

M 

T. Pink 

Paid 

R. Cook 

19.. ^ 

Feb. 28 

£ J. d. 
268 9 2 

£ s- d. 

268 9 2 , 

£ d. 

268 9 2 
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Definition. A Current Account is the running account oi u c 
merchant or business man with his banker, into which he is dai \ 
paying cheques and on which he is daily drawing cheques. 

Interest on Current Accounts. It is the practice of some 
London banks to require a certain substantial balance of horn 
/SO to /TOO to be maintained, and not to allow interest on tin* 
account, nor to charge for keeping it. Where, however, a very 
large balance is constantly maintained, arrangements aie some¬ 
times made for allowing interest thereon. Provincial banks allow 
interest on current accounts, and likewise charge interest when the 
balance falls below a stipulated amount. 

Charges for Keeping a Current Account. Where only a 
small balance is maintained a charge is made varying from ha f-a- 
guinea to two guineas for conducting the account. Some bankers, 
debit the fee to their customers as “charges,’ others term it com¬ 
mission.” Again, some banks make a charge based on the turn¬ 
over for keeping the account; it varies from even less than 8 per 
cent to J per cent on the turnover, i.e. the total amount of the 
items debited to the account. A third method, when an account 
is active, although the balance is never very large, is to charge so 

much per page. 

Form of Current Account Ledger. 1 he form of the Current 
Account Ledger is quite different from that of the ordinary com¬ 
mercial Ledger. The Dr. and Cr. columns are placed side bv s.de 

and are followed by a third column in which is inserted the daily 
balance S form of Ledger is retained even when no interest 

Nation of^tere^' Interest is calculated on the daily 
credit balance for the number of days such balance remains 
unchanged The balance (taken to the nearest pound) is multiplied 
by the number of days and the result extended into the products 
column; such products are often spoken of as decimals, though 
quite inaccurately. The rate of interest allowed is usually 1 2 per 
cent below Bank rate, and thus fluctuates with it. Where the 
Bank rate has fluctuated during the half-yearly account, the pro¬ 
ducts are divided into periods corresponding with each particular 
Bank rate, and a separate total of products is made for each pel lod. 
At the close of the half-year, each total is charged with its proper 
rate of interest. In actual practice the amount of the interest is- 
ascertained by reference to special Interest Tables; but in examina¬ 
tion work it must be found by arithmetical calculations as explained 

in Chapter VIII on Accounts Current. 

Example. From the following particulars draw up the account 

of William White, 27 Rufus Gardens, Brinkley, as it would appear 


958 


ADVANCED ACCOUNTS 


in the Bank’s Current Account Ledger on 30th 
be charged at 3 per cent on the daily balance— 


June, interest to 


19.. 

Jan. 1. Balance . 
Feb. 12. Cash, etc. 
Mar. 24. Cash, etc. 
Apr. 13. Cash, etc. 
May 15. Cash, etc. 
June 25. Cash, etc. 

(See next page.) 


Deposits 
£ s. d. 
. 206 12 4 
. 57 18 11 

. 43 2 8 
. 57 4 10 
. 29 13 6 

. 120 15 3 


19.. 

Jan. 12. 
Feb. 9. 
Mar. 18. 
Apr. 23. 
May 16. 
June 21. 


Cheque . 
Cheque . 
Cheque . 
Cheque . 
Cheque . 
Cheque . 


Withdrawals 
£ s. d. 
.41 4 8 
. 24 13 5 
. 36 12 10 
. 17 14 2 

. 85 3 6 
. 54 8 9 


BANK PASS BOOK 

The Bank Pass Book is a detailed account of the transactions 
that the trader has had with his bankers, a record of the amounts 
he has paid into, and withdrawn from, the bank, and by means 
o which he checks the “Bank” column of his own Cash Book. 
Accounting machines are now used in most banks, and the old 
and-written Pass Book has given way to the loose-leaf account 
prepared by a machine. The loose leaves are kept in some form 
of binder. A specimen leaf is given below'— 


Jn Account with 

NATIONAL PROVINCIAL BANK LIMITED 

High Holbom Branch, 

JOHN JONES Esq. London, W.C.i 


Date 


Particulars 


8 JUL 50 
0 JUL 50 


10 JUL 50 
17 JUL 50 
25 JUL 50 


BALANCE FORWARD 
SELF 

SOUTHEND WATERWORKS 
RADIO RENTALS LTD. 
REFUGE ASSCE CO 
RETZBACH 
SELF 

GAS LIGHT COKE CO 


Debit 


10 - _ 
3 12 6 
15! - 

a 7 ? 

, 


Credit 


Dr. 

or 

Cr. 


CR 

CR 


CR 

CR 


Balance 


138 

128 


6 

6 


CR , 116,13 10 
CR i 110! 13,10 


70 

69 


13 

14 


10 


DEPOSIT ACCOUNTS 

Definition. A Deposit Account represents money which has 
been placed with a banker at interest, and which cannot be with- *Nj 
drawn without previous notice. The length of notice varies from 
7 days to 12 months and the longer the notice of withdrawal 
required, the higher the rate of interest allowed on the deposit. 

Deposit Receipt. A Deposit Receipt is the receipt given by a 
banker for money placed on deposit with him. It needs no stamp, 
and is not transferable. Most banks now issue Deposit Pass Books 
instead of Deposit Receipts. 


CURRENT ACCOUNT LEDGER 
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Transfers from Current Account to Deposit Account. 

Customers sometimes wish money to be transferred from their 
Current to a Deposit Account, and in such cases slips are pre¬ 
pared as follows— 


THE SAFE BANK, LIMITED 

1 5 th Jan. } 19.. 

DEBIT Arthur Roberts , Current Account, transfer to Deposit Account. 

A. R. F.y 

Accountant. 


THE SAFE BANK 

LIMITED 


15th Jan.. 19.. 

CREDIT Arthur Roberts , Deposit Account, transfer from Current Account. 1 

Deposit Receipt No. 74168. 



A. R. F., 

£250. 

Accountant. 

or else a docket in this form— 

THE SAFE BANK 

LIMITED 


15 th Jan., 19.. 

Arthur Roberts 


DEBIT Current Account 

£150 

CREDIT Deposit Account 

£150 


A. R. F. 


BANKERS’ CLEARING HOUSE 

The Bankers’ Clearing House is a place where bankers or their 

representatives meet to exchange cheques drawn on one another. 

Each bank draws up a list and ascertains the result of its “in” and 

out clearing with each of the other banks. These net differences 

are settled by means of drafts on the Clearing Bankers’ Account at 
the Bank of England. 

Banks usually keep two separate Registers ruled with columns 
or the different banks, in which all cheques are analysed. The 
totals of the In” and “Out” Clearing Registers are entered into 
a Clearing Balance Book, separate totals being shown for each 
clearing bank. The differences between each set of totals are 
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settled by transfers either from the Clearing Bankers’ Account 1.0 
the accounts of the banks to whom the money is due or to the 
Clearing Bankers’ Account from the banks owing such balances. 

SLIP SYSTEM OF LEDGER POSTING 

Slips are used in some cases instead of some subii ^ r >,.^ oks ; 
On them transactions are entered as they occur and the slips are 
passed to the ledger-keeper concerned for immediate posting to the 
debit or credit of the accounts mentioned thereon Their use 
not confined to bankers, but the present seems a suitable place at 

W ‘ThV“i'She slip system include the great saving of 
time in posting The slip system enables numerous ledger-keepers 
to be posting the same day’s transactions simultaneously. Theie 
is also a saving in cost, as the slips are usually filled in by customers 

° r In^banKhe orKaT’cheques drawn by customers are used as 
vouchers for posting 8 The cashier credits Cash and passes them 
to the ledger-keeper to debit the customers. 1 lie original paying-in 
slips are made out by the customers and used as vouchers for 
posting. The cashier debits Cash, initials slips, and passes them t 
the ledger-keeper, who credits the customers accounts. 

The original application form made out by the custome. for a 
fresh book of cheques is used as a voucher for posting, the clerk 
credits “Stamps on Cheques” Account and debits the customer 
The bank makes out its own slips (also called dockets 1 j 
transfer of money from customers' current accounts to customers 
deposit accounts, and these are passed to the ledge,-keepe.s for 

P °The S se slips and original documents are also passed to other clerks 
for analysis in the Waste Book, for writing up the I ass Books, and 
for constructing Total Accounts in the General Ledgei, etc. 


GENERAL CASH BOOK AND LEDGER 

The whole of the bank’s transactions are summarized daily in 
a special Summary Book, the totals of all other books being enteied. 
When the balance has been struck and agreed with the \anous 
Registers and the Cash held, which consists of money, notes and 
cheques not collected, the final summary is then written in the 
General Journal or Cash Book, and posted to the Genera Ledger. 
The General Ledger contains only total accounts. A total account 
may represent either a subsidiary Ledger or a group of such Ledgcis. 
Specimens of Cash Book and General Ledger follow. 
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Dr. 


To Town Current A/cs, paid in 
„ Country Current A/cs, paid in 

„ Overdrawn Current A/cs— 
Town 
Country 

,, Loans paid off. 

,, Deposits paid in 
,, Bills Discounted 
,, Bills for Collection 
,, Interest on Loans 
,, Discount 
,, Commission 
, Letters of Credit 
„ Circular Notes. 

,, Suspense A/c re Lloyd & Co. 

,, Cheque Stamps 
,, Branches paid in 
,, Bank of England drawn out 
,, Bills Payable . 

,, Acceptances 
,, Money at Call. 

>> Promissory Notes Discounted 

Balance from 1st March . 


£ 

1,308,658 14 
362,500 19 


60,785 12 
52,187 13 


CASH DAY 

Wednesday, 

£ s. d. 
1,671,159 14 1 


- 112,973 6 4 

35,050 15 9 
5,860 15 - 
3,752 10 5 
1,475 10 6 
42 5 10 
84 7 2 

25 - - 
65 14 10 
50 - - 

26 2 8 
20 10 6 

1,267,841 18 4 
525,070 10 - 
32,650 12 8 
75,837 6 10 
24,685 16 2 
2,163 10 2 

3,758,836 7 3 
85,187 10 4 

£ 3,844,023 17 7 


GENERAL LEDGER 

CASH 



Date 


Balance 


Mar 1 ^ 5 d - £ *■ d. 

2 To Day Book . 3,758,836 7 3 I , 

By da • 3,758,108.13 - D,. 85,915 4 7 


3* d\ £ s* A 

I Dr. 85,187 10 4 



19. 

Mar 


■ Dr. 

525,070 10 -\Dt 







BANK BOOK-KEEPING AND ACCOUNTS 


963 


BOOK 

2nd March, 19.. 


By Town Current A/cs, drawn out . 
„ Country Current A/cs, drawn out 

,, Overdrawn Current A/cs— 

Town . 

Country 

,, Loans granted . 

,, Deposits drawn out . 

„ Bills Discounted 
,, Bills for Collection . 

,, Interest paid on Current A cs 
,, Interest paid on Deposit A/cs 
,, Letters of Credit 
,, Circular Notes. 

„ Suspense A/c re R. Phillips 
,, Cheque Stamps 
„ Charges . 

,, Branches, drawn out 
„ Bank o England paid in . 

,, Money at Call. 

,, Bills Payable . 

,, Acceptances 

,, Promissory Notes Discounted 
Balance to 3rd March 


£ s. d. \ £ s. d. 

1,156,804 13 2 
347,628 10 2 

- _, 1,504,433 3 4 

68,725 10 5 

68,916 15 4 

— _ 137,642 5 9 

| 6,216 15 8 

4,060 10 6 
5.216 14 10 
2,075 16 4 
26 15 7 
42 8 9 
20 11 8 
30 - - 
50 10 2 
35 15 - 

20 10 6 
1,316,925 13 10 
616,745 15 6 

55,026 10 5 
75,837 6 10 
32,650 12 8 
1,050 15 8 


3,758,108 13 - 

85,915 4 7 

£ 3,844,023 17 7 


BRANCHES 


Date 1 


Dr. | Cr. | 

Balance 

19.. 
Mar. 1 

2 

2 

• • • • 
To Day Book . 
By do 

£ d - 

1,316,925 13 10 

£ *• d - 

1,267,841 18 4 

Cr. 

Cr. 

£ *' * 

1 175,022 7 6 

1,125.938 12 - 


CURRENT ACCOUNTS—TOWN 


Date 


Dr. 

Cr. | 

! 

Balance 

19.. 
Mar. 1 

2 

• • • • 1 
To Day Book . 
By do. 

L d ’ 

1,156,804 13 2 

£ *• d - 

Cr. 

£ s. d. 

1,968,426 16 5 

2 

1,308,658 14 7 

Cr. 

2,120,280 17 10 
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CURRENT ACCOUNTS—COUNTRY 


Date 

1 A 


Dr. 

Cr. 


Balance 

19.. 
Mar. 1 


£ s. d 

£ s. d 

' Cr. 

£ s. d. 

2 

To Day Book . 

347,628 10 2 

I 

782,564 19 7 

2 

By do. 

362,500 19 € 

> Cr. 

797,437 8 11 


OVERDRAWN CURRENT ACCOUNTS- 

-TOWN 

Date 

1 

1 

Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

* * • 

£ s. d. 

£ S. d. 

Dr. 

£ s. d. 

2 

To Day Book . 

68,725 10 5 


65,050 15 6 

2 

By do. 

___ 

60,785 12 8 

Dr. 

72,990 13 3 


OVERDRAWN CURRENT ACCOUNTS—COUNTRY 


Date 


Dr. 

--— V/ • » * v 

Cr. 


1 A IX X 

Balance 

19.. 
Mar. 1 

9 ^ 

£ s. d. 

£ s. d. 


« 

£ * 

d. 

2 

To Day Book . 

68,916 15 4 

- 


' Dr. 

43,715 16 

8 

2 

By do. 

52,187 13 8 

Dr. 

60,444 18 

4 


DEPOSIT ACCOUNTS 


Date 


Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

2 

• 

To Day Book . 

By do. 

£ s. d. 

4,060 10 6 

£ s. d. 

5,860 15 - 

Cr. 

Cr. 

^ </• 
274,850 10 6 

276,650 15 - 


* 


LOANS 


Date 

1 | Dr. 

1 Cr. 


Balance 

19.. 
Mar. 1 

2 

2 

To Day Book . 
By do. 

£ s. d. 

6,216 15 8 

£ s. d. 

35,050 15 9 

Dr. I 
Dr. : 

£ s - i - 
1,356,306 15 6 

1,327,472 15 5 
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MONEY AT CALL 

Date 

I 

Dr. 

Cr. 1 

i 

l 

I 

1 

Balance 

19.. 
Mar. 1 

2 

2 

• • • • 
To Day Book . 
By do. 

£ d - 
55,026 10 5 

£ 5. d. 

♦ 

24.685 16 2 

Dr. 

Dr. 

£ d - 
686,420 4 2 

716,760 18 5 


CIRCULAR NOTES 

Date 1 


Dr. | Cr. 

1 

Balance 

19. . 
Mar. 1 

2 

2 

• 

To Day Book . 
By do. 

£ d - 

30 - - 

£ d - 

50 - - 

Cr. 

Cr. 

£ d - 
210 - - 

230 - - 


LETTERS OF CREDIT 


Date i I 

Dr. 

Cr. 


Balance 

i 

19.. 
Mar. 1 

2 

2 

• • • • 
To Day Book . 
By do. 

£ s- d. 

20 11 8 

£ d - 

65 14 10 

Cr. 

Cr. 

£ d ‘ 
275 15 6 

320 18 8 


BILLS FOR COLLECTION 


Date 


Dr. 1 Cr. 


Balance 

19. . 
Mar. 1 

2 

2 

• • • • 
To Day Book . 
By do. 

£ 5. d. 

2,075 16 4 

£ s. d. 

1,475 10 6 

Dr. 

Dr. 

£ s. d. 

4,658 10 8 

5,258 16 6 

CHEQUE STAMPS 

Date 

| Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

2 

2 

• • • • 
To Day Book . 
By do. 

£ 5. d. 

35 15 - 

£ s - d - 

20 10 G 

Dr. 

' Dr. 

£ s. d. 
650 12 6 

665 17 - 
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BILLS DISCOUNTED 


Date 


Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

2 

To Day Book . 

£ 

5,216 14 10 

£ s. d. 

Dr. 

£ s. d. 

457,612 18 4 

2 

By do. 


3,752 10 5 

Dr. 

459,077 2 9 


PROMISSORY NOTES DISCOUNTED 


Date 


Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

2 

2 

To Day Book . 
By do. 

£ s. d. 

1,050 15 S 

£ s. d. 

2,163 10 2 

1 Dr. 

Dr. 

£ s. d. 
15,650 10 6 

14,537 16 - 


ACCEPTANCES 


Date 


Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

2 

2 

To Day Book . 
By do. 

£ s. d. 

32,650 12 8 

£ s. d. 

75,837 6 10 

Dr. 

Dr. 

£ s. d. 

168,725 12 8 

125,538 18 6 


BILLS PAYABLE 


Date 


Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

2 

• 

To Day Book . 

£ s. d. 

75,837 6 10 

£ s. d. 

Cr. 

£ o 

168,725 12 8 

2 

By do. 

32,650 12 8 

Cr. 

125,538 18 6 


INTEREST ON DEPOSITS 


Date 


Dr. 

Cr. 

4 

Balance 

19.. 
Mar. 1 

2 

To Day Book . 

£ s. d. 

42 8 9 


Dr. 

Dr. 

£ *■ d - 
250 15 6 
293 4 3 
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INTEREST ON LOANS 


Date 

1 Dr. | Cr. | 


Balance 

19.. 
Mar. 1 

2 

• • • • 
By Day Book . 

£ *■ d - 

£ 5. d. 

42 5 10 

• • 

£ s. d. 
6,257 8 4 
6,299 14 2 


INTEREST ON CURRENT ACCOUNTS 


Date j 

j Dr. 

Cr. 


Balance 

19. . 
Mar. 1 

2 

• • • • 
To Day Book . 

£ s. d. 

26 15 7 

£ *■ d ■ 

• • 
w. w 

QQ 

£ d. 

48 19 6 

75 15 1 


DISCOUNT 


Date | 

I 

Dr. 

Cr. \ 


Balance 

19. . 
Mar. 1 

2 

By Day Book . 

£ *■ d • 

£ d - 

84 7 2 

Cr. 

Cr. 

£ s. d. 
1,236 10 5 
1,320 17 7 


RATES AND TAXES 


Date 

I 

Dr. 

Cr. 


Balance 

19. . 
Mar. 1 

• • • • 

_ - - 

£ s - d - 

• 

“^3 

• 

Dr. 

£ s - d • 
440 - - 



COMMISSION 


Date 

| Dr. 

1 

Cr. | 


Balance 

19.. 
Mar. 1 

2 

. • • • 
By Day Book . 


£ s. d. 

25 - - 

Cr. 

Cr. 

£ 5. d. 

200 - - 
225 - - 

CHARGES 

Date 


Dr. 

| Cr. 


Balance 

19.. 
Mar. 1 

2 

To Day Book . 

£ s - d - 

20 10 6 

£ s - d - 

Dr. 

Dr 

£ s. d. 
620 14 3 
641 4 9 
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INVESTMENTS 


Date 


Dr. 

Cr. 


Balance 

19.. | 


£ s. d. 

£ s. d. 


£ s. d. 

Mar. 1 

• • • • 

• 



Dr. 

1,218,086 10 6 


RESERVE 


Date 

I 

Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

• • • • 

£ s- d. 

£ s. d. 

Cr. 

£ s. d. 

575,000 - - 


SUSPENSE 


Date 

1* 

Dr. 

Cr. 


Balance 

19.. . 


£ s. d. 

£ s. d. 

| 

£ s ‘ d* 

Mar. 1 

• • • • 



Dr. 

370 18 6 

2 

To Day Book . 

50 10 2 




2 

By do. . ■ 


26 2 8 

Dr. 

395 6 - 


PREMISES 


Date 


Dr. 

Cr. 


Balance 

19.. 


£ 5. d. 

£ s. d. 


£ s. d. 

Mar. 1 

• • • • 1 



Dr. 

124,000 - - 


PROFIT AND LOSS 


Date 


Dr. 

Cr. 


Balance 

19.. 
Mar. 1 

• • • • 

£ d. 

£ s. d. 

Cr. 

r s. & 

1,689 14 # 
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GENERAL LEDGER TRIAL BALANCE 

2nd March, 19.. 

Dr. 


Cash . 

Bank of England . 

Branches 
Current A/cs— 

Town 
Country . 

Overdrawn Current A/cs— 
Town 
Country . 

Deposit A/cs 
Loans . 

Money at Call 
Circular Notes 
Letters of Credit . 

Bills for Collection 
Cheque Stamps 
Bills Discounted 
Promissory Notes Discounted 
Acceptances . 

Bills Payable 
Interest on Deposits 
Interest on Loans . 

Interest on Current A/cs 
Discount 

Rates and Taxes . 
Commission . 

General Charges . 
Investments . 

Reserve 
Premises 
Suspense A/c 
Profit and Loss 


£ 

85.915 4 
818,337 16 


. d. 


1,125,938 12 - 

2,120,280 17 10 
797,437 8 11 


72,990 13 3 
60,444 18 4 

1,327,472 15 5 
716,760 18 5 


5,258 16 6 
665 17 - 
459,077 2 9 

14,537 16 - 
125,538 18 6 

293 4 3 

75 15 1 

440 - - 

641 4 9 

1,218,086 10 6 

124,000 - - 
395 6 - 


276,650 15 - 


230 - - 
320 18 8 


125,538 18 6 
6,299 14 2 
1,320 17 7 


225 - - 


575,000 - - 


1,689 14 8 


£\ 5,030,932 17 4 5,030,932 17 4 
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PROFIT AND LOSS ACCOUNT AND BALANCE SHEET 

The following is a specimen of a Bank Profit and Loss Account 
and Balance Sheet. 


Dr. 


PROFIT AND LOSS ACCOUNT 


ft 


To Interest allowed to Cus¬ 
tomers. 

Salaries and other Expenses 
at Head Office and 
Branches 

Rebate on Bills carried to 
New A/c 

Bank Premises A/c . 
Dividend for 
half-year to 
31 st Dec. 
at 20% per 

annum £300,000 - - 
Balance car¬ 
ried for¬ 
ward . 116,734 9 6 


t1 


ft 


ft 


ft 


£ s. d. 
184,219 11 5 


286,905 13 7 

32,617 14 4 

10,000 - - 


416,734 9 6 


£930,477 8 10 


By Balance unappropriated 
brought forward on 30th 
June, 19. . . 

,, Gross Profit after making 
provision for Bad Debts 
and Contingencies, and 
Income Tax, and in¬ 
cluding Rebate brought 
forward 


Cr. 


t. d. 


127,614 10 6 


802,862 18 4 


l£930,477 8 10 


BALANCE SHEET as at 31st December, 19.. 


Liabilities 

Subscribed Capital — 
200,000 Shares of £50 
each. £15 per share 
paid up 

Reserve Fund . 

Current A/cs . 

Deposit A cs 

Circular Notes, Letters of 
Credit, Commission, and 
Contingencies 

Acceptances for Customers. 

Liabilities by Endorsement 
on Bills 

Rebate on Bills not due 

Piofit and Loss A c, balance 
as above 


s. d. 


3,000,000 - 
2,027,050 10 
26.862,785 1] 
11,552,861 12 


6 

8 

6 


237,912 11 5 

3,516,287 12 4 


36.525 10 8 
32,617 14 4 


416,734 9 6 


Assets 

Cash in hand and at Bank 
of England . 

Cash at Call and Short 
Notice 

Investments— 

Consols and other Gov¬ 
ernment Securities 
Indian Govt. Stocks 
Dominion and Foreign 
Govt. Securities . 
Municipal Stocks . 

Other Investments. 

Reserve Fund Investments. 

Bills Discounted 

Loans to Customers and 
others on Security . 

Liability of Customers for— 
Acceptances as per contra 
Endorsements as per 
contra 

Premises and Fittings at 
Head Office & Branches. 


s. d. 


6,406,814 10 6 


6,812,084 15 4 


3,864,108 10 2 
606,840 15 9 


219,050 10 - 
2,484,626 12 8 
1,257,084 9 10 
2,027,050 10 6 
4,816,075 12 4 


14,068,150 10 - 
3,516,287 12 4 
36,525 10 8 
1,568,075 12 10 


£ 47.682,775 12 II 


£ 47,682,775 12 11 


NOTES ON THE BALANCE SHEET 

The order of Assets it will be noted is the cash order, or order of 
realizability. Cash at Bank of England denotes the balance of the bank’s Current 

Account with the Bank of England. This balance acts as a reserve in cases 
ol emergency. 

Money at Call and Short Notice. This item denotes loans to bill brokers, 
stockbrokers, and others on security called “Floaters.” Advances are also made 
on dock warrants, consignments, produce documents, etc. 

Bills Discounted. This amount represents the total of the bills discounted 
which have not yet matured. 
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Loans and Advances. This item denotes the loans made to its customers 
either as separate transactions or as overdrafts on current account, usually against 

Liab i k tV o f Cus tomersfor Acceptances and Endorsements. These items 
denote bills which the bank has accepted or endorsed 

is liable to parties abroad. These items, therefore, appear on both sides ol the 

^Rebateon Bills. As at balancing time many of the bills discounted will not 
ha t matured, it follows that all the discount charged will not have been earned 
during the current period. The unexpired portion of such discount is therefore 
debited to the Profit and Loss Account, and carried forward to the next 

half-year’s accounts. 

/ 

STATUTORY STATEMENT 

Under the Companies Act, 1948, Section 433, every Limited 
Banking: Company shall, before it commences business, and also on 
the first Monday in February and the first 1 uesday in August of 
every year during which it carries on business, make a statement 
in the form set out in the Thirteenth Schedule to this Act, or as 

near thereto as circumstances permit. 

TI I 1RTEENTH SCHEDULE 

Form of Statement to be Published by Banking and Insurance 
Companies, and Deposit, Provident, or Benefit Societies 

« The share capital of the Company is £ , divided into shares of 

each. 

CarisHmU^ aLtunToiT* * per share have been made, under which the 

SU The lfabilities h of the 1 “company on the first day of January (or July) were— 
Debts owing to sundry persons by the Company 

On judgment, £ 

On speciality, £ 

On notes or bills, £ 

On simple contracts, £ 

On estimated liabilities, £ 

The assets of the Company on that day were— 

Government securities (stating them). 

Bills of Exchange and promissory notes, £ 

Cash at the bankers, £ 

Other securities, £ 

1 If the Company has no share capita!, the portion of the statement relating 
to capital and shares must be omitted. 

A copy of the statement must be put up in a conspicuous place 
in the registered office of the company, and in every branch office 
or place where the business is carried on. 

QUESTIONS 

1. State briefly the services rendered by the modern banker to commerce and 
industry. 
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2 How does a banker make his profits? What are the special features of 
Bank book-keeping? 

3. Explain briefly the use of the following books: (1) Receiving Cashier’s 
Counter Cash Book, (2) Paying Cashier’s Counter Cash Book, (3) Received 
Waste Book, (4) Goldsmith’s Book, (5) Bills Received for Collection Register, 
(b) Bills Received for Discount Register, (7) Discount Ledger. 

4. What are Current Accounts? What is the practice with regard to interest 
thereon ? 

5 Explain the following: (a) Deposit Account, ( b) Bank Pass Book, (c) Bankers* 
Clearing House, (d) Statutory Statement. 


EXERCISE XXIII 

1. What do you understand by the “slip system of Ledger posting”? To what 
classes of business can the system be advantageously applied? Illustrate your 
answer by giving pro forma posting slips applicable to the business you select. 

(R.S.A.) 

2 After writing up the Profit and Loss Account, the general Ledger balances 
° * \ e y°^ srrva 5 Ive Ltd., as on 31st December, were as follows: Paid 

up Capital, £1,500,000; Cash at Bank of England and in hand, £2,600,980: 
Customers Current and Deposit Accounts, £17,580,000; Bills Discounted, Loans 
and Advances, £14,482,000; Freehold Premises, £380,000; Rebate on Bills 

; "r >; et , d “ c ’ carried to next amount, £24,300; Reserve Fund, 
£ ,200,000; English Government Securities, £1,250,000; other Government 
Securities, £o20,000; Profit and Loss Account (undistributed balance), £110,680; 

£1 HM 1 qoo > edged Wilh Public Bodies » £ 81 > 000 ; Indian and Colonial Securities, 

On the same date (31st December) the acceptances on behalf of customers, 

and lor which they were liable, appeared in the “Acceptances Book” of the 
Bank at £l,72o,420. 

Prepare a Balance Sheet as on 31st December. 

(London Chamber oj Commerce.) 

3. Describe briefly the books of account which you would expect to find in 
use in a ank. State what the “General Ledger” of a bank should contain, and 
what information you would expect it to afford. 

{London Chamber oj Commerce.) 

fj ? n 25 [h January, J°hn Smith called at the Union Bank of London and 
paid in the following— 


Coin. 

Bank of England Notes . 

Cheque drawn on the Old Bank, York 

Cheque drawn on the Joint Stock Bank, Princess Street, 


£ s. d. 
25 - - 
50 - - 
62 - - 

41 - - 


£17 8 - - 

Trace the history of the above items as they would appear in the books of the 
Union Bank of London. (R.S.A.) 

5. The undermentioned items appear in the General Ledger balances of the 
Loamshire Bank, Ltd.— 

(a) “Cash in hand, £2,462,986 10s. 6d.” 

What does this item include, and where would you place it in the published 
accounts of the Bank ? 

(b) “Loans at short notice, £6,541,241 19s. 10d.” 
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Explain briefly what this item would consist of, and denote its proper place in 

the published accounts of the Bank. 01 » 

(A “ Liabilities of customers on acceptances, £2,572,431 lbs. ©a. 

how wo»W r-“ jpuhlwhod 

accounts of the Bank r v 

6. What do you understand by “Rebate on bills 
you treat this item when preparing the Proht and uoss a/c (/? ^ ) 

of a bank ? 

, A £ »•<£=■SS 

Ledger on 30th June— 


19. . 

Jan. 5 To cheque, Jones 


Feb. 3 
Mar. 3 
Apr. 5 
10 

May 12 
17 

June 2 


> 5 






y > 


> 5 


* ? 




> * 






> 1 






5 > 


5 > 


Wilson 

Trumper 

Freeman 

Palev 

Longe 

Fisher 

Smith 

Self 


£ *• d - 
115 - - 

20 - - 

75 1 - 

24 - - 

41 - - 

20 13 6 

54 5 - 

74 4 8 

40 - - 


19.. 

Dec. 31 By Balance 
19.. 


Feb. 14 
Apr. 3 
May 1 
23 




y y 




Cash 


5 > 


y y 


yy 


£ 

1,144 

240 

64 

76 

190 


s. 

1 


d. 

6 


Interest to be allowed at 2% p.a. on daily balances, and J% to be charged 
on turnover. 

8 From the following particulars draw up the account of Frederick Stevens 
27 Montgomery Mansions, Leverbridge, as it would appear in the Bank s Current 

Account Ledger on 30th June— 


19. . 

Dec. 31 To Balance 
19.. 


£ 

554 


s. 

5 


d. 

6 


Jan. 17 
Feb. 12 
Mar. 3 
Apr. 2 
23 
26 

June 21 
27 


yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 


cheque, Self 

Temple 
Grey 
Self 

Williams 
Roberts 
Mills 
Thomson 


20 
74 
100 - 
40 - 

35 - 
54 12 
26 4 
160 4 


5 6 


6 

2 

2 

8 


19.. 

Tan. 26 By Cash 
Feb. 19 
Mar. 29 
May 1 


yy 

yy 

yy 


y y 


n 


£ 

137 

130 

116 

98 


s. 

1 

5 

4 

5 


d. 

2 

6 

2 

2 


Interest to be charged at 1% over Bank Rate, with a minimum of 4% pa 
On 31st December the Bank Rate was 3%, on 26th January 3-£ , 0 , on 29th 
March 4%* on 21st June 4.j%. Overdraft limit, £600. One-quarter per cent 

also to be charged on turnover. 

9 R. Craven opens a Bank Account on 1st January with the Rosedale 

Banking Company and deposits on that day £1,000. He pays m as follows: 

20th January, £500; 20th March, £600; 20th May, £700; and he draws out 

on 20th February, £1,200, on 20th April £1,000, and^ on 20th June £©00 

Calculate the Bank Interest, counting 5% on customer s debit balances and 

2% on credit balances, and close the account on 30th June. 

/u (Incorporated Accountants.) 
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^ u r °r m the foIIowin ? Particulars of a Bank Pass Book calculate the Interest 
to dUth June, charging 5% on debit balances, and allowing 24% on credit 
balances— 


J. Gaukroger in 

account with 

the Blankshire B < 

Dr. 

Jan. 1 

To Balance . 2,710 

• 

s. 

4 

d. 

Jan. 1 

15 

yy 

Clash 

. 280 

12 

— 

30 

Feb. I 

yy 

y y 

420 

3 

— 

Feb. 29 

15 

y y 

yy 

36 

14 

— 

Mar. 31 

Mar. 15 

yy 

yy 

910 

2 

— 

May 31 

Apr. 15 

yy 

yy 

. 2,020 

3 

— 

June 30 

May 15 

yy 

yy 

315 

— 



J.ine 15 

yy 

y y 

. 280 

— 

— 



By Cash 


>5 

J/ 

yy 


yy 


yy 


yy 


yy 


yy 


£ 

27 10 

824 6 
4,172 17 
718 5 
1,500 - 
180 - 


Cr. 
s. d. 


{Incorporated Accountants.) 

11. You are asked to devise as simple a method as possible to enable a firm to 
check its bank interest. Exemplify your method by ascertaining the rate allowed 
lor credit balances in the following account, where it is known that the charge 
(or overdraft is 5%— 

J B in account with the Northland Banking Companv. On 1st April the balance 
to the credit of J B was £250. J B paid in £850 ; £170, £200 and £650 on 17th 

^ Ma Y> .J unc and 3rd July respectively; and drew out £400, 
£1,070, £500 and £400 on 11th May, 4th June, 19th June and 30th July 
respectively. I he total net sum allowed for Interest to 31st August was 12s. lid. 
on ^ (Incorporated Accountants.) 


12. The General Ledger of the Loamshire Bank, Ltd., contained the under¬ 
mentioned balances as on 31st December. Explain briefly what the figure! 
represent, and where they would appear in the Balance Sheet of the Bank. 


(1) Current Accounts A/c 

(2) Investments A/c 

(3) Rebate on Bills not due 

(4) Short Loans A/c 


£ 

12,674,491 

7,832,922 

12,466 

5,432,768 

(R.S.A.) 


13. Explain briefly the methods employed in order to keep the books of a 
Bank constantly posted. 

On 31st July, George Reimers paid in the following to his Bank in the City— 

Cheque (Geo. Smith, London) . . . . .15 

,, (Robt. Robinson, London) . . . .20 

Gold . IQ 

Bank or England Notes * * 20 

Describe the passage of the above items through the books of the Bank from 
t e moment of their receipt until credited to the account of George Reimers. 

(R.S.A.) 


4. From the following figures taken from the books of the Camberwell Banking 
Company, Limited, you are requested to draft as at 31st December {a) a Trial 
Balance, ( b) a Balance Sheet, {c) a Profit and Loss A/c; and then append, as 
Auditor, your certificate for publication and presentation to the shareholders. 
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Current and Deposit A/cs . 

Acceptances on behall oi 
Customers . 

Capital subscribed, 50,000 
shares of £40 each, £25 
per share paid 

Reserve Fund (invested in 
Consols) 

Profit and Loss A/c, balance 
to Credit, 1st January . 

Interest accrued and paid . 

Current Expenses, Salaries, 
Rent, etc. . . 

Amount added to Stafl Re¬ 
tirement Fund 

Premises A/c, amount writ¬ 
ten off 

Gross Profit for the year 
after providing for Bad 
and Doubtful Debts 


£ 

7,731,450 
1 , 200,000 

1,250,000 

600,000 

15,300 

25.500 

71,250 

3,000 

22.500 

244,500 


Cash in hand and at Bank 
of England . 

Money at Call and Short 
Notice 

Consols (Reserve Fund) . 

Consols and Securities guar¬ 
anteed by British Govern¬ 
ment . 

Colonial and Railway 
Stocks 

English Corporation Stocks 

Bills Discounted 

Loans and Advances 

Bank Premises, Furniture, 
etc. . 

Freehold and Leasehold 
Properties . 


I 

1,584,750 

274,250 

600,000 


825,000 

637.500 

235.500 

379.500 
4,665,000 

337.500 
180,000 


15. Name three of the accounts which you would expect to find in the Genera 
Ledger of a Bank. Briefly explain their purpose, and describe the sources from 

which they have been written up. 


16. The understated items have been extracted from the accounts ol a Bank. 

Explain briefly what they represent „ f 

“Liabilities of Customers on Acceptances as per contra. (Cr. side 

“Rebate on Bills not due.” (Dr. side ol Balance Sheet.) 

“Money at Call and Short Notice.” (Cr. side of Balance Sheet.) 

“Rills Discounted.” (Cr. side of Balance Sheet.) , 0 « , x 


17. The Weyside Co., Ltd., was formed for the purpose of purchasing the old- 
established business of Richard Blank, and was duly registered with a nominal 
Capital of £200,000, in 200,000 shares of £1 each. This capital was divided into 
100,000 Ordinary Shares of £1 each, and 100.000 6 per cent Preference Shares 

ot /'l c&ch 

The whole of the Preference Shares and 52,000 of the Ordinary Shares were 
offered for public subscription, payable, in both classes of shares, as follows— 

2s. 6d. per share on application. 

2s. 6d. „ „ allotment. 

5s. ,, „ 15th January (first call). 

5s. ,, ,, 15th February (second call). 

The balance as and when required. 

The whole of the shares offered to the public were applied for and allotted in 

due course. ...... . , , 

The balance of the Ordinary Share Capital was issued as fully paid to the 

vendor as part purchase price of his business. . 

500 Ordinary Shares applied for by John Smith, upon which the application 
money only had been paid, were subsequently forfeited in accordance with the 

Articles of Association. 

Pass the entries necessary to record the above transactions through the books 
of The Weyside Co., Ltd., and show how they would appear in the Company’s 
Balance Sheet. (London Chamber of Commerce .) 


CHAPTER XXIV 

EXECUTORSHIP ACCOUNTS 

Definition. Executorship accounts are those accounts which record 
(1) particulars of the property of which a person dies possessed; 
and (2) the realization, administration, and distribution of such 
property by the deceased’s executors or administrators. 

The Distinction between Executors and Administrators. 
An executor is appointed by the will of a deceased person to 
administer and distribute his property in accordance with his 
wishes as expressed in the will; the executor’s authority being 
derived from the will. An administrator is appointed by the Court 
to deal with the estate of the intestate person (i.e. one who dies with¬ 
out making a will), and the administrator (whose authority is 
derived from the Court’s appointment) is usually required to enter 
into a bond to administer and distribute the deceased’s property 
in accordance with the law relating to intestate persons’ estates. 

Administrators, however, are also appointed in certain other 
circumstances, including the following— 

(1) Administration cum testamento annexo (with the will annexed). 
This grant is made when a testator omits to name an executor in 
his will or when a named executor refuses or is unable to act. 

(2) Administration de bonis non. If an executor dies before com¬ 
pleting his duties, his executorship is transmissible to his own 
executor, hence the latter would continue and complete the 
administration of the original testator’s estate. But where the 
executor dies without appointing an executor, the appointment 
is not transmissible to an administrator, and a grant of letters of 
administration de bonis non administratis (of the goods not admin¬ 
istered) is made to the nearest next-of-kin of the original testator. 

.(3) Administration durante absentia , i.e. during the absence abroad 
of the person legally entitled to the administration. 

(4) Administration durante minore aetate , i.e. during the minority 
of an executor or of a person entitled to act as administrator. 

(5) Administration durante dementia , i.e. during the lunacy of the 
person entitled to act as sole executor or administrator. 

(6) Administration pendente lite , i.e. pending litigation as to the 
validity of the deceased’s will. 

(7) Administration ad litem , i.e. for purposes of litigation only. 
Trustees. A trustee is a person who holds property in trust for 

the benefit of other persons. If a testator’s will provides that the 
whole or some part of the estate is to be held in trust for the benefit 
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trators to 


of some named person or persons, the executor becomes a trustee. 
In most cases some portion of the estate is invested an ; 

thereof is payable to certain persons known as hfe-tenants e 
for a specified period or until the happening of a specified eve 
when the capital reverts to other persons termed remaindern e 
or “reversioners.” The life-tenant may also he the remaindeiman 
as, for example, where the will provides that the income f.om the 
property is payable to a named person until he attains a specified 
age' when the property itself is to be handed over or transfer.ed to 

tH The" Duties of Executors and Administrators are as 

follows— 

g T° S'SSni,»*, •—< '<'™r ■” *• 

deceased’s assets and liabilities and pay estate duty thereon. ... 

(3) Executors to apply for probate of the deceaseds will, administer 

annlv for a cr^uit of letters oi administration. 

m To ect in and where necessary, realize all the deceased s property. 

(5) To pay funeral, testamentary, and administration expenses, and debts 

owing by the deceased. 

g EaftfSu-.« *- '»"• r r 1 ” i n fsfirjSm 

will; traltst to distribute the deecttsed s estatt tit accordance 

.. deceased-, e.r.te, 

render copies P of the accounts to the persons entitled thereto, an to o )tam 
discharge upon the completion of the administration. 

The Administration of Estates Act, 1925 , confers upon the 
executors and administrators the same ng its o action 

deceased would have had if alive • • 

(1) For the recovery of debts due to the deceased and for injury 

to or right in respect ol his personal estate. i 

(2) For any injury committed to the rea estate of the deceased 

within six months before his death, provided such action is brought 

within one year after his death. . 

Similarly any action may be maintained against the personal 

representative of a deceased person for any wrong committed by 

the deceased within six months before his death to another person 

but the action must be brought within six months after the personal 

representative has taken out probate or letters of administration, 

as the case may be. . , i 

Probate and Letters of Administration. To obtain probate, 

the executor must obtain the deceased’s will and a copy of the 
death certificate; he must prepare the estate duty account, showing 
the whole of the property passing on the death of the deceased, and 
swear an affidavit deposing as to the accuracy o t e accoun 
These documents must be lodged with the Probate Registry for 
the district in which the deceased resided or at the 1 rmcipal 
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Registry in London. In the absence of a will, the nearest next-of-kin 
applies for letters of administration. 

Probate is a bound document containing a copy of the will (issued 
under the seal of the Probate Court) with a certificate stating the 
name(s) of the executor(s), the gross value of the estate and the 
amount of the estate duty paid. “Letters of administration” con¬ 
sists of a certificate of the appointment of the administrator(s), and 
also states the gross value of the estate and the amount of the duty 
paid. 

Probate and letters of administration respectively form the 
executor’s and administrator’s authority to deal with the estate. 

Classes of Property. Property passing on the death of a person 
is divided into two classes, realty and personalty. Realty consists 
of freehold property, whilst personalty includes all movable goods 
and chattels. Leasehold property, irrespective of the length of the 
lease, is included in personal estate and is termed “chattels real” 
(immovable personalty). 

Estate Duty. This is a graduated duty payable on the total net 
value of all property, real and personal, which passes at the death 
of a person or of which that person was competent to dispose. 
From time to time, the duties payable have varied, but the space 
available does not permit of detailed particulars being given of the 
various alterations. 

The rate of duty on the estate of all persons dying after 31st July, 
1949, fixed by the Finance Act, 1949, is shown below— 


Exceeding 


Principal Value of Estate 
£ 

Not exceeding 
2,000 and not exceeding 

l 

2,000 

3,000 

• 

• 

• 

• 

Rate per Cent 
of Duty 

Nil 

1 

3,000 

) ) 


5,000 

• 

• 

2 

5,000 

y y 

y y 

7,500 

• 

• 

3 

7,500 

y y 

j y 

10,000 

• 

• 

4 

10,000 

yy 

y y 

12,500 

• 

• 

6 

12,500 

y y 

y y 

15,000 

• 

• 

8 

15,000 

y y 

y y 

17,500 

• 

• 

10 

17,500 

y y 

y y 

20,000 

• 

• 

12 

20,000 

y y 

y y 

25,000 

• 

• 

15 

25,000 

y y 

■ 7 

9 9 

30,000 

• 

• 

18 

30,000 

yy 

7 7 

9 y 

35,000 

• 

• 

21 

35,000 

yy 

9 9 

40.000 

• 

• 

24 

40,000 

yy 

9 9 

45,000 

• 

• 

28 

45,000 

yy 

7 7 

9 9 

50,000 

• 

• 

31 

50,000 

y y 

7 7 

60,000 

• 

• 

35 

60,000 

yy 

9 9 

75,000 

• 

• 

40 

75,000 

y y 

/ 7 

9 • 

100,000 

• 

• 

45 

100,000 

y y 

7 7 

• 9 

150,000 

• 

• 

50 

150,000 

yy 

7 7 

9 9 

200,000 

• 

• 

55 

200,000 

y y 

7 7 

9 f 

300,000 

• 

• 

60 

300,000 

yy 

7 7 

9 9 

500,000 

• 

• 

65 

500,000 

yy 

9 9 

750,000 

• 

• 

70 

750,000 

y y 

„ 1,000,000 

• 

• 

75 

1,000,000 

• 

* • 

• 

• 

• 

80 
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Marginal Relief. Section 13 (1) ot the Finance Act 1914, pro¬ 
vides accession where the value of the estate is s’lghtly in. excess 
of a figure where the rate changes. In such cases the total d y 
payable is the highest amount of duty at the previous lower rate 
plus an amount equal to the excess over the particular maximum. 

Example. Estate valued at £15,100. 


Duty at 8% on £15,000. 
Add excess over £15,000 

Total Duty payable 


£1,200 

100 

£1,300 


In the absence of this concession, the total duty payable would be 
10 per cent on £15,100 = 

Gifts Inter Vivos (during lifetime). Gifts made by the deceased 

within five years of the date of death are liable to estate duty 

unless any such gift (1) was part of the deceased s reasonable normal 

expenditure; (2) did not exceed £100 to any one Per?° n > ( b , 

made in consideration of marriage; or ( ) was ma liable 

or public objects. Charitable, etc., gifts exceeding £100 are liable 

to estate duty if made within twelve months of death. 

Donationes Mortis Causa. A gift of personalty in anticipation 

of the donor’s death, made conditionally upon its becoming^absolute 

only on death and revocable during the donor s lifetime, 

Ua S£T'wiU "otherwise directs, the estate duty on 
merits cause and gifts itiler vivos is payable by the recipient."“l 
bv the executors Particulars of the property and its value, how¬ 
ever must be nduded in the estate duty account, and if he 
executors are called upon to pay the duty, they must recover the 

amount from the rec.pient^^ ^ ^ 19U> pro . 

vides drat "here property C °™^S ^’comef liabk"to estite dSj 
within five years of the same property haying prevmus^ 

the following reductions are made m the duty payable on 
second death— . 


Where death takes place within 1 year of the first death 

l ” 

,, a »» ” 

*» ” A 

,, 4 >> ” 

>* ’> ” c 

O >» 


Reduction 

50% 

40% 

30% 

20 % 

10 % 


If, however, the value of the property has increased, these per¬ 
centages are calculated on the value at the date of the first death. 

3 a —(B.1405) 
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\\ here the estate duty has to be paid to a foreign government 
on personalty in that foreign country, the amount of dutv paid may 
be deducted (Schedule No. 2) as a debt owing by the deceased. 
Colonial estate duty payable on property in a British colony or 
possession, however, may be deducted from the British estate duty 
payable in Great Britain in respect of such property. 

Deductions from the gross value of the estate are allowable for— 

(1) All debts owing by the deceased for consideration given in 
money or money’s worth to persons resident in Great Britain. 
Debts owing to persons resident abroad cannot be deducted unless 
they have been contracted to be paid in Great Britain or charged 
on property in Great Britain. (Schedule No. 1, first part.) 

(2) Reasonable funeral expenses, but not including the cost of 
mourning, tombstone, etc. (Schedule No. 1, second part.) 

Allowances may also be claimed for expenses (not exceeding 5 per 

cent on the value of the property) incurred in administering or 
realizing foreign property. 

Interest. The estate duty on personalty is deemed to be due 
and payable as on the date of death, and interest at the rate of 
2 per cent per annum [Finance Act, 1943] is charged from the 
day after death to the date of the delivery of the affidavit. Interest 
is not chargeable on the estate duty on realty until twelve months 
after death unless it is sold, when interest is payable from the date ^ 
of the completion of the sale. 

Realty. The estate duty on real property may be paid by eight 
equal yearly or sixteen equal half-yearly instalments, with interest 
at 2 per cent per annum from the date at which the first instalment 
is due, viz. twelve months from date of death. The Inland Revenue, 
however, will accept part of the estate itself as payment of the 
duty on realty and, in that event, the conveyance is exempt from 
stamp duty. 

The estate duty on the real property is payable out of the pro¬ 
perty itself, but the interest on this duty is a charge on the income 
arising out of the property. 

Corrective Affidavit. It very frequently occurs that, at the time 
of lodging the Estate Duty Account with the Inland Revenue, it 
is not possible to ascertain (1) the true total of all the deceased’s 
property liable to estate duty, (2) the full amount of the liabilities 
which should be deducted, or (3) the true value of some portion 
of the estate and, accordingly, the estate duty account is declared 
to be true and correct, “as far as, at present, can be ascertained.” 

-Further, errors may subsequently be discovered either in the 
undervaluation or in the overvaluation of assets or liabilities. In 
all these cases, corrective affidavits giving full particulars must be 
lodged so that the estate duty on the total may be adjusted and 
any excess duty paid or refunded as the case may require. 
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Estate Duty Account. As already suggested, this account is 
required bv the Inland Revenue for the assessment of estate duty ; 
it must be'rendered on the official forms supplied by the Inland 
Revenue authorities, and lodged with the Probate Registry at the 
same time that application is made for the grant of probate or 

letters of administration. 

Valuation of the Estate. The executor should prepare an 
inventory of the whole of the deceased’s property and have he 
various assets valued by professional valuers or other responsible 

^Investments and Stock Exchange securities are valued at the 
market odee as at the date of death. Where two prices are given 
r t he quotation (e.g. A. B. Co. Stock 60-62 per £100 stock), one- 
fourth of the difference is added to the lower price and, therefore, 

the above example would be valued at 60* for cstatedutypurpose^ 
Accrued income (rents, interest dividends, etc.) up to the dat 
of death must be included. Where, however Stock Exchange 
securities are quoted cum div the quotation ts deemed to includ 
the accrued income and no adjustment is needed. Simdariy charg 
against the estate for accrued interest on mortgage, etc., must also 

be brought into account. u ,, r n u nllf 

For public funds, most of which are quoted ex aiv. for‘about 

one month prior to the date when the mterest is due and pa> able, 

the full dividend must be added to the market ex die. p , 

a seller at the quoted price would get that price and would also 

receive the dividend. r : nt p rP c t 

If the deceased was a partner in a nm, t le va deceased 

in the partnership must be stated in one amount, but if the decea 

was in business on his own account, t ten tie w included 

and liabilities of the business as at the date of death must be include 

in the account. Account ;n respect of the 

p^'f-ArS Mill. »ho died « 31., A»g„.,, >949. Ignore 
income tax. 


Cash in House . 

Cash at Bank on current account * . 

Cash on Deposit at Bank . • • * 

Household Furniture and Effects valued, at . . 

half-yearly on 1st January and st Ju y J eo/ n q n av- 

Loan advanced by deceased on mortgage vv.th interest at b /0 P-a., P V 

able half-yearly on 30th June and 31st December . 

£8,000 Consols (2J%), valued at 70J ex div - 

OnortpA dividend on Consols due 5th October. . 

no 000 4A% Exe Corporation Debentures, Interest payable half-yearly 

on 31st March and 30th September, valued at 91 cum. div. 


£ 

25 

200 

2.500 
1,250 

3.500 
5,000 


5,000 

5,640 


9,100 
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/'80 h and r ihe a d p e h X t PenSeS (i " cl “ din § ^stone, £20) amounted to 
* tL d bt ° wl . n S b Y deceased at date of death were £280 

The affidavit was lodged on 30th November, 1949. £ 


ESTATE DUTY ACCOUNT 
First Part. Personal Property 


Cash in House 

Cash at Bank on current account 
Cash at Bank on deposit account 
Household Furniture and Effects 
Insurance Policy with Bonus . 
l oan on Mortgage 

Interest accrued thereon, 2 months at 6 0/ 

£8,000 2*% Consolidated Stock at 70* ex div 
? 1 n '^ a 1 r 1 ter r ’ s In * crest thereon, due 5th Oct. . 

£ 10,000 Exe Corporation Debentures valued at 91 cum 


div 


. Deductions 

Creditors as per Schedule 
Funeral Expenses 
(Tombstone not allowed.) 


Net Personalty 


L x. d. 

280 - - 

60 - - 


£ 

25 

200 

2.500 
1,250 

3.500 
5,000 

50 

5,640 

50 

9,100 


27,315 - - 


340 - - 


£26,975 - - 


Second Part. Real Property 


Freehold Premises situate •,» 

date of death • . . m occupation of deceased at 

. 

Less Mortgage thereon . 9 c£ n d ' 

” Interest accrued 2 months at' 5% J ,6 g 

Net Realty 


£ * 
5,000 - 


d. 


2,520 16 8 


£2,479 3 4 
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Net Personalty . • • 

Net Realty • 

Net Aggregate Value of F>state 


£ <*■ 
26,975 - - 

2,479 3 4 
£29,454 3 4 


Duties Payable— __ 

18% on net personalty, £26,970 . 
18% on net realty, £2,479 3s. 4d. 
Interest on net personalty duty 
2% on £4,855 10s. for 3 months . 

Total Duty and Interest payable 


4,855 10 - 

446 5 - 

24 5 7 


.! £5,326 - 7 


APPORTIONMENT 


Definition. Apportionment is the legal or equitable division of 
sums of money—either receipts or payments—amongst the persons 

beneficially entitled thereto or interested therein. 

In its application to executorship accounts, apportionment is 

necessary because— . . . , . r 

(1) The life-tenants, i.e. the persons entitled to the income ot 

the estate, are entitled only to that portion of the income which 
has accrued subsequent to the date of death hence rents, interest, 
dividends, etc., covering a period before and after death, must be 
apportioned between the estate and the life-tenant. The Potion 
of the income which has accrued to date ol death is regarded as 
capital and forms part of the estate which ultimatcl) passes to 

(2) In certain cases, expenditure incurred and losses on realiza¬ 
tion are divisible between the life-tenant and the remainderman 

' The Apportionment Act, 1870, provides that “all rents, 
annuities, dividends, and other periodical payments in the natuie 
of income (whether reserved or made payable under an instrument 
in writing or not) shall, like interest on money lent, be considered 
as accruing from day to day, and shall be apportionable in respect 
of time accordingly.” An apportionment made under this Act is 
termed a legal apportionment as distinct from an equitable appor- 

tionment, which is based on Case Law. . 

Profits of a partnership and the profits from a voyage of a single 

ship privately owned are not apportionable; if received after 

death, such profits are regarded as wholly income. Rent payable 

in advance also is not apportionable; and if received before death 

is wholly capital, even and although the rent covers a period 

extending beyond the date of death. 
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Interim Dividends are considered as being received on account 
of the full dividend for the complete year. When the final dividend 
is received, the total for the year is ascertained and the apportion¬ 
ment made upon that basis. Interim dividends received before 
death are treated as capital, and no alteration can be made even 
if an apportionment shows that capital has received more than its 
theoretically correct share of the dividend. 

ARREARS OF CUMULATIVE PREFERENCE 

DIVIDENDS 

Where dividends on Cum. Pref. shares are in arrear at date of 
death, but are received subsequently, such dividends are appor¬ 
tioned over the period covered by the Profit and Loss Appropriation 
Account out of which they are expressed as pavable. (In re Wakley , 
Wakley v. Vachell (1920).) 

For example, a testator dies on 30th September, 1949, holding 
shares in a company which, owing to losses, is unable to pay its 
cum. pref. dividend for the year 1948. During 1949, however, the 
losses are made good and sufficient profits are earned to pay one 
year s dividends. I his dividend, when received, is apportioned over 
the year 1949; nine months to 30th September being capital and 
the remaining three months income. 

Dividends paid out of profits wholly earned in a period subsequent 
to death arc wholly income, although the dividend may be declared 
for a period earlier than the date of death. 

Apportionment of Payments. All payments (outgoings) in 
respect of rent, ground rent, rates and taxes, etc., which cover 
periods before and after the date of death are apportionable in the 
same manner as income received. 

Executorship Expenses. The expenses incurred in proving 

the will, funeral expenses, estate duty, expenses of realizing and 

protecting the estate are chargeable against capital, but interest on 

estate duty, and all expenses of carrying on the trust are chargeable 
against income. 

Changes of Investments. On the sale of investments, the 
whole of the proceeds belong to capital, and profits or losses arising 
from such sale are applicable solely to capital; they are not appor¬ 
tionable. further, where the investments are sold, the life-tenant 
is not entitled to any apportionment of the proceeds. On the other 
hand, if the sale proceeds are re-invested, the life-tenant is entitled 
to the full amount of the next dividend on the new investment. 
Where, however, the purchase is made cum div. after the dividend 
has been declared, the dividend (when received) is credited to 
capital (re Sir Robert Peel's Settled Estates , 1910). 

Example of Apportionment of Rent and Sch. A Income 

Tax. A testator died on 10th November, 1949, and his estate 
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included House Property let at £120 per annum, the rent being 
payable on the usual quarter days. The assessment for income tax 

(Sch. A) was on £90 at 9s. in the £. 

Rent Jne 25 ,h D^er 1949, £30 (29*, Sepi. » 25* Dec. == « 

SI S':: a a :!? 3 $ - 

£3Q_- - 

Income Tax Assessment.for year 6th April, 1949, to 5th April, 1950 = £90 at 9s. 
= £40 10s. 

Apportionment— = £24 6 - Capital. 

6th April to 10th Nov. = |J|ol£40 Us. £ 4 _ Income . 

10th Nov. to 5th April = °‘ £ 4U 1Us ' _ 

£40 io - 

The proportion of rent accrued to date of death £14 9s. 8d., is 
included in the estate duty account as part of the decease P 
perty, whilst the proportion of unpaid income tax is shown as 

liability due from the deceased. # i 

When the rents are received, similar apportionments are na 

between capital and income. It must be borne mm nd loweve^ 

that the income tax is payable (in the first instance) by the tenant 

on 1st January; and the tenant deducts the tax from thenext pay 

ment of rent. Hence this deduction usually occurs in the March 

Tor'the sake of clearness, some^authorities consider it durable 

though it were received in full, and for the income tax deduction 

to be entered on the credit side of the Gas oo ,‘ lS , G u g 00 k 

an actual payment. If this method is adopted, the Gash Book 
entries will appear as follows 


CASH BOOK 


Receipts Income Capital 


1949 £ s. d. £ J. d. 1930 

Dec. 28 To Property A/c: Ma 

Rent to 25th 

Dec., £30, j, o 

42 days Capital. 14 y 0 


Payments Income Capital 


By Income Tax 
on Property 


£ >. d. £ s. d. 

16 4 -24 - 


1950 
Mar. 25 


45 „ Income. 15 10 4 


Mar. 25 „ Property A/c: 

Rent to 25th 
March . 30 
June 30 „ Property A/c: 

Rent to 30th 
June . .30 

Sept. 29 „ Property A/c: 

Rent to 29th 

Sept. . . 30 - - 
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EQUITABLE APPORTIONMENTS 

This class of apportionments is governed by certain rules of 
Chancery, and has for ns object the equitable adjustment of the 
relative rights of the life-tenant and the remainderman. 

An equitable apportionment is'distinguished from a “legal” 

laTr bv^he A~ mCr b A dng gOVerncd b y case la "’ and the 

latter by the Apportionment Act, 1870. 

anoltd ^, Ul ?h in H ° We V ; Lord Dartmouth, 1802. This rule is 

applied in those cases where a residuary bequest of personalty 

nature 4 T aSting and hazardous or reversionary 

tature, and is based on the principle that the capital must be 

will S !n Ved /° r |l tH ^ Jenefil , of dl P arties interested therein. Unless the 
wdl specifically directs that the wasting or hazardous property is to 

it was ai , n he °7^ - enefit ° f thC bfe-tenant, the Cour^assumes that 
ernaTndermT *' nt ? ntloa . that both the life-tenant and the 
capital^ Sh ° uld Share In the benefits derivable from the 

Obviously, the wasting or hazardous property may yield a certain 
enjoyment or a arge income for a few yLrs, butVventuaHy the 

the del ■ Vak f f° f , the P ro P ert y ma Y be considerably reduced to 

terml f",! 10 ' -m'u rema > nd erman. Hence the rule (subject to the 
erms of the wiU) that such wasting property should be realized and 

the proceeds invested in authorized trustee securities. The life- 

™V^ S the , . nc j >me therefr om and the capital is preserved 
intact for the remainderman. K V 

^ eriod ^ rom the date of death to the date of realization 
e wasting asset, the life-tenant is entitled to interest at, say, 

death Cem PCr annum 0n the va,ue of the asset at the date of the 

annKM rU ^ C , a PP^ es on ^ to bequests of personalty. It does not 

,hc L ™ of ** '•» » 

hnyarH^ unaut ^ or tzed investments (not necessarily of a wasting, 
exenitnr US ’^ r le versionary nature) are improperly retained by the 

and Brown v“SlW 4V 

nn «;kL , • 1 . ua * l y* lo67.) The conversion should take place, if 
justify the delay! ^ executor ’ s y ear otherwise he may have to 

in t° S Z° n ^ e iom at f° n a Mortgage Security. It was decided 
inson, 04, that where a loss is sustained on the realization 
a mor gage security, the principal sums owing, and all arrears 
o in crest, are to be added together and the amount realized on 
sa e o t e security is to be apportioned between capital and income 
in the proportion which the total interest in arrear bears to the 
principal sum owing on the mortgage. 
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For example, property is mortgaged for £1,000, but . the 1 ^ erest 

falls in arrear. Subsequently, the trustees take possession and the 

nro D ertv is sold for £990; the arrears of interest amounting to £ 100 , 
SS the rule in « Atkinson, the sale proceeds are divided 
betweenthe life-tenant and remainderman as shown in the following 

account. 


Dr. 


MORTGAGE ON PROPERTY 


Cr. 


To Balance 
„ Transfer to Income 
Account .. 


£ 


90 


£90 


j Capital 


Income < 

£ 

By Gash, £990 (pro¬ 
ceeds of sale) ap¬ 
portioned thus— 
Capital: 

1 » 000 — of £990 
1,000 + 100 

Income: 

£ 

1,000 



-of £990 

1,000 + 100 

1 ,, Transfer to Estate 

I (loss) 

90 

£1,000 

1 


£90 


Capital 


£ 


900 


100 


£1.000 


Reversionary Interests. Where the estate includes rever- 
• ^ne^ests the rule in re Earl of Chesterfield’s Trusts decides 
rSSTa^SLent between the life-tenant and the 
remainderman. In such cases, the reversionary inteiest does not 
produce income, and the life tenant cannot receive anything until 
the reversion is realized or falls into the estate The rule provides 
that it must be ascertained what sum, invested at the date of the 
testator’s death at 4 per cent compound interest less income tax, 
" on the date of realization, amount to the sum received; 

this amount is capital, and the balance is income. 

Fxamnle i A died on 31st October, 1949, bequeathing a 
reversionary interest to B for life, with remainder to C. The rever¬ 
sion fell into possession on 31st October two years later and con¬ 
sisted of £2,000 5 per cent X Corporation Stock, then valued at 90. 
Show the apportionment between the life-tenant and the remainder- 

man, taking income tax at 9s. in the £. 

4% less tax at 9s. = 2-2% actual. 
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The principal which will amount to £ 1,800 in two vears at 
4 per cent compound interest with yearly rests less tax at q? 
m other words, the present value of the reversion at the date of death 

_ r 1,800 

^ 102-2 x 102-2 = ^ 1 > 723 6s - 10d. 

The amount due to income is— 




£ s. d. 

37 18 2 

38 15 - 


Tota 


• £76 13 2 


incI™^VTl3s‘ h 2r f0r ' aPPO " i0naMe: £1,723 6,. 10A; 


I he Rule in Allhusen v. WhitteU. This rule is based on the 
assumption that the payment of the deceased’s debts and legacies 

et^ed tSfoueh iedT' ^ ^ yMr ’ a " d that, ^ thVZney 

rctainecl through the delay produces income, the life-tenant’s income 

the 'moneys 'r coin red” p C aS e d ' Accordingly, the rule provides that as 
etc are not d f payn \ ent of expenses, debts, and legacies, 

interest therein h i the resldue > a hfe-tenant is not entitled to 
executors H and t^ 'r the u moneys rem ain in the hands of the 

c e ,”S an he'fc' r 'Ss 'L””"'' must be b0 ™ b 7 

incomTSi «m ESta !| C ,r'S'? al £ 25 ' m 5’<’“ the first year's 
to £5 200^ TT A ’ ^ e ^ ts > expenses, legacies, etc., amounted 

as follows— n Cr C FU a PP ort ^ onment of the payments is 


r , . . 25,000 

Cap,taI: 26 ; 000° f ^ 200 

income: S of ^ 5 ’ 2 °° 


= £5,000 


= 200 


£5,200 


“anfre'ctv’S ^ "* "" 

end of thf'* “ C ’vpr V ' er ’ de hts and legacies are often paid before the 
“yS executor’s year,” and the above rule was modified in 

the whot of S ? the , extent that ‘he life-tenant is entitled to 
at 4 ner rmf ^ ^ Car S mcome subject to a deduction of interest 
i ? per annum upon the capital sum which would, with 

i n er ^ S ’ e . U P total amount paid for debts, expenses, 
ga les, ec, he interest is calculated from date of death to the 
actual date of the various payments. 
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Example 3 . Date of death, 31st December, 1949. Estate valued 
at £25,000 gross. First year’s income, £1,000. Funeral expenses, 
testamentary expenses, and debts, amounting to £3,000, paid on 
31st March, 1950. Legacies amounting to £2,200 paid on 30th June, 
1950. Show the apportionment between the life-tenant and the 

remainderman. 

Required the principal which, invested on 31st December, 194J, 
at 4 per cent, would amount to £3,000 on 31st March, 1950, a 

period of 90 days. 

Interest on £100 for 90 days at 4% is £ ^4 x and £ 1U0 would lhus 


amount to £100 


4 x 


365/' 


Now, £100 -f ^4 X is produced 

And £1 is produced by a principal of £ 


is produced by a principal of £100. 

100 


100 + ^4 X 
100 


90 \ 
K 365/ 


And £3,000 is produced by a principal of- - -X £3,000 

!00 + (4X^) 

36,500 X 3,000 _ r 10,950,000 _ r9Q7n , fiQQQ = /;2970-7 (approx.) 
= * 36,860 “ £ 3,686 * 

= £2,970 14s. 

The first apportionment will therefore be— 

£ * d. 

Capital.^’^oo ^ 

Income (4° 0 on above for 90 days) . . . . ZJ b 

Total.£3,000 - - 


The second principal required is— 

100 r9 000 _ £36,500 x 2,200 80,300,000 

---x £-,-UU - i, 3? 224 * 37,224 

100 + ( 4 X 36s) 

= £2157-2104 = £2157-210 = £2,157 4s. 3d. 

The second apportionment will therefore be— 


Capital • 

Income (4% on above for 181 days) . 


£ d. 
2,157 4 3 
42 15 9 

£ 2,200 - - 


Income Account will thus be credited with the £1,000 and 
debited with £72 Is. 9d. (£29 6 s. Od. plus £42 15s. 9d.), leaving a 
balance of £927 18s. 3d. for the life-tenant. 
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Strictly speaking, this rule should always be applied where there 
are both “life-tenants” and remaindermen; but it does not apply 
if there are no life-tenants. Testators may, however (and usually 
do), exclude the application of the rule by giving directions to that 
effect in the will. 

Annuities. The correct apportionment of annuities bequeathed 
by will sometimes presents questions of difficulty, and it is neces¬ 
sary to take into consideration the circumstances of each case and 
the precise wording of the will, so as to give effect to the intentions 
of the testator. 

Where, however, the deceased, during his lifetime, contracted to 
pay an annuity to another person for life, it is clear that the capital¬ 
ized value of the annuity at the date of death is a charge against 
capital. The cases arc so conflicting that it is impossible to lay 
down a fixed rule. In re Dawson (1906), where a testator had died 
owing an annuity, an apportionment was directed. In re Henry; 
Gordon v. Gordon (1907), this w'as disapproved, and an amount 
advanced by the tenant for life to buy out the annuitant was 
directed to be repaid to him out of capital. In re Perkins (1907), 
an apportionment w’as directed. The cases were reviewed in re 
Poyser (1910), where re Dawson and re Perkins were followed in 
preference to re Henry. 

The following is an example where the annuity is apportioned— 

Example 4. Annuity of £60 payable half-yearly on 30th June 
and 31st December. Date of death is 31st December, 1949. 

First Instalment— 

Capital: of £60.£58 16 6 

Income: 6 months’ interest at 4% on £58 16s. 6d.. • 13 6 

■ £gg-.— 

. £57 13 11 

2 6 1 

£ 60 - I 

and so on each half-year until the death of the annuitant. 

Where the will directs the annuity to be paid out of income, no 
question of apportionment will arise. Apportionment applies only 
to annuities payable out of capital. The appropriate rate of interest 
is considered to be 4 per cent. 

Example 5. Date of death, 31st December, 1949. Testator 
contracted to pay an annuity of £50 to X for life. Show the first 
three years’ apportionments, taking interest into account at 4 per 
cent. 


Second Instalment— 

Ca P’ tal: To5^4 of;C60 . 

Income: 12 months’ interest at 4% on £57 13s. lid. 
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Following the previous formula, we ascertain the principal which 

invested'a^ate St death a. 4 pe, cent simple m.pr.,.£ P'°^“ 
each instalment of the annuity on the due date, that sum capita , 

and the balance is income. 


First Tear — 


100 


Capital: f()0 + ( 4 - 5 -J) of £°° 
Income f4° 0 on above lor 1 year) 


Second Tear — 


100 f r - 0 
Ca P ital: Too + (4 >T 2 ) • 

Income (4% on above lor - > ears J 


• £48 1 6 

1 18 6 

£50 - - 


. £46 5 11 

3 14 1 

£50 - - 


Third Tear — 


100 


Capital- —--of £50 . 

Uplla1, 100 +(4x3) 

Income (4% on above for 3 years) 


. £44 12 10 

5 7 2 

£50 


LEGACIES 

A legacy is a gift of personalty by will, and is sometimes termed' 
a £££ »d the peSot, ,aki„ B i, » called the e f ten A gf o 
real property by will is known as a devise; and the peison taking 
it is called the devisee. There are three principal classes ^‘^ c ^ s ; 

liveterms also used arc vested, contingent, and residuary legacies 
A general legacy (sometimes termed a general pecuniary legacy) 
is a gift of money payable out of the general funds of the estate, 
whilst a demonstrative legacy is a gift of money payable out d a 
particular fund which is “demonstrated or pointed out, e g. 1 
give and bequeath £100 out of the moneys on deposit at Lloyds 
Bank ” If the demonstrated fund is not in existence at t ic a e o 
death the legacy is payable out of the funds of the general estate. 
A shectfic legacy is a gift of some specific article or property in 

the testator’s possession at the date of death, e.g. my go 
and chain.” If, however, the testator has—during his lifetime 

disposed of the subject-matter of the specific bequest, the legacy is. 
said to be “adeemed”; and, therefore, the legatee loses his right 

to the legacy. f , . . 

The distinction between contingent and vested legacies requires to 
be carefully noted. A contingent legacy is one which is Payable 
only upon die occurrence of a certain event, as, foi example, the 
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bequest to a child if and when he attains the age of twenty-one. If 
the child dies before that age, the legacy is not payable." A vested 
legacy is one where the time of payment is merely postponed, e.g. 
a gift payable at a stated date, the legatee meanwhile receiving the 
income therefrom Such a legacy vests immediately in the legatee 
as at the date of death of the testator, and if the legatee dies before 
the specified date, the legacy forms part of the legatee’s estate A 
residuary legacy is a gift of the balance of the personal estate (or 

paui rt thcre ° f) aftCr the debts and P artic ular legacies have been 

Lapse. Generally speaking, if the legatee dies before the testator, 

the legacy apses, i.e. is not payable, and falls into the residue of 
the testator s estate. The exceptions are— 

(1) Vested legacies (tee above). 

.(2) Where a legacy is left to a child of the testator, and that 
child has predeceased the testator, leaving issue. In such cases, the ' 
cgacy is payable as though the child had died immediately after the 
testator, and therefore, it would be dealt with in accordance with 
the child s will or, if there is no will, according to the law of intes- 
tacy bstate duty thereon is payable twice, once by the parent’s 

'fif a " d onc< ; b y thc chl,d ’ s estate. {lie John Scott, Junr., 1900.) 
i , leic t lc legacy is charged on land. In this case it does not 

benefits CCaSCS l ° bC payable ’ and the land on which it is charged 

Ademption. Wheie a testator in his will bequeaths a specific 

egacy, e.g. a diamond ring, to a named person, but during his life- 

time he disposes of the article, the legacy (as stated above) is said 

, a eemc( ^} 1 - e - it is void and of no effect by reason of the 
testator s disposal of the article. 

The Executor’s Year. The executor is allowed (Administration 

. states ct, 1925) one year in which to settle the deceased’s 

a airs, rea lze the assets, and pay the debts, expenses, and legacies, 

)u in many cases it is not possible to complete the administration 

\w nn that period. If the legacies are not paid within twelve 

mon is o death, the legatees are entitled to interest at 4 per cent 
per annum. r 

date of'd^ th ^° WeVer ’ P a y a ^ e on ^ ie following legacies from the 


( 1 ) 

( 2 ) 

(3) 

(4) 

(5) 


Legacies to children where no other provision is made for their maintenance. 
iJemonstrauve legacies whilst the demonstrated fund is in existence. 
Specific legacies where the subject-matter itself bears interest. 

Legacies bequeathed in satisfaction of a debt due by the testator. 

Legaces charged on land. 


Legacy and Succession Duties. These were abolished by 
the Finance Act, 1949, in the case of deaths on or after 30th 
July, 1949. 
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Abatement. The payment 

payment of legacies, andintiee^ proportionately, accord¬ 
's pay all the legacies first! abating 

in g t0 their class - (, tr t her nsclves then the specific legacies, 
proportionately am01 S st ’; fic if the fund from which 

jtlL- u r in existence at .1-. 

t'Tfe'Ltn'cet;' °< **• 

ratiKrBytsS‘xbequeathed the following legacies- 


Widow: Furniture (Specific) 

Cash (General) 

Son: Cash (General) . 

Daughter: Cash (General) . 
Private Secretary: Cash (General) 


£ 

1,000 


£ 

9,000 

5,000 
5,000 
1.000 


£ 1,000 £ 20.000 


Each legatee will therefore receive £g (J.ta) oTl.it . other legacy, 
and the available cash will be divided m tins proportion. 


INTESTACIES 

Intestate Persons’ Estates, £ Je absence of “ 

SJ: be £nd e in\e Administration of Estates Act, 1925, 

and the Intestates Estates Act, 3-- principal rules 

Administration of Estates Act, 1923. 1 £ P™ c P 

under this Act may be issue, 

If the intestate leaves "St pe^onal chattels absolutely; 

n% 00 Tee n of Lth duties and costs plus interest at 5 per cent per 

~ ^ - "*«« • J£ 

• , , in he residue which is vested in statutory trusts for the 

benefit’ 3 dwEtSw* ««*«• »»«" '*"? T, ? 

relatives, the surviving spouse inherits the residue absoluteV- 

Where there is issue, the surviving spouse has a hie interest in 
one half of the residue. The other half is divided in equal shaies 

“SSL'S he or she 

had a life interest will benefit the issue— again as already described. 
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Where no spouse or issue is left, the estate will devolve to one of 
the following groups whose order of eligibility is— 

1. Parents (in equal shares, or entirely to surviving parent). 

2. Brothers and sisters and their children. 

3. Half-brothers and sisters and their children. 

4. Grandparents living at date of intestate’s death. 

5. Uncles and aunts and their children. 

6. Uncles and aunts of the half-blood and their children. 

If there is no husband nor wife nor relatives, the whole of the 
residue of the estate goes to the Crown. 

Intestates’ Estates Act, 1952. In respect of deaths occurring 
after 31st December, 1952, the law as to the devolution'of property 
on intestacy is amended as follows— 

(^4) Where deceased left a surviving spouse — 

(1) If no issue and no parent or brother or sister of the whole 
blood, or issue of a brother or sister of the whole blood, survive the 
deceased, then the whole residuary estate absolutely is taken by the 
surviving spouse. 

(2) If children or other issue survive the deceased, then the 
surviving spouse takes— 

(a) (i) Personal chattels absolutely; (ii) £5,000 free of death 
duties and costs; and (iii) Interest at 4 per cent per annum on 
£5,000 from the date of death to the date of payment, payable 
primarily out of income. 

( h ) A life interest in half the residue, with remainder to the 
issue upon the statutory trusts. 

(3) If no issue, but a parent or parents, brother or sister of the 
whole blood, or issue of a brother or sister of the whole blood survive 
the deceased, then the surviving spouse takes — 

(a) (i) Personal chattels absolutely; (ii) £20,000 free of death 
duties and costs; and (iii) Interest at 4 per cent per annum on 
£20,000, on the same conditions as (2) (a) (iii). 

(■ b) Half the residue absolutely. 

The other half of the residue goes to the surviving parent or 
parents of the intestate absolutely (in equal shares if applicable) or, 
where there is no surviving parent, on the statutory trusts for 
brothers and sisters of the whole blood of the estate (or their issue 
representing them). No more remote issue can participate. 

(B) Where the deceased left no surviving spouse — 

The estate devolves on the same classes of persons in the same 
order as before the Act was passed. 

Per Capita. Per capita (by the heads) means that where an 
intestate dies leaving children, the children’s share of the esstate is 
divisible equally among them. The children claim in their own 
right as actual next-of-kin. In cases of no issue, (1) parents of the 
intestate or, failing them, (2) brothers and sisters or, failing them, 
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(3) grandparents or, tailing them, (4) uncles and aunts become 
entitled to take per capita. \ means that where an 

three grandchildren of a deceased child, then the c 

f ' h “T'“r 'he iu^ »d ,«« (L ■!» 

In cases of no issue, the issu . hem the issue of uncles and 

Advancements brought into hotchpot operate only lor the bent fit 
of other children; the widow or widower cannot claim any benefit 
therefrom. Even where there is a will containing a hotchpot clause, 

tVif* widow cannot benefit. • • 

Example. A died intestate in 1952, leaving a widow and three 

children Alfred, Douglas, and Mabel, all over 21, who had received 
advances of £4,000, £3,000, and £2,000 respectively. 1 he residue, 
after the widow’s appropriation of £1,000 plus D per cent interest, 
amounted to £15,000. Show the distribution, bringing into hotch¬ 
pot the advances, but ignoring interest and death duties YV 
difference would it make if Alfred’s advance had been £7,000. 

I Total Widow i Alfred Douglas ■ Mabel 


Residue (J to Widow for life, 
| to Children) 

Add Advances . 


Deduct Advances 


£ 

15,000 

9,000 

24,000 

9,000 


£ 

7,500 


7,500 


£ 

2,500 

3.000 


£ 

2,500 

3.000 


5,500 5,500 
4,000 3,000 


£ 

2.500 
3,000 

5.500 

2,000 


Balance due 


. £15,000 £7.500 £1,500 i £2,500 £3,500 
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Second part: Children’s share of residue £7,500 + advances 
£12,000 = £19,500; and one-third of this is £6,500. As Alfred’s 
advance £7,000 is greater than his one-third share £6,500, he will 
be excluded; and the distribution will be as follows 1 — 



The £7,500 held on statutory trust for the widow passes at her 
death to her three children, who share it equally. 

Hotchpot does not apply where there is a will, unless the will 
itself contains a hotchpot clause. The Administration of Estates 
Act, 1925, applies the Hotchpot Rule both to intestacies and to 
partial intestacies. A partial intestacy is one where a deceased 
person in his will disposes of only part of his property, and in such 
cases any children or grandchildren of the deceased must bring into 
account any benefits that they receive under the will. Other persons, 
however, need not do so. 

Interest on Advances. Where some children of a testator have 


received advances and others have not, the Court, in order to adjust 
the rights of the beneficiaries among themselves, has ordered that 
the advances should be charged with interest at the rate of 4 per 
cent per annum from the date of death to the date of distribution 
(re Davy). In other cases, where income has been received from 
the assets, the Court, ignoring interest, has directed that the bene¬ 
ficiaries should be credited with the income in the proportion that 
their respective net shares of the estate bear to the total estate. 
Thus, suppose the residue of an estate amounted to £20,000 divisible 
equally among a testator’s three children, whose shares, after 
advances had been brought into hotchpot, were £9,000, £6,000, and 
£5,000 respectively; then the children would receive, in addition 
to the capital sum, ^jths, /^ths, and -^ths respectively of the 
income (re Hargreaves). 

Estate Duty on Advancements. Advancements, being gifts 
I inter vivos , become liable to estate duty if made within five years 
of the donor’s death; and the duty is payable by the recipient. In 
such cases, the amount to be brought into hotchpot would be the 
.amount of the advance less the estate duty paid on it (re Beddingion ). 
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Where advances have been made more than five years before the 
donor’s death and are therefore not chargeable with estate duty, 
fhe estafe dmy should be added to the residue to form a g- 
fund when the advances are brought into hotchpot, and each 

beneficiary should be charged with a share of the duty lo 

to his net share of the gross amount distributable (re Tollemache). 

THE EXECUTORS’ ACCOUNTS 
The Books Required. The books of account to be k( pt by 

ex"to“journal. C*. Bool, and U g. .Fo'J**' 

estates where there arc several executors, a minute book also shouia 

be kept to record particulars of the executors’ trans^io.«Md 

decisions at their meetings, the record being signed In those present, 
, in rl '» Urnt Roll may be necessary. 

‘ The Editor does not advocate the use of a Journal, as he suppor s 
the view that each Ledger Account should contain full details ct 
every transaction. No principle is involved—the resuU achieved 
as a matter of figures, being the same in both cases, bat he e 
the lourmd is used, the tendency is for details of the transaction 
to be recorded in the Journal only and for the Ledger accoun s 

to consist of a bald, meaningless summary. • , . t 

The technical nature of executorship accounts necessitates hat 
they afford clear, concise summaries of the various transactions, 
and this result is achieved only when full details are given m tlu. 

Many practitioners and teachers prefer the use of a Journal, 
more especially as it affords some real benefit to students who ar 
approaching the subject for the first time; and for their beam 
the entries in the present example have been made by means of 

If there are many properties for which rents have to be eollecu d, 
or the estate includes a large number of investments .t is desirable 
to keep a rent roll and an investment register in which to ucoid 
respectively full particulars of the properties and the investments. 

The Journal. An epitome of the will (as a memorandum an 
for purposes of reference) should be written in the first pages o( the 
JournaF so as to avoid the necessity of repeated reference to the 
will itself. Some authorities recommend that a copy ol the Estate 

Dutv Account also should be entered in the Journal. 

The opening entries should be made upon the basis of the pi obate 
values shown in the Estate Duty Account, the Estate Account being 
credited with the probate values of the assets and the debit enti 
appearing in separate accounts for the respective assets, whilst the 
deceased’s debts, funeral expenses, etc., are debited to the Estate 
Account and credited to the respective Liability Accounts, bub- 
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sequently the Journal is used for passing transfers from one Ledger 
Account to another Ledger Account, as, for example, the profit or 
loss arising on the realization of an asset. Full narratives are essential 
with these entries. 

In this connexion, eminent authorities differ in opinion as to 
whether the asset accounts should be opened with the probate 
values or not. The argument in support of using these figures is 
that it is the only method by which the accounts show, at any time, 
a full, complete, and adequate record of the testator’s assets and 
liabilities, and, therefore, it is quite impossible for any asset or 
liability to be overlooked at the time of any subsequent division 
of the estate amongst the beneficiaries. 

Other authorities suggest that if the probate values are entered 
in the accounts, and a loss is subsequently incurred on realization, 
the executors might be required to make good that loss. They 
therefore recommend that only a memorandum note of the probate 
values should be taken, and that the estate and asset accounts 
should be written up as and when the assets are realized. In other 
words, the accounts are solely on a cash basis; but it is submitted 
that the Cash Account or system is not a complete record. More¬ 
over, the foregoing view of the executors’ personal responsibility 
does not appear to be correct. An executor is prima facie responsible 
for the proper realization of the assets entrusted to his care, and 
he would be personally chargeable only for a breach of trust in the 
execution of his duty. This personal liability arises whether the facts 
are entered in books of account or not. 

The actual method to adopt is largely a question of expediency, 
i.e. what is the best method to pursue in the individual circum¬ 
stances of each case. For small estate, the cash method is probably 
the most convenient, but for large estates, where many interests 
are involved, the complete method of recording full details of the 
assets and their subsequent realization is undoubtedly the best. The- 
latter method, which is generally adopted by professional accoun¬ 
tants, is adopted in the example shown in the subsequent pages. 

The Gash Book. The most suitable form of Cash Book contains 
three columns showing respectively the apportioned amounts for 
income and capital, as in the example on page 1004. In practice, 
however, sometimes the total column is omitted , and sometimes 
only the total column is used. In the latter case, adjustments are 
made in the Ledger, thus (page 1004) the first item of £41 5s. 
might be posted in one item, and then £1 7s. Id. transferred to 
Income Account and £39 17s. lid. to Capital Account. The three 
columns are, however, recommended. 

The entries should show full details and, where apportionment 
occurs, should state the respective periods for income and capital* 

A separate Banking Account must always be opened in the name 


EXECUTORSHIP ACCOUNTS 


999 


of the executor(s) of the estate, and where there are more than two 

checjues should be signed by any two. 

Supporting vouchers should be numbered and filed for reference. 
The Ledger. Two money columns, representing income and 
capital, should be shown on both sides of tie Ledger and, if there 
are a large number of investments, it is convenient to have a third 
column to record the nominal value ol the investments. 

The usual accounts opened are the Estate Account, Income 
Account, separate accounts for funeral, testamentary, and executor¬ 
ship expenses (including Estate Duty), creditors, debtors, legacies 
and devises, each investment, leasehold or freehold property and 
a separate account for each annuitant, life-tenant and residuary 
legatee. Profits or losses on the realization ol assets, those expenses 
which are chargeable against capital, and the payment ol legacies 
are transferred to the Capital Account. The final balance represents 
the residual value of the estate, and this final balance is divided and 
transferred to the credit of the residuary legatees accounts. 

Income Account. To this account are transferred the credit 
balances of the income columns of the various investment and 
property accounts, whilst on the debit side are entered the transfers 
from the expense accounts which are applicable to income, e.g. 
interest on estate duty and expense of carrying on the estate, etc. 

The balance of the Income Account is divided amongst the life- 
tenants in the proportions in which they are entitled to share t le 
income and credited to their respective accounts, the latter accounts 
being debited from the Cash Book with the actual payments made. 

Example. Charles Day died on 2nd January, 1950, and his 
estate was valued for probate as follows— 


£12,000 Consols 2*%, at_72 cx. div. 
Dividend due 5th Jan. 
Less tax at 9s. in £ 



£ s- d. 

8,640 - - 


41 5 - 


£20,000 34 % War Loan at 98. 

100 Cum Preference Shares of £10 each in the Exe Co., Ltd., at 

£8 per share . . • 

100 Ordinary Shares of £5 each in the Alpha Co., Ltd., at £10 

each....••••••• 

>ths Share (norn. value, £800) in the S.S. Delaware , valued at . 

Cash in the house ..••••• 

Cash at Bank ■ •••••• 

Loan on Mortgage at 5% ....... 

6 months’ Interest thereon, due 2nd January . . £50 

Less Income Pax at 9s. • • ., .22 10 - 


19,600 - - 

800 - - 

1,000 - - 
850 - - 
13 10 - 
7,475 12 6 
2.000 - - 


27 10 - 


Household Furniture ........ 

Leasehold House (let at £100 per annum and subject to a ground 
rent of £10 per annum) ....... 

Rent due from Midsummer to date ...... 

Freehold Residence ........ 


1,100 - - 

900 - - 
52 - - 
2,400 - - 
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£ S. <L 

356 - - 
5 - - 


23 9 6 
40 4 10 


Liabilities 

Debts due by deceased ...... 

Ground Rent due 1st January. ... 

ScH c u A InC TfoL aX ° n Leasehold Property (assessed 
at £80) from 6th April, 1949, to 2nd January, 1950 

= of £ 36 . • ..£26 16 7 

Less proportion of Tax on Ground Rent 3M of 

£ 410s . .371 

Liability to Sch. A tax on Freehold Residence (assessed at £120) 

Irom bth April to 2nd January = of £54. . 

By his will the testator left the following legacies free of duty— 

Household furniture and effects to his widow; £250 to his 

brother; £o00 to his niece; and his shares in the Alpha Co. to 
his secretary. 

The residue of the estate was to be held in trust for the benefit 

ol his widow (free of all duties) during her lifetime. On her death 

the residue was to be realized and distributed; one-fourth to his 

niece and the remainder equally between the Mayville Hospital 
and the Mayville Orphanage. 

The will directed that the rule in Allhusen v. Whittel should not 

apply. 

The widow died on 5th October, 1950. 

The executors’ receipts and payments were as follows— 

1950 

Jan. 5. Quarter’s dividend on £12,000 Consols 

” 25. Half-year s Rent of Leasehold Property to Christinas, 

1949 •.£50 - - 

Less Income Tax, Schedule A (£80 at 

9s -). 36 - - 


£ 

41 


s. d. 
5 - 


>> 


28. Sch. A Tax on Freehold Residence 
28. Ground Rent to Christmas paid . 
Less Tax at 9s. . 


£5 - 

2 5 


Feb. 


yy 


2 . Funeral Expenses. 

, ” 2. Debts due by deceased. 

ar. . ^idend from S.S. Delaware in respect of voyage ended 

31. Proceeds of Sale of Shares in S.S. Delaware 

31. Dividend on Cum. Pref. Shares in Exe Co. for year ended 

*51st Jan., 1949, out of profits earned in year ended 
31st Jan., 1950 .. 

t . ~ The com P an y made no profits in 1948-49.) 

Inland Revenue, Estate Duty paid— 

28% on Personalty , 1 £42,018 3s. 2d. £11,765 1 8 

Interest thereon, 2 %—88 days . 56 14 8 

28% on Realty, £2,400 . . 672 - - 


14 

54 


2 15 - 
57 - - 
356 - - 

49 - - 
1,900 - - 

49 - - 


Apr. 


yy 


5. Quarter’s Dividend on £12,000 Consols 
30. Legacies paid: Brother, £250; Niece, £500 


12,493 16 
41 5 
750 - 


1 This amount will be arrived at as indicated on patre 982, and the Estate 
Account (p. 1006) agrees therewith. 
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June 

July 


Api\ 5 30. Shares in Alpha Co. transferred to the beneficiary. 

May 29. Purchase of £2, 000 Consols at 71 * 

29. Net proceeds of Sale of 100 Cum. Prel. Shares of £10 

each in Lxe Co. . • • * \ 

1. Half-year’s Dividend on £20,000 , u War Loan . ^ 

1. Half-year’s Ground Rent to Midsummer ~ 

Less Income Tax 9s. . • • _______ 

2. Proceeds ol security lor Mortgage and unpaid Interest 

(forfeited to the estate). 

5 Half year’s Rent of Leasehold House • • • 

5. Rent from widow, who took over Freehold Restdence at 
£150 per annum and paid Rent Irom 3id Jan. to 

24th June . • 

5. Proceeds of Sale of Leasehold 1 roperty 
5. Quarter’s Dividend on £14,000 Consols 
Less Income Tax at 9s. 


£ 


S* 


1,420 - 
3 18 

2,030 10 
350 - 


2 15 - 








1,890 

50 


)) 


• • 


£87 

39 


10 - 

7 6 


71 

2,000 


14 - 


48 

250 

48 


2 6 
2 6 


Sept. 30. Widow on account of Income . • 

Oct. 5. Quarter’s Dividend on £14.000 Consols 

5. Date of widow’s death. . ^ 

The book value of the property “passing” on the widow s cleat t 
to the residuary legatees is represented by the balanc e of t he Estate 

Account on 5th October, £32,395 9s. 0d. (see page 1006) Wh.ls 
estate duty would normally be payable on this figure, but subject 
to an allowance of 50 per cent on the duty pavab e on the freehold 
property owing to the estate duty being payable a second time 
within twelve months of the first death in this case no duty is in 
fact payable in view of Sect. 14 of the finance Act, 1914, as the 

widow is not competent to dispose of the property. , ■ , 

The widow’s executors are entitled to receive all income wh ch 

has accrued to date of her death; any subsequent '“-credied 
to capital and forms part of the residue distributable to the 

remaindermen 

1950 


£ 


d. 


Nov. 


>) 




Dec. 


y> 

yy 


52 
2,425 
2,920 
7 

350 - 
58 12 


14 - 


6 


1. Widow’s executors gave up possession ol freehold residence 

and paid rent to date • • 

14. Freehold residence sold, net proceeds 
14. £4,000 Consols sold at 73 cum. div 
Less Brokerage charges, etc. . 

1. Dividend on War Loan 

1. Executorship expenses on realization - . 

2 The residuary legatees agreed to take over the investment 
in Consols and War Loan in their due proportions. 

Consols were valued at 74 and War Loan at 101 at 

that date. 

Prepare the executors’ accounts, making reserves (where neces¬ 
sary) for unpaid income tax, and show (1) interim Balance Sheet 
at date of widow’s death, (2) final Balance Sheet with proposed 
distribution of assets as at 2nd December. Bank charges are ignored. 
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1950 
Jan. 2 


2 


Apr. 30 


Dr. 


Sundry Assets . 

To Estate Account 
Consols (2*%), £12,000 at 72 ex 
div. 

Dividend thereon due 5th 
Jan. . . . £75 - - 

Less tax at 9s. . 33 15 - 


War Loan (3*%), £20,000 at 98 
cum. div. ... 

Exe Co., Ltd., Cum. Pref. Shares 
of £10 each, 100 at £8 . 

Alpha Co., Ltd., Ord. Shares of 
£5 each, 100 at £10. 

S.S Delaware , ths Share (Norn! 

Val. £800) valued at. 

Cash in the house 
Cash at Bank . 

Loan on Mortgage at 5% ! [ 

6 months’ interest 
thereon, due 2nd 

. J a n. • . . £50 - - 

Less income tax at 9s. 22 10 - 


Household Furniture . 

Leasehold Property, valued at 

Rent due from Midsummer to 
date. 

Freehold Property (own residence) 
valued at 


Estate Account . . . £) r> 

To Sundry Liabilities— 
Deceased’s Debts . 

Leasehold Property (Ground 
_ R ent) . 

Income Tax Suspense Account. 
Liability for Sch. A 
Income Tax on 
Leasehold Property 
assessed at £80 at 9s. 
r His Of £36. 


on ground rent . 
(3^5 °f £4 10s.) 


ttl of £54 . 


£26 

X 

16 

7 

3 

7 

1 

23 

9 

6 

• 

) 



40 

4 

10 

£63 

14 

4 


Oct. 5 


Legacies Account 
To Sundries— 
Household Furniture 
Transferred to widow. 
Alpha Co. Shares 

Transferred to secretary. 


Dr, 


-- ” w m 

Income Tax Suspense Account Dr. 
1 o Sundries— 

Leasehold Property. 

Freehold Property". 

Transfer of income tax on rent 
apportioned to capital. 


1 

3 


4 

5 

6 


7 

C.B 

C.B. 

8 


8 

9 

10 


10 

11 


1 

12 


10 

13 


s. d. 



s. d. 

44,899 17 6 


8,640 - - 


41 5 - 
19,600 - - 
800 - - 


1,000 


850 - 
13 10 
7,475 12 
2,000 - 


27 10 - 
1,100 - - 
900 - - 


52 - - 


2,400 - - 
424 14 4 


356 - 


5 - - 
63 14 4 


14 

9 

6 


2,100 - - 


1,100 

1,000 


13 


63 14 4 


10 

11 


23 9 6 
40 4 10 


Carried Forward 


47JBA A 9 A7JM 6 2 
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JOURNAL —Contin ued 


1950 

Oct. 


I# 


Brought Forward 

Sundries . 

To Estate Account 

Exc Co. Shares . 

S.S. Delaware 
Leasehold Property . 
Profits on realization. 


Dr 


Estate Account . • • Dr 

To Sundries— 

Loan on Mortgage . 

Loss on realization. 

Legacies Account . 

War Loan . • • 

Reserve for unpa id income t ax 






Sundries . • • • 

To Income Account 
Consols (dividends) • 

War Loan. • . • , . 

Exe Co. Shares (dividends) 

Loan on Mortgage 
Leasehold Property (net rents) 
Freehold Property • • 

Being transfer of dividends, etc 

-- ^ ~~ Dr 

Sundries . ■ • • ' 

To Income Tax Suspense 
Account . 

Loan on Mortgage Account. 

Reserve for income tax on £43 
at 9s. 

War Loan. • • • . • 

Reserve for income tax on £oau 

at 9s. 

Income /288 9 8 

at 9s. . • • £129 16 2 

Capital £61 10 9 

at 9s. . • • 27 1J *6 


Dec. 1 


Sundries . 

To Estate Account 

War Loan (net dividends) 
Freehold Property . 
Profit on realization. 


Dr. 


t J 


9 > 


Sundries . • • * 

To Income Account . 
Freehold Property (rents to 5th 

Oct.) . • • • 

War Loan (dividend to 5th O ct.) 

Sundries 


Dr 


To Income Tax Suspense Ac 
count 

War Loan. . • • 

Reserve for income tax on 

at 9s. 


Dr 




Sundries . 

To Estate Account 

Consols . 

War Loan. • • * 

Appreciation in value of invest 

ments. 


1 

5 

7 

10 

1 

S 

14 

4 


2 

3 

4 

D 

8 

10 

11 


13 

8 


I 

4 

11 


11 

4 


£ 5. d. 

477488 8 2 


1,275 12 2 

1,099 - - 

1,100 - - 

3,060 3 10 


13 

4 


1 

3 

4 


l s. d. 
47,488 6 2 

3,474 12 2 


£ 


138 17 1 

158 13 1 

3 17 10 
24 15 
34 19 
57 18 10 


20 5 


157 10 


59 19 2 
35 16 - 


41 4 - 

132 10 10 


157 10 - 


247 - 11 

661 10 9 


182 10 - 

2,850 - - 
27 13 10 


419 1 4 


177 15 - 


95 15 2 


173 14 10 


157 10 - 


908 11 8 


55,955 10 2 155,955 10 2 
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2£% CONSOLIDATED STOCK 

Dividends payable on 5th January, 5th April, 5th July, and 5th October. 



co 
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3J% WAR LOAN 4 

Dividends payable on 1st June and 1st December, tax not deducted at source 
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Dec. 2 To Balance b/d . • i _120,200 



EXE CO., LTD., CUM. l’REF. SHARES 



I 
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S.S. DELAWARE &ths SHARE 


i A 
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HOUSEHOLD FURNITURE 
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FREEHOLD PROPERTY 
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INCOME TAX SUSPENSE ACCOUNT 
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[ By Balance b/d 
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FINAL BALANCE SHEET as at 2nd December, 1950 

Showing the Distribution of Assets 
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QUESTIONS 

1. Define Executorship Accounts. What is the distinction between an executor 
and an administrator? YVhat are the duties of executors and administrators? 

2 Define Probate and Letters of Administration. In what circumstances 
are letters of administration granted? 

3 What is Estate Duty and when is it levied? Define (i) gifts inter vivos and 
(ii) aonationes mortis causa ; and state how they are dealt with in relation to estate 
duty. YVhat concessions are available, (i) by way of marginal relief; (ii) where 
land or businesses again become liable to estate duty within five years? 

4. Outline the method of preparation of an Estate Duty Account. What is a 
corrective £iiiida.vit and what purpose does it serve? 

5. Define apportionment. Why is apportionment necessary in Executorship 
Accounts. What are the statutory provisions relating to apportionment? What 
expenses arc chargeable to capital and what to income? 

B. YVhat are equitable apportionments? Discuss the rules in Howe v. Lord 
Dartmouth and the Earl of Chesterfield’s Trusts. How is a loss on the realization 

uV a ,,T rt ?f? e SCCL ! r ' ty dea,t with? Discuss the rule laid down in Allhusen v. 
n mtlell and its modification in re McEuen. 

i 7 ‘ P e ^ ln e a legacy and distinguish between general, demonstrative and specific 
egaucs. What is the distinction between a contingent and a vested legacy? 

v\ hen are legacies said to lapse, or be adeemed ? W'hat is meant by the executor’s 

year? 7 

W hat are the principal rules relating to the distribution of intestate persons’ 
estates. YVhat is the widow’s right and how far does this right extend? Define 
Hotchpot, and state how it is applied. 

9. YVhat books should be kept by an executor? Discuss the nature of the 
entries in the Estate Account and the Income Account. How is the balance of 
these accounts dealt with? Discuss the respective merits of the “complete” 
method and the “cash” method of keeping Executorship Accounts. 


EXERCISE XXIV 

L A testator died on 1st October, 1949, and left property which was valued 
by the executors for Estate Duty purposes as follows— 

£ 

Rcalt Y.2,000 

Personalty.17,000 

I he debts due at death amounted to £150 and funeral expenses to £60. 

i Q<r\ ie >state Duty on both realty and personalty was paid on 1st November, 
1949 together with the appropriate interest. 

u sequently the Inland Revenue questioned the value of the realty, which 
was finally agreed at £2,700. 

l^j 1949, it was discovered that certain securities, the value of which 
Wa A , T had becn ? mitted from the original affidavit. 

On 1st January, 1950, a Corrective Affidavit was made, and the additional 
Estate Duty (and interest) was paid, 

Prepare a statement showing the amount of Estate Duty and interest paid by 
the executors. 

Rates of Estate Duty are — 

10 per cent on estates £15,000 to £17,500. 

12 per cent on estates £17,500 to £20,000. 

15 per cent on estates £20,000 to £25,000. 


( R.S.A.) 
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n 

Feb. 




i» 


2. A died on 1st January, 1950. The executor paid or received the following 
in the three months following death— 

Jan. 5. Quarter’s interest on Consols received (less Income lax at 9s.), net 

amount received £33. 

10. Quarter’s rent (due at Christmas) of house let at £100 per annum 
received 

15. Final dividend of 6 per cent (less Income Tax) received on 1,000'shares 
of /I each in X Co., Ltd., for the year to 31st December, 1949. An 
interim dividend of 4 per cent (less Income Tax) had been received 

in July. , . , 

31. Paid Estate Duty on Personalty £300 and interest thereon. 

7. Paid on account of legal charges in connexion with obtaining 1 robate, 
£60. Paid debts due at death, £125, and Funeral Expenses, £o0 
20. Received dividend £120 (net) on an investment in A B Limited for the 

year to 31st January, 1950. . . 4 

28. Received £5,000 on account of A’s share in a partnership, together 

with interest thereon at 5 per cent less Income lax for two months 

to date. . _, ... T 

Mar. 3. Invested the sum received on 28th February in 3J per cent War Loan 

at 102 (ignore brokerage, etc.). 

5. Received £550 on sale of various small investments. These investments 
had been valued for Probate at £500. 

You arc required to write up the Executor’s Cash Book from the particulars 
given. The balance at bank at the date of death was £710 and cash in the house 
£12. The latter was paid to bank on 7th February. (RSA) 

3. Among the assets of A, who died in March, 1949 was a freehold house, 
which was valued for probate at £5,000 and upon which there was a mortgage 
of £3,000 carrying interest at 5 per cent per annum, payable quarterly on the 

^Th^housTwMlet for £160 per annum, payable quarterly on the usual quarter 

days, and the Schedule A assessment was £140. 1Q - n 

You are required to write up the Ledger accounts concerned for the year 9o0, 

assuming that the rent, interest and Schedule A tax were paid on the due^ dates. 


4. A testator died on 31st March, 1949. On 1st August 1949, a dividend was 
received on £2,000 Stock at the rate of 8 per cent for the half-year to 30th June, 
1949, less income tax at 9s. This dividend was provisionally apportioned by 

the executor as follows— 

£ J. d. 

C a P i,al .29*fi 8 

Income . • • • • • 2y o o 

On 3rd March, 1950, the final dividend for 1949 was received, viz.— 

£ d. 

Dividend at 10 per cent . . . 200 - - 

Less tax at 9s. . . • 90 - - 

£110 - - 


How should the executor apportion this dividend between Capital and Income? 

( R.S.A .) 

5. Enter the following in an Executor’s Cash Book, distinguishing each item 
as between Capital and Income, assuming that the testator died on 1st February, 

1950— 
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1950 

Feb. 6. Received £40 for one quarter’s rent to Christmas, 1949. of a house let 

at £160 per annum. 

„ 8. Received dividend of 5 per cent (less income tax) on 1,000 £1 Ordinary 

Shares in A B Limited for year to 31st December, 1949. 

” 22 - Received interest on loan to sister—4 per cent on £500 (les's income tax) 

for half-year to 1st March, 1950. 

Mar. 18. Paid Estate Duty on Personalty, £740, and interest thereon, £1 17s. 

Borrowed £750 from the Bank in order to pay Estate Duty. 

,, 26. Received rent due on the 25th instant, £40, less Schedule A tax, £36. 

Apr. o. Received one quarter’s interest on £2,000 3 per cent Local Loans (less 

income tax) due this day. 

,, 6. Sold £1,000 3| per cent War Loan (valued for Probate at £1,050) for 

£1,046 net. 

Repaid Bank Loan and paid interest thereon, £2. (R.S.A.) 


6. A died on 1st .January, 1950, and the following are the details of his 
estate— 


Cash in the house . .. 

Cash at Bank •••••.[] 
Household furniture, etc. . 

£2,000 War Loan quoted at 105$-106£ 

Loan to C at 5 per cent; interest paid to 1st November, 1949. 
freehold house ........ 

Mortgage thereon at 5 per cent; interest paid to 1st October, 
1949 ..... ... 

Life Assurance Policy ....... 

Funeral Expenses (including cost of tombstone, £30) . ! 

Debts due at death 


£ 

21 

276 

475 

1,000 

2,200 

1,500 

1,000 

72 

64 


Write up the Estate Account in the Executor’s books and calculate the 

amount of Estate Duty which will be payable on the whole estate. Estate 
Duty Rates— 


Exceeds £3,000 and does not exceed £5,000 . . 2 per cent 

'* £5.000 ,, ,, £7,500 . . 3 per cent 

(R.S.A.) 

intestate leaving a widow, one son, two daughters, and three 
grandchildren (the children of a deceased son). The balance of his estate, after 
paying debts, funeral expenses, and estate duty, amounted to £30,000, and in- 

r 7 cnn? er l^ n j c iatte J s va l uc d at £1,500. During his lifetime he had advanced 
4 . ’• • ° f deceased son, and £4,500 to his surviving son. Show the eventual 
di^sion of his estate, ignoring interest. 

' ^ sets who died on 30th November, 1949, was an invest- 

° ’ scares of £1 each in Desks, Ltd., which were valued for probate 


On 1st February, 1950, a final dividend of 10 per cent (less tax) was received 

or e >car i 949 an interim dividend of 5 per cent (less tax) had been received 
in July, 1949. 


On 31 st March, 1950, 1,000 shares were sold at 25s., and in July, 1950, an 
intenm dividend of 5 per cent, free of tax, was received. 

ii o' 1 (after the receipt of the interim dividend), 500 shares were 

sold at 26s. 6d. 

Write up the Ledger Account of this investment to 30th November, 1950, 
bringing down the balance as on that date. Ignore brokerage, etc. (R.S.A.) 

9. Prepare a form of a Columnar Ledger suitable for use in a small hotel, and 
enter the details therein— 


Tuesday, 5th August: visitors’ accounts—B. Brown (Room 1): balance from 
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previous day, £1 11s. 6d.; apartments, 8s. 6d.; breakfast, 2s 6d.; lunch, 4s 6d.; 
dinner?5s!; wines, 8s. 6d.; spirits, 9d.; cigars 1,.; I-Uges, 6d.; aundry,.V4d 
H Honey iRoom 2): apartments, os,; breakfast, 2s. 6d., tea Is. hcl., . PI 
2s’ Haueurs 9d • minerals, Is.; bath, Is.; fire, Is,; C Chante (Room 3). 
balance from’previous day, £1 ,10s 6d ; breakfast, 2s. 6d.; bus to stauon, bd.; 
cash received in settlement ol bill, 13s. bd. 

10. At 31st December, 19. ., there was a difference in the books of N. Bilston 
of T38 11s 6d.; the Credit column of the Trial Balance exceeding the < 
column by this amount. The difference was placed to a Suspense Account. 
During the next year the following errors -affecting the previous year s accounts 
_were discovered. Make the entries in the Suspense Account necessary to close 

it before taking out a Trial Balance at 31st December 19. .- 

Bank Balance, £517 13s„ was included in the Tnat Balance as £ol. s. 

A Credit Balance on J. Jones's account in the Bought Ledger of £7.) . >. was 

eX The te Debit £ and 9 Credit sides of the Salaries Account in the Nominal Ledger 
were found added up (correctly) to £560 and £5a0 respectively 

When making a Schedule of Debtors at 31st December, of the previous year 
o n ; tPm 0 f /"35 owing by S. Minctt had been omitted. . 

£21 6s had been charged to R. Foley, the correct amount as appearing m the 

Sales Day Book being £20 Is. bd. ^London Association of Accountants.) 

11. On 15th April, 19.., Boyd, Walker & Co., Liverpool, coined to 
Jones & Ware, Bombay, 100 cases ol cotton goods and invoiced same at £21 Os. v d. 

per case, the cost price. 

Bovd, Walker & Co. paid the tollowing charges— 

Insurance.^ J9 S> 

Freight, etc.® b lbs * 

The goods arrived on 31st May, 19.., and Jones & Ware paid the landing 
charges, amounting to 315 rupees. They also met the cost of storing and insuring 

the goods at 1 rupee per case per month.. . , 

Jones & Ware ascertained that two cases had been lost m transit and informed 

Boyd, Walker & Co., who, having made the necessary claim, recovered on Roth 

August, 19. ., £44, the insured value ol the two cases. 

On 16th June, 19. ., Jones & Ware sold 80 cases for cash at 4-3 rupees per 

case, and next day remitted sight draft for 30,000 rupees at Is. 4|d., which was 

received by Boyd, Walker & Co. on 18th July, 19.. . iq 

Jones & Ware disposed of the remaining cases on loth August, !»••> at 
400 rupees per case, and next day remitted the balance due by draft at Is. 4d., 

after deduction of commission at 2J per cent on Sales. . .... , w 

Show the Consignment Account as at 31st July, 19.. (the end ol Boyd, Walk< r 
& Co.’s financial year), and also the account with Jones & Ware. Expenses at 
Bombay to be calculated at Is. 4d. per rupee. (Corporate Accountants.) 

12. The Sales Ledgers ol a trading concern are divided alphabetically and 
kept on a “self-balancing” basis. The following were the data from which the 
A-D Sales Ledger Adjustment Account in the nominal ledger was written up 

for March, 19... . . , . .. 

Balances in A-D ledger on 28th February, 19.. (agreeing with Adjustment 

Account) — 

Debtors £2,459 Is. 7d., Creditors £47 os. 


Sales during month 

Sales Returns during month . 

Cash received during month 
Discount allowed during month 
Bills Receivable received during month 
Bad Debts written off . 


£ d. 
3,589 10 - 
108 7 3 
2,891 3 2 

93 5 8 
250 - - 
15 8 6 
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,k M a S t?i ^ terS u CC u Unt ’ having a debit balance of £ 9 5s -» was transferred to 
rniC ledger ’. she ha ving married a Mr. Cunningham. A credit balance of 
* . 15s appearing on M Brown’s account in the Bought Ledger was set off 
against his account in the Sales Ledger. 

The list of balances extracted from the A-D Sales Ledger at the end of March 
showed total debtors £2,664 9s. 6d. and creditors £43 17s. 6d. 

u u P„ tbe Adjustment Account from the particulars given, ascertain the 

difference, and state the most important of the figures you would first check 

,n order - (R.S.A.) 

13 State carefully how you would deal with each of the following in drawing 
up the final accounts of a limited company— 


(a) 

w 

M 

w 

M 


Debenture discount not written off. 

Profit arising on the re-issue of forfeited shares. 

Bills receivable, discounted by the Company but not yet matured. 

rrovide (or discounts on debtors and creditors. 

, Profit on the sale of the Company’s old premises, the business having been 
removed to a different district. 

if) Profit on the sale of some shares which had been purchased out of funds 
temporarily in excess of requirements. 

(g) Profit arising from the re-purchase in the open market at a discount of 
some of the Company’s own debentures. ( R.S.A ) 


14. On 1st December, 1949, John Brownlow files his petition in bankruptcy, 

and you are instructed by the Official Receiver in Bankruptcy to assist the debtor 

in the preparation of a Deficiency Account. Your investigations disclose the 
following information— 


Assets 


Freehold property of a book value of £12,000 
estimated to produce £10,000, a first mort¬ 
gage thereon having been given to fully 
secured creditors, and a second charge, 
limited to £1,000, to partly secured 
creditors. 


Book 

Value 


Stock-in-Trade 

Trade Fixtures and Fittings 

Book Debts— 

Good. 

Doubtful 

Bad .... 
Bills Receivable . 

Cash in hand 


£ 

5,784 

700 

6,141 

2,701 

1,733 

300 

27 


Estimated 
to Produce 


£ 

3,900 

300 

6,141 

2,000 

Nil 

Nil 

27 


Liabilities 

His liabilities amounted to £35,450, o. which £7,400 was fully secured, £3,800 
partly secured, and £250 was preferential. In addition, there was a contingent 
liability on bills under discount of £2,740, of which £200 was expected to rank. 
He has household furniture of the estimated value of £250, and two life policies, 
the surrender value of which was £600. The two latter items were not in his 
books of account. 

On 1st January, 1947, his capital was £13,000. 
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During the three intervening years, 
drawings were as follows— 


To 31st December, 1947, profit . 
,, 31st December, 1948, loss 
,, 31st December, 1949, loss 


trading results, interest on capital, and 


£ £ „ 

376 840 

7,523 1,000 

9,981 1,500 


Interest on 
Capital 

£ 

650 

600 

154 


The Statement of Affairs shows a deficiency of £12,432. 

You are required to prepare a Deficiency Account, but not 


a Statement of 


Affairs. 

15. Prepare Revenue 
from the following list 


Account and Balance Sheet of the Livelong Assurance Co. 
of balances extracted from its books on 31st December, 


1949- 


Share Capital Account •• 

Amount of Life Fund at beginning ol year . 

Premiums on business— 

Outside the United Kingdom 
Within the United Kingdom. 

Surrender ot Policies • 

Sundry Creditors 

Claims paid . . • • 

Claims admitted but not paid . . • • 

Expenses of Management .... 

Cash at Bank • • • 

Outstanding Premiums and Agents’ Balances 

Interest, Dividends, and Rents Receivable . 
Mortgages on Property within the United Kingdom 

Loans on Life Interest 
Loans on Company’s Policies 
Investment in Municipal Securities . 

Investment in Colonial Government Securities . 
Investment in freehold Ground Rents 
Investment in British Government Securities 
Outstanding Interest, Dividends, and Rents 
Reserve Fund. . • 

Re-insurance Premiums paid .... 

Commission paid ...... 

Bonuses to Policyholders in cash 

Premises and Furniture ..... 


£ 

. 1,000,000 
. 2,S32,000 


5,000 
463,000 
18,000 
10,000 
197,000 
7,900 
17,000 
13,700 
37,200 
150,000 
200,000 
75,000 
400,000 
300,000 
700,000 
600 000 
1,900,000 
5,000 
50,000 
6,000 
19,000 
3,000 
27,000 


16 B Limited issues £5,000 debentures on 1st January, 1950, at a discount 
of 5 per cent, repayable in annual drawings of £1,000, commencing 1st December, 
1950. The company’s year ends on 31st December. Calculate the amounts to 
be written off in the five years, assuming that the company decides to write off 
the Debenture Discount Account during the life of the debentures. 

17 A motor agent sold a car to X on the hire-purchase system, the cash price 
being £950. X took the car on 1st January, 1947, and agreed to pay a deposit 
of £200 on 1st January, 1947, and five yearly instalments of £173 4s. 6d., the 

first to be paid on 31st December, 1947. 0 

Make all necessary entries in the books ol the agent tor the years 1J4/, lJ4o, 

and 1949. Interest Is calculated at the rate of 5 per cent. 
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who appears before the District or Special Commissioners in support 
of the assessment. 

Rates of Income Tax. Until the year 1920-21 the rates of 
income tax were graduated according to the total income of the 
taxpayer By the Finance Act, 1920, however, and all subsequent 
Finance Acts, a standard rate was fixed, with the proviso that a 
certain portmn of taxable income should be charged at a reduced 

”’ e n i?ie standard rates and the Reduced Rate Relief for the years 
iyjU -ol and onwards are as follows— 


Vear Standard Rate Reduced Rate Relief 


1930- 31 . 

1931- 32 . 

1932- 33 . 

1933- 34 . 

1934- 35 . 

1935- 36 . 

1936- 37 . 

1937- 38 . 

1938- 39 . 

1939- 40 . 

1940- 41 . 

1941- 46 . 

1946-48 . 

1948-50 . 

1951- 52 . 

1952— 53 . 9s. 6d. 


1953- 54 

1954- 55 


9s. 


2s. 6d. in £ on first £250 


2s. 6d. 

2s. 3d. 
3s. 

3s. 2d. 
3s. 4d. 
3s. 10d 
4s. 8d. 
3s. 6d. 
3s. 6d. 

6s. 

6s. 

3s. 

3s. 

2s. 6d. 


>> 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 

yy 


yy 


£175 


in £ 


yy 


£175 
£135 
£135 
£135 
£135 
£135 
£165 
£165 

£50 and 3s. in £ on next £75. 
£50 and 3s. in £ on next £200. 
£50 and 5s. 6d. in £ on next 

£ 200 . 

on first £100; 5s. 6d. in £ on next £150; 

7s. 6d. in £ on next £150. 
» £100; 5s. in £ on next £150; 

7s. in £ on next £150. 


yy 


yy 


yy 


yy 


yy 


yy 


yy 


yy 


yy 


yy 


yy 


• ^ a ^ ut ® r y) Assessable, and Taxable Income. The statutory 
ncome o a person is his total income from any, or if he has more 
man one, from every source, stated in accordance with the provisions 

o l ? i n< i? 0n u e T- ax ^ cts * As regards taxed dividends, etc., and 
u e t e income * required is the actual income of the year 
of assessment; from other sources (Schedule D), it is usually the 
income o the year previous to the year of assessment; from other 
sources ( chedule B), it is an assumed income. The assessable 
income o a person is his total statutory income less the allowance 
made in respect of earned income. The taxable income of a person 
is his assessable income (or his statutory income if he has no earned 
income), less the allowances made for himself, housekeeper, depend¬ 
ent relatives, and, if married, his wife and children. 

Earned Income. This includes salaries and wages of employees, 
pensions, etc., salaries from public office or employment, managing 
director s remuneration, profits from the occupation of farms, 
profits from trade or business, including partners’ salaries and 
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Of the District Commissioners is final, there is no fPpeaD bu 1 , on 

r-7 l'Su“ „ a fT P pea C ,“ S St Sot otlSttat 

‘ttp“” Railway Officials under Schedule 

1 n strv n “eSf xft it ;: 1 ST?— •« 

‘T “ A^^ttiS“Sappo„„ed 

^”r B r^r^cSts trr 

“£ “attcd L StXtt 

— ,tT • S U : ,;d e r , h e £r d » £ 

u v the District Commissioners, in p . a m 

y v Oflir al of the Board of Inland Revenue. Early m April 
p ; ud ?*'*' he ; SSU es the well-known Form No. 1 to hrms, com- 

tder Schedufc E Vt. No,. 11 and 12. in addition » the 

d'Taxes Where a person has a business address as well as a private 

I tan employer or a partner in a firm, double forms 
residence, -g-jn employ iss ued by assessors). Only one form 

need be filled up. On the second form it is sufficient merely to sign 
need De niteo up Return has been made elsewhere, and 

Idd the addms, of the buLess, or the private residence, as the case 
mav he The Inspector’s duty is to supervise the returns of tax¬ 
payers and the assessments made by the Assessors before they a e 
allowed by the Commissioners. He is also empowered to fill 1 

amend assessments, and to make surcharges. The amount 
of the assessment can always be satisfactorily arranged with the 
inspector il proper accounts are turnished. Notice of appeal against 

an assessment must be forwarded in writing, witmn ^ 

days of the date of the assessment notice, to the Inspector ol I axes, 
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The following are now the allowances— 

Where the gross assessment does not exceed £40 „ . 

exceeds £40 bu, no, £50 | * 

, - „ SSJ £&'**“&'» ■ Onl** 

plus one-s.xth of the amount by which the assessment exceedsVtTO 




yy 

yy 

yy 


yy 


yy 


yy 


Example 


} 


Yearly Rent at 17s. 6d. per week 
Less Rates (paid by Landlord) . 

Gross Annual Value . 

Less Allowance for Repairs (one-fourtii) 

Net Annual Value . 


£ s. d. 
. 45 10 - 
. 11 - - 

. 34 10 - 
. 8 12 6 

. £25 17 6 


„ Fa r m Pr ° perty is Assessed. The assessments of farm or 

g ^cultural property arc made in a similar manner less the amount 
of t.the payable and land tax. With this kind of property h “r 
repairs are not such a heavy item of expense, a^coLouTntly 

is H an eJa'mpk—° WanCe ^ " ° nly on< '- ci ? hth ' The following 


Yearly Rent . 

Less Allowance for Repairs, one-eighth 
Less Tithe (assessed on Owner) say 


£480 

60 

420 

40 


Net Annual Value . £380 

an^ ai ,u! en T e C,aim - c WherC the COSt of le P airs a ”d mainten- 

dedimtinn oil Tr age ,° f the P recedin g five years, exceeds the 

repayment !"’ td r" ‘ he P ur P 0Se > a claim may be made for 
p yment of tax suffered on such excess cost. 

A i,m nll 10n ° fTa * under Schedule A. The tax under Schedule 

hv lov y co ected from the tenant, and the tenant is empowered 

Life u eCOUP h,mself ^ deducting the amount of the tax so 
[ ‘ „ °, ra . hls ” ext payment of rent. The landlord is bound by 

Wu’p ^ S OW u t ^ le °^ IC * a ^ receipt, to allow such a deduction. 
Where, however, the net assessment is higher than the rent, the 

tenant can only recover tax on the actual rent he pays. Thus, if 

the net assessment is £70 and the rent £60, the tenant will pay tax 

on £70, but can only deduct from the landlord tax on £60. He 

must >ear t e tax on £10 himself, as he has a beneficial interest in 

the assessment. In cases where the annual rent of property is less 

* an anc * a ^ so where land and buildings are let for a less period 

than one year, the tax under Schedule A is levied direct on the 
landlord. 


INCOME TAX AND SUR-TAX 


1029 


„ . -r 1 . ..- S u es as k the Commissioners to levy 

The landlord may, it he \ ’ • tr ad of on the tenant, 

the tax on his property direct on u 0 f assessment, 

If so, he must, before the 31st of July mthejea^ form 

rtaT/'TrioMefauuToweve,, thtt U.X can ..ill be kvied on 

•'" N rf« f . Tr T 

where a house rent free form p as J sahU , regarded as earned 

ments, the net annual \ame k>, j 
income. 

SCHEDULE B 

„ - Tax T , under Schedule B was levied on the 

Scope ol lax. me ta. l-.nds including farms, 

profits arising from the use o agn ‘ ’ j t h ree times 

nursery and market gardens, etc., on a sum equ. 

the gross annual value. f husbandry is assessed 

Land not wholly used lor the purpose ^ houses with not 

one-third of the gr„» annual 't”'n«“id unde. Schedule B. 
more than one acre of garce dwelling house, the 

2 one-third ol the grot, 

annual value, i.e. of the rental value. farming profits are 

With effect ‘ rom / 'T^and sSedule B is limited to amenity 
assessed under Schedule . assessment is one-third of the 

£==©£S httxGtxt 

SCHEDULE E 

Scope of Tax. Under Schedule E, tax is levied on all income 
from public offices or employment, from annuities (except lhose 
taxed under Schedule C) pensions, and stipends payable out ol 
public revenue, or by public or limited compames or pnvate firn«. 

Mode of Assessment. Assessments are made, under Schedule , 
on officials of the Government, including the Civil Service, officials 
of the Taw courts, and of any public body, society or corporation, 
and on officers of the Navy and Army. Employees ol limited com- 
‘ nics and private firms are also assessed under this schedule. 
Directors Fees arc also chargeable under Schedule E, tax being 

levied direct on the recipient. . , . • 

How the Tax is Collected. The tax under this schedule has in 

the past been paid by the individual himself. In Government 

offices however, tax was deducted from the salaries paid to officials. 

Railway companies were also empowered to deduct tax from the 

salaries paid to their employees, except weekly wage-earners. 
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Under the Finance Act, 1940, the method of deduction by the 
employer was extended to all businesses. The method of collection 
by deduction at the source is, of course, economical and rapid, and 
as the result of war conditions this method was first made com¬ 
pulsory for all taxpayers in respect of the fiscal year 1940-41 and 
has been continued. 

Return of Employees and Salaries. Employers, corporations, 
and limited companies may be required under Section 105 of the 
Income 1 ax Act, 1918, to make a return of the names and addresses 
of their employees, and of the salaries, fees, commission, bonus, etc., 
paid to them. The payments made to employees whose incomes 
do not exceed £120 (Finance Act, (No. 2) 1945), and who are not 
employed in any other employment, may, however, be omitted. 

Salary Free of Tax. In the case of a salary paid free oj tax , tax 
is payable on the gross amount, that is, on such a sum as will, when 
the tax is deducted, leave the exact amount of the salary paid to 
tlu employee. If the amount of the tax is known, the assessment 
will be the amount of the year’s salary plus the year’s tax. But 
where the amount of the tax is not known as in the case of a new 
employee, or where it is not given as in an examination question, 
it has to be calculated. The treatment of the allowances granted 
to the employee is a matter for agreement between the parties 
concerned; in some instances the employer takes the benefit 
of the allowances, in others the employee, and sometimes the benefil 
is shared between them. For an example see page 1041 

NaUire of Income Taxed under Schedule"E. Income taxed 

k ls re K ar ded as earned income. 

^yay as You Earn.” From 6th April, 1944, income tax of 

employees has been deducted from pay under an entirely new 

scheme. The tax due in respect of any pay is deducted from that 

pay before it is received, so that, in general, the whole of the tax due 

on the years earnings has been paid by the end of the income tax 

year. Employees get a “notice of coding” showing the allowances 

to be set against the salary or wages, and a corresponding code 

number. This code number is notified to the employer and he is 

required to deduct tax from a person’s salary in accordance with 

that code, l he scheme is a complete change from that previously 

operating, and it is impossible here to go into all its details. Very 

complete explanations are, however, given in the official circulars 
and books. 

SCHEDULE D 

Scope of Tax. Income taxable under Schedule D comprises all 
income arising from the following— 

Case I. Trade, Manufacture, Adventure, or concern in the nature 
of Trade, Profits of Railways, Mines, Quarries, Markets, Gas, and 
Water Works. 
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Q ase U Professions or Vocations. 

Case V. Profits from Foreign and Colomal I ossesstons. ^ 

Mode of Assessment. Persons «h°a.c tssess^^ ^ the 

under Schedule D have the option = couR . e . (b) under a 

sssrp —— A - 

to be assessed by the Special Commissioners , he Dis . 

Returns for Assessment Returns for asscs™"^ ^ tQ the 

trict Commissioners under a letter or ent j dic Special 

Clerk to the Commissioners. Returns ‘ In tor 0 f Taxes under 

Commissioners must be forwaide „ > cases the form 

cover marked “For Special^Assessment. it was 

must be returned to the Assesso I , f 'being returned, 

issued. The form must m all cases be fiHed up betore o ^ return> 

even if the return is ml. Anyone u o^ ^ ^ j| able to the penalties 
or who makes an untrue or incorrect re , 

mentioned on the form. . c Q/ ,, IP ;tipc and Posses- 

Profits from Colonial and Fore.gn « . “ who 

sions. If these profits have been received through ai^a^ ^ ^ 

has deducted British income tax, t ey mu has not been 

Return Form. In cases where British "“ceSd in Great 
deducted, the full amount of the in > , j- or asses sment, 

year. This applies to securities, stocks, shares, a ‘ Ta xed 

' Profits fr'.U fc* ““ di,c«„,s ,„d 

by Deduction. Under this head g Qn banking account 

untaxed interest received or ere 1 > h half-yearly amount 

» *P">. °” d r ,f“ h Si''i' n ire «h diSend. ate J. payable 
does not exceed ^tes payable to bearer. The 
on coupons annexed to stocK ce 1 l , nrere dine year, 

normal basis of assessment is the income of the Preced g > , 

but there are special 

securities so that as regards, say, 3* per cent war im y 
paid gross) the assessment is always an actual. 


1032 


ADVANCED ACCOUNTS 


Profits of Trade, Profession, or Vocation. Where income is 
derived from the exercise of any business, profession or vocation, 
the amount of income to be returned for assessment in any given 
year ,s neither the actual income of that year, nor the income 
which a person expects to make in that year, but is a “statutory” 
income, the amount of which is to be computed from actual 
ascertamed figures. These are the figures shown by the accounts 
o the business or profession for the year immediately preceding 
the year for which a return has to be made. It should be understood 
that the preceding year in this connexion is taken to mean the 
year ended on the date falling within the preceding year of assess¬ 
ment to which the accounts are usually made up. The computation 

is an abs'tJact— CCOrdmg ^ preSCribed rules > of which the following 


RULES FOR CALCULATING PROFITS 

the am 'j >unt of ,he P rofits or g ains to be charged, no sum shali 

(a) Any disbursements or expenses, not being money wholly and exclu- 
sivcly laid out or expended for the purposes of the trade, profession, or vocation: 

(6 Any disbursements or expenses of maintenance of the parties, their 
families, or establishments, or any sums expended for any other domestic or 
pnvatepurposes distinct from the purposes of such trade, profession, or vocation: 

C e / cnt r F annua Vidue an y dwelling house or domestic offices or 
any part thereof, except such part thereof as is used Tor the purposes of the 

Fa uTh : Pro 1 vided that where any such part is so used, the sum 

sLll n^ d i Sha • bC SUCh aS ™ ay be deterrn,ne d by the Commissioners, and 
, un ess m any particular case the Commissioners are of opinion that, 

laving regaid to all the circumstances some greater sum ought to be deducted, 

exceed two-thirds of the annual value or of the rent bona fide paid for the said 
dwelling house or offices: 

(d) Any sum expended for repairs of premises occupied, or lor the supply, 

epairs, or alterations of any implements, utensils, or articles employed for 

^ Purposes of the trade, profession, or vocation beyond the sum actually 
expended for those purposes: 

vocation^ ^ connected widl or arising out of the trade, profession, or 

—— _i — i * * * m > or any sum employed or intended to be 

employed, as capital in such trade, profession, or vocation: 

(£) Any capital employed in improvements of premises occupied for the 
purposes of the trade, profession, or vocation: 

•juju * nte I re ; s | w hich might have been made if any such sums as afore¬ 
said had been laid out at interest: 

. ^ n y d c .hts, except bad debts, proved to be such to the satisfaction ol 
the Commissioners, and doubtful debts to the extent that they are respec- 
tnely estimated to be bad. In the case of the bankruptcy or insolvency of 
a debtor, the amount which may reasonably be expected to be received on 
any such debt shall be deemed to be the value thereof: 

0) Any average loss beyond the actual amount of loss after adjustment: 

(k) Any sum recoverable under an insurance or contract of indemnity: 

(/) Any annual interest, or any annuity, or other annual payment payable 
out of the profits or gains, including any interest paid on arrears of excess 
profits duty or munitions exchequer payments. 

(m) Any royalty or other sum paid in respect of the user ol a patent. 
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Where the premises are occupied solely for the purposes ol the 
trade, profession, or vocation, the net Schedule A assessment is 

allowed as a deduction. . , 

It will be observed that certain items are disallowed entirely, 

while others are limited or subject to conditions. The criterion to 

be applied as regards any item not specifically mentioned is whether 

or not it is an expense wholly and exclusively incurred for the 

purpose of the trade, profession, or vocation Depreciation of fixed 

asset's is treated as a loss of capital, but a deduction for wear and 

tear of plant and machinery may be claimed; the Income Tax 

Act 1945 deals with this complicated subject. Income tax payments 

are’not regarded as a business expense, but as an appropriation 

of income already earned. The student, m studying the examples 

which follow, should carefully refer each item to the rules quoted 

above, and satisfy himself as to the provisions under which it tails 

to be treated. . , . • . 

The tax extends to all trades, professions, and vocations carried 

on in the United Kingdom, or elsewhere, by persons who are 

resident in this country; and also to all trades, professions, and 

vocations carried on in the United Kingdom by persons who are 

''Armament exist, however, whereby reciprocal agreements 
may be made between H.M. Government and any foreign or 
Colonial Government for the purpose of granting, within certain 
limits, exemption from double taxation. 


ALLOWANCES 

The Allowances mentioned in this Section are those in foice for 

Exemptions. An individual who proves that his total income 
does not exceed £180 is entitled to exemption from income tax. 

Small Income Relief. Where the income of an individual for 
,.e ”ar doSTot exceed £300, an allowance of of die 

income will be made, whether or not the income is earned In 
cases where the income exceeds £300 but is less than £397, the 
tax payable may not exceed the amount which would have been 
payable if the income had been £300 plus nine-twentieths of the 

T?“s' chargeable a, .he full a.andard race of 
8s 6d in the £ on the total income from all sources. From the tax 
thus computed a deduction at the full standard rate is made in 
respect of earned income relief and the various allowances enumer¬ 
ated below. In addition, a deduction at the rate of 6s. 3d. in the £ 
is made in respect of the first £60 of taxable income, and at the 
rate of 3s. 9d. in the £ on the next £lo0, of taxable income, and at 
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Oie rate of Is. 9d. in the £ on the next £150 of taxable income 

Se ab A rr eXCe f dmg £36 ° is thererore barged at full standard 
rate A wife in employment is entitled to the benefit of the relief 

for her separate earnings. The relief will be given on the amount 

and thSdd T A f nths Earned Income Allow- 

a of £17 !0 " al A " OWa ”' ° f “P » 

resoer? rf ReUrf ' An allow “" of two-ninths is made in 

allowance^ “450) '"" me " P “ * ° f £2 ’ 025 

JZT:L AUOmma - Every ; ,ld,v " J ” al i; entitled 10 claim a 

/ \ T H ■ h C • j ^ income, viz., 

(a) In the case of a married man whose wife is living with him 

or, if not living with him, is wholly maintained by him the personal 

of ^ wife' 5 th 240 ' If ll i e !^ ta ' ‘ nCOme includes an y ea ™d income 
seven ninth's '^5 P ersona allowance of £240 may be increased by 

mixim rn nv he am °u nt of the wife ’ s earned income > but th e 
maximum addition to the personal allowance must not exceed 

(b) In any other case the personal allowance is £140. 

Examples. 

from *fnv«* ngle man e _ apning a salary of £450 a year. His income 
irom investments is £50. 

State the taxable income. 

Total Income.^ 


Deductions— 

Earned Income Relief 
Personal Allowance 


Taxable Income . 


• £ioo 

. 140 


240 

£260 


B earns £330 a year and his wife £30. What is the tax payable? 


Total Income 
Deductions— 

Earned Income Relief 

Personal Allowance (£240 -f- £23 6 8) 

Taxable Income . 

Tax payable— 

£16 13s. 4d. @ 2s. 3d. 


£ - d. 
80 - - 
263 6 8 


£ d. 

360 - - 


343 6 8 
£16 13 4 


= £1 17s. 6d. 
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C. Married couple, no children. 
£486 per annum, the wife earns 


Husband earns a salary 
State the tax payable. 



Total Income • 

Deductions— 

Earned Income Relief, two-ninths 

Married Allowance 

Wife’s Earned Income Allowance 

seven- ninths of £99 


Taxable Income 


£ 

585 


.£130 
. 240 




Tax payable— 
£60 at 2s. 3d. 
£78 at 4s. 9d. 



s. d. 
6 15- 
18 10 6 


£25 5 6 


]\ r ote. In calculating 
the nearest pound. 


Earned Income Relief it is usual to work to 


Children. Any »ho ha, a child orddktahli™* who 

are under 16 at the commencemen ^ receiving full-time in- 

who are over that age, P r . ovl . recognized by the Ministry of 
struction at an educationa m : ncome g tax equal to the amount 

YS' “ rtr.'“£h SSd Thi, allowance a„o 
of tax on £iuu in res P cu , e ter ,.children The relief is not 

Xwedd taSSd h entitled i„ hi, own right to income exceeding 
£8 ln‘ calculating dm.income. an^ 

L'"™'omtaed. Allowance may be claimed for children 

born during t he y^r of assessment. he ha$ investmen ts 

( ,aS“r'^4 “Sing grL o He i, -n-and ha, 

5 ? g* * 

other is 151 years of a g e ’ but ,S ’ S 

as wages. 

What is A’s taxable incomer 
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Total Income . . . . 

Deductions 

Earned Income Relief . 
Personal Allowance 
Children’s Allowance, 3 (a) £100 


Taxable Income 



. 720 

•£100 
. 240 

. 300 

— 640 


£80 


Notes, (i) The allowance cannot be claimed for the child who is 
15J years old, as his income exceeds £85 a year. 

(ii) A should claim repayment of the difference between the 

amount of tax deducted from investment income and the amount 
lor which he is liable. 

a j^ e ^ a ** ves Taking Charge of Children (Housekeeper’s 

Allowance). An allowance of £60 is granted to a widower in 

lespect ol a female relative of his or of his deceased wife, who is 

resident with him for the purpose of having charge and care of any 

children ol his in respect of which the children’s allowance may be 

claimed, or to a widow who has a female relative of hers or of her 

deceased husband living with her for the same purpose. If the 

widower or widow has no such female relative, the deduction may 

l'(* claimed in respect of some other female person employed for 

that purpose. An unmarried person who has living with him, 

and who maintains at his own expense, either his widowed 

mother or some other female relative for the purpose of having 

care of the taxpayer’s brothers and sisters in respect of whom the 

children s allowance can be claimed, is also entitled to a deduction 
of £60 

Any person who is able to claim child allowance and who has 

resident with him a female person, either maintained or employed 

by him for the purpose of having care of children, may claim a 
similar allowance. 

Example. A, a widower, whose earned income is £666, has 
t iee children under 16 years of age. To take charge of these child- 
»en As unmarried sister lives with him. What is his liability? 


Total Income . . 

Deductions— 

Earned Income Relief . 
Personal Allowance 
Children 

Housekeeper’s Allowance 


£ 

666 


.£148 
. 140 

. 300 

. 60 


648 


Tax payable— 
£18 @ 2s. 3d. . 



Taxable Income . 


. £18 
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Deoendent Relatives. An allowance ol £60 is granted to a 

granted only if the income of the dependent relative does not 
exceed £165 a year; if the total income of the dependant exceeds 
£105, the allowance will be reduced by the amount^ 

daughter resident with him if W r^onof old age 

^'Ei«‘JSl F- .he ol cal¬ 

culated on the income, an allowance for hie 
may be claimed in respect of premiums paid on the taxpayer 
lifeLd on that of his wife, subject to the fo'osvmg rule - 

(a) No allowance is made on premiums beyond one- ixth 

total income from all sources. nolirv 

(b) No allowance may be made tor preHiju"^ ° a [x>1<> 
beyond 7 per cent of the sum assured at death, all bonuses, etc., 

bRi (rf ifnTsum is seemed at death the allowance may no, exceed 

"ift i!nh” pSwS'SCol ranee, o, contract, 
for deferred annuities made after 22nd June, 1916: (1) no allow¬ 
ance whatever can be made unless a capital sum at death is secured 
either alone or with other benefits; (2) in the case of policies of 
deferred assurance no allowance may be made in respect of pre¬ 
miums or payments payable during the period ol defeiment. It 
should be noted, however, that policies or contracts in connexion 
with a superannuation fund or bona fide pension scheme are not 

subject to these two restrictions 


Rates of Allowance for Insurance Premiums— 

(1) Where the policy was taken out before 22nd June, 1916 

1 / 7 , 3s 6d in the £ where the total income does not exceed £1,000. 

S £ 3d. in the l where the total income exceeds £1 000 bu, no. £3,000. 

lr\ in the / where the total income exceeds £Z,UUU. . , 

Relief is given at these rates on premiums only up to the amount ol the taxable 

income. 

(2) Where the policy was taken out alter 22nd June, 1916 

For the year 1949-50 and subsequent years ol assessment, two-fifths ol the 
standard rate; but where the premiums ranking lor rebel do not exceed £-a. 
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whichever is'the' it. «““**'* ^ ° n ^ ,0 ° r of the premiums, 

Marginal Relief in Respect of Life Assurance Premiums 

To prevent anomalies arising from the fact that, on policies taken 

thence £jss $r srsr i he 

££ lh ' Fi “““ ** 

™E 

M55M ^S=£“ 

Insurance Premiums Not Allowed. 

J'L?l p0licies ! a \ en out after 22nd June, 1916, which do not 

unmn a C rTr Sl ' m a ‘ death ' and for deferred assurance 
during period of deferment. 

ill £ 0li r ieS in which a ,ife risk 1S not included. 

T )n . ll , ves oth er than those of the taxpayer or his wife. 

/-\ e- C i €nt po icies un ^ ess they cover death. 

• lS,rkness policies—allowed if relating to a death risk. 

Insurance Premiums Allowed. 

(1) On whole life policies. 

(2) Endowment policies with capital sum payable at death. 

. , ompulsory payments for deferred annuity to widow or 
chl / dre "’ " nder terms of an employment. 

}J ! J , Cned annuit >' policies for widows or children. 

(») Like payments to friendly societies. 


Example. Small income relief. 


R etired pe ^on, single, investment income 

I s £ ma,J ^come Relief, two-ninths 
Personal Allowance 


Tax payable —£7 at 2s. 3d. 


£ 

189 

. £42 
. 140 

- 182 


£7 


= 15s. 9d. 


Age Allowance. Where a man or his wife (living with him) has 
ny ime uring the year attained the age of 65 years, and the 
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total Income does not exceed £600 a deduction of two-ninths of 

the unearned income may be claimed. ^ more than £600 

In cases where the income isL , g h fifths of the difference 
for the year, tax is charged 600plus three ageous 

between the total income and £600 it «us » ^ relie f does 

2=SSa? &•«=; Kssst'c 

to age reliet. 

£ s. d. £ *. d. 


Tax payable without age relief 
Income . 

Less Married Allowance . 

Tax chargeable on . 

First £60 is taxable at 2s. 3d. 

Next £150 is taxable at 4s. 9d. . 
Next £150 is taxable at 6s. 9d. . 
Next £10 is taxable at 8s. bd. 

Tax payable with age relief 
Income • 

Less — 

Age Relief— two-ninths of £600 
Married Allowances 


. £618 

. 240 

. £378 


6 15 
35 12 
50 12 

7 13 


6 

6 


100 13 - 


. £600 


£133 

240 




£227 


First £60 is taxable at 2s. 3d. 

Next £ 150 is taxable at 4s. 9d. . 

Balance £17 is taxable at 6s. 9d. . 


Add three-fifths of income over £600 limit, i.e. 

three-fifths of £18 • 


6 15 
35 12 6 
5 14 9 


48 2 3 
10 16 - 


58 18 3 


Saving to taxpayer 


£41 14 9 


A„ e Relief. The investment income of taxpayers whose age is 6o 
vear! or over, and whose total income does not exceed £600, is now 
treated as if it were earned income. In the case of married persons, 
this relief is granted when either husband or wile is ol this age. 

“ Aee ” Relief.— Marginal Investment Income. \\ here the 

total income as mentioned above exceeds £600, thus penahz.ng the 
taxpayer, a marginal rebel may be claimed. 
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Example. Smith has a salary of £630 per annum, and also an 

annual income of £250 from Investments. He is a married man 

with three children under the age of 16 years. What amount of 
tax should he pay ? 


Total Statutory Income (£630 -f- £250) 
Deduct Earned Income Relief (f of £630) 

Assessable Income 
Deduct Personal Allowance 
„ Allowance for 3 Children 


Taxable Income 


£ s. d. £ /. d. 

880 - - 
140 - - 


. 240 - 
. 300 - 


£740 - - 


540 - - 


£200 - - 


Tax on £60 at 2s. 3d. 
„ £140 at 4s. 9d 


£ d. 
6 15 - 
33 5 - 


Tax payable 

Less Tax on Investments (already deducted at source) 
£250 at 8s. 6d. ..... 


40 - - 
106 5 - 


Net Tax payable 



(Claim may be made from Inland Revenue for repayment of 
difference, viz. £66 5s. 

Method of Computing Tax Payable. The above method of 
computing the amount of tax payable is the one commonly met 
with in practice; but the strictly legal method (Finance Acts, 1927, 
etc.) is the one used by the Inland Revenue, where the reliefs and 
allowances are deducted in terms of tax. Worked by that method, 
the above example would appear as under— 


Total Statutory Income (£630 -f £250) 


Tax on above at 8s. 6d. in the £ 


Deductions 

Earned Income Relief . 
Personal Allowance 
Allowance for 3 Children 



A1 , . , £680 at 8s. 6d. 

Allowance at reduced rate on £60 at 6s. 3d. 

£140 at 3s. 9d. ! 


s . d. £ d. 

. 880 - - 



. 289 - 
. 18 15 

. 26 5 




Carriedforward . 334 - - 374 
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First £60 taxable at 2s. 3d. 
Next £66 taxable at 4s. 9d. 

Total Tax 


6 15 
15 13 6 


. £22 8 6 


\ ole Tax on the business will be payable in equat instalments 

on IK January and 1« July Tax on .ho f ^ «■» »' deduced 

by the employers of the husband under P.A.\ .h. 


Example. Wife working in 
assessed at £600, after allowin 


husband’s business. The profits are 
g £300 (£7 10s. per week) actually 


paid to the wife as wages. 


I’he Tax payable will be as lollows 

Business • 

Wife’s Wages 


Less — 

Earned Allowance, two-ninths 
Married Allowance • • * 

Wife’s earned Allowance (max.) 


£ 

600 

390 


£990 


£ £ 
390 

£390 






£390 


£164 


Chargeable as follows— 

Reduced rate on Wife’s Income 
£60 at 2s. 3d. 

£104 at 4s. 9d. 

Reduced rate on Business— 

£60 at 2s. 3d. 

£150 at 4s. 9d. 

£16 at 6s. 9d. 

£390 


£ S. d. 

6 15- 
24 14 - 


6 15 
35 12 6 
5 8 


£79 4 6 


The tax on the business will be payable in two equal instalments 
on 1st January and 1st July; that relating to the wife’s earnings 
must be deducted by the husband in accordance with her notice 
of coding when paying his wife’s wages and remitted by i 
monthly to the Inland Revenue under 1 .A.Y.b. 

Statutory. Assessable, and Taxable Income These terms 

have already been explained on page 1026, to which reference 
should be made. 

An example illustrating them now follows. 
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Example. Smith has a salary of £630 per annum, and also an 
annual income of £250 from Investments. He is a married man 

with three children under the age of 16 years. What amount of 
tax should he pay ? 


Total Statutory Income (£630 + £250) 
Deduct Earned Income Relief (g of £630) 

Assessable Income 
Deduct Personal Allowance 
„ Allowance for 3 Children 


Taxable Income 


• • 


Tax on £60 at 2s. 3d. 

» £140 at 4s. 9d. 

Tax payable . 

Less Tax on Investments (already deducted at source) 
£250 at 8s. 6d.. 


Net Tax payable 



240 

300 




s. d. 


£ s- d. 
880 - - 
140 - - 


£740 - - 


540 - - 


£200 - - 


£ s. d. 
6 15 - 
33 5 - 

40 - - 

106 5 - 

Nil 


(Claim may be made from Inland Revenue for repayment of 
difference, viz. £66 5s. 

Method of Computing Tax Payable. The above method of 
computing the amount of tax payable is the one commonly met 
with in practice; but the strictly legal method (Finance Acts, 1927, 
etc.) is the one used by the Inland Revenue, where the reliefs and 
allowances are deducted in terms of tax. Worked by that method, 
the above example would appear as under— 


Total Statutory Income (£630 + £250) 
Tax on above at 8s. 6d. in the £ 


£ s. d. £ f- d. 

. 880 - - 


. 374 - - 


Deductions 

Earned Income Relief . 
Personal Allowance 
Allowance for 3 Children 



AII . J £680 at 8s. 6d. . 289 - - 

Allowance at reduced rate on £60 at 6s. 3d. . 18 15 — 

£140 at 3s. 9d. ! \ 26 5 - 


Carried forward . 334 - - 
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Brought forward 334 - - 


374 

334 


Tax payable 

Tax on Investments (£250 at 8s. 6d.) 

Net Tax payable 

(See note re Claims above.) 


40 

106 


D - 


Nil 


depreciation and wear and tear allowance 

The treatment of depreciation of assets, lor income tax purposes, 
is now governed by the provisions of the Income lax Act 194o 
and the Finance Act, 1949, which introduced very substantial 

modifications of the law on this mattei. ... n 

Before 1946-47 relief from taxation was limited to an allowance 

for wear and tear of plant and machinery, that is to say, in charg¬ 
ing the profits for any year of assessment an allowance was made 
from those profits of an amount which in the opinion oi the Com¬ 
missioners represented the diminished value by reason of wear and 
tear. In the course of time the allowances came to be standard or 
uniform rates negotiated with the authorities by representatives 
of the various trade and industrial organizations The rates were 
expressed as percentages on the written down values of the plant 
and machinery, that is the original cost as written dow n by success¬ 
ive wear and tear allowances. Since 1932 there has been an 
additional allowance of one-tenth of these amounts, increased m 
1938 to one-fifth; these additional allowances were not taken into 

the computation of the written down value. 

For buildings, there was no relief for depreciation except in 
the case of premises being mills or factories. In the computation 
of profits for concerns comprising such premises a deduction was 
granted equal to the repairs allowance under Schedule A. 

When plant and machinery became obsolete and was replaced, 
the difference between the original cost and the aggregate of— 

(a) the wear and tear allowances previously granted, and 

(b) the sum realized on sale, 

was allowed as a charge in the Profit and Loss Account. 

The reader will be aware that there are many considerations 
to which regard must be had in assessing the amount of depreciation 
in connexion with the distribution of dividends and with financial 
policy generally. The Revenue Authorities have always tended to 
take the view that depreciation of assets is in the nature of loss of 
capital rather than a proper expense to be taken into account in 
arriving at a profit or loss figure. In adjusting accounts for income 

34—(B.1405) 
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tax, we have to add back all items of depreciation and claim the 
i eliefs to which there is a title in accordance with the Acts. 

A TI ? e - 1945, came int0 °P era tion on the 6th 

^P ri1 ,’ ^ 46 ’ ' vhlch da J e 1S referred to as the “appointed day.” 
1 he leading features of the Act are concerned with— 

(i) Initial Allowances on the first cost; 

, (“) A ™, ual Allowances or wear and tear allowances during 
the .. 1 . 1 e oi the assets, or during their retention in ownership: 

(m) Balancing Allowances and Balancing Charges, to secure 

0V ; t ; l ;: al .. ad l ustm 1 ents "' hen the assets are disposed of or discarded. 

The Finance Act, 1949, increased the initial allowances in respect 
of machinery and plant, and laid down a statutory method of 
calculating the annual allowances. 

Initial Allowance. This is an allowance of— 

(a) one-tenth of the capital expenditure on construction of 
industrial buildings and structures; 

(b) one-fifth of the capital expenditure of a trader on the pro¬ 
vision of machinery or plant for the purposes of the trade; for 
expenditure after 6th April, 1949, the allowance is two-fifths. 
Initial allowances were suspended as from 6th April, 1952, but are 
reinstated as regards expenditure incurred after 14th April, 1953, 
the rate being one-fifth. The allowances are made in the assessment 
based on ihe period in which the expenditure is payable. 

( c) one-tenth of the capital expended in working a mine, oil-well 
or other source of mineral deposits of a wasting nature. 

The definitions of capital expenditure provide for the exclusion 
of the cost of land and acquisition of sites. 

The allowance is made for “the year of assessment in the basis 
period for which the expenditure is incurred.” “Basis period” 
means the period by reference to which the statutory income for 
a yeai of assessment is determined. Thus where a trader makes 


up accounts annually to the 30th November, we should have— 

f November, 1945 =Basis period for Year of Assess¬ 
ment, 1946-47. r 

man^l 947^48* ^ ovem ^ erj 1946 = Basis period for Year of Assess- 

. i r ^ iere are occasions when the basis period is not necessarily 

f y ear ‘” 1° t ^ le case of a new business the assessments 

or e rst three years of assessment are (subject to certain options) 
e ermine by reference to the first year’s accounts. Also in the 
case o cessation of a business the Revenue Authorities may re-open 
the assessment for the year preceding cessation and deal with it 
on an actual profits basis. The periods of account which determine 

all these assessments are the “basis periods” for the years of assess¬ 
ment involved. 

If a company expended in the year ended 30th November, 1947— 

( a ) £5)800 on constructing a workshop of which £600 was the 
cost of the land; and 

{b) £7,500 on machine tools, 


(045 


income tax and sur-tax 
the Initial Allowances to be granted in charging tax for 1948-49 

U °(a) £520 being oi.e-tenth ol £5,200 (i.e. £5,800 - £ 600 , 1 , and 
(b) £1,500 being one-fifth ol £7,500. 

Annual Allowances. For every year of assessment there is an 

allowance, no longei apply , t ^ e norma l allowance will 

In respect of machinfl y an p »Inland Revenue) 
be a percentage (fixed by the " method is provi ded by 

ilSiiMssssi 

ST™ When ^ 

ssri 1 t b i 

realized by sale. For example— 

£ 

Capital Expenditure on Plant and Machinery 8,000 
Initial Allowance and Annual Allowance . >_ 


Balance unallowed • • • 

Amount realized (in year ended 31st December, 

1947) • . 


1,500 

450 


Di (Terence . 


• £1,050 


In this case it will be seen that the amount unallowed is greater 
than She proceeds realized on discarding the assets. There w.ll be 
a Balancing Allowance of £1,050 in the year o assessment 1948-49. 
If the amount realized had been £2,000 instead of £4o0, we 

should have— 


Amount unallowed . 
Amount realized 

Difference . 


£ 

1,500 

2,000 

£500 


Here the trader has realized more than the cost ol the plant as 
written down by the allowances. There wall be a Balancing 

aa • _ il. a 
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it ? 3 Umitati ° n 0n the amount of any Balancing Charge: 

JL “ vwu eed the amount of the Initial Allowance (if any) 
together with the aggregate of all annual allowances, in the case of 

buildings, or wear and tear allowances in the case of nlanTor 

“tr, V „d F £ Wf. *"W-»1 dXu l P 'oTL“ 

i“ d ,hto“p l S r a ti a o" ,,0nal d " ,UC,i0 " S ° f - 

evei t“ b t le 10 ma d h that * Mowan <* ma V ^ claimed 

even though the machinery or plant is not replaced One of the 

wa P s U hat° no al C ’° nneX10n f ° rmer obsoI «cence arrangements 

was that no allowance would be made if the machinery or olant 

p V larit n °he re h P as aC a ed ' ? taXpayer does ^place the machinery or 

B anc l f hn 0p -f 10 u n t ° se , curc reductions in the amount of the 

of t iin g - lf i he thm , S . 11 wil1 P a y him t0 take advantage 
Ot It. It will be simpler to indicate the option by figures. * 


Balancing Charge on 

Expenditure in providing new machinery 


£ 

620 

540 


Difference . 


£80 


The taxpayer can elect to have the Balancing Charge reduced 
to a charge on £80 only. But in that event he must forego any 
tide to Initial Allowance, Wear and Tear Allowance or Balancing 
Allowance in respect of the new machinery. 

Where the expenditure in providing the new machinery exceeds 
the amount lor the Balancing Charge, e.g._ 


Balancing Charge on 
New Expenditure 


£ 

620 

750 


Difference 


£130 


AkJ - 

the taxpayer can elect to have the Balancing Charge withdrawn, 
in which case the Initial Allowance for the new machinery will be 
calculated on £130 only, as will the allowances for wear and tear. 

It will perhaps now be clear that the intention of the 1945 Act 
is to make provision for tax relief on the whole of certain classes of 
capital expenditure, such relief being spread over an appropriate 
period of years with a system of adjustment at the end to ensure that 

the taxpayer gets by way of allowances neither more nor less than the 
original cost less residual proceeds. 

Expenditure prior to 6th April, 1946. For the purpose of 

Initial Allowances capital expenditure incurred between the 6th 

pnl, 1944, and the 5th April, 1946 (both dates inclusive), is 

deemed to have been incurred on the 6th April, 1946. But there is 

Allowance for capital expenditure incurred before the 
6th April, 1944. 

The annual allowances, and increased wear and tear allowance 
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are available in respect of capital expenditure incurred either 
before or after the appointed day, the 6th April, 1946. A so 
Balancing Allowances and Charges apply in ^e case ol ail capita 
expenditure whether incurred before or after the 6th April, 194b. 

non-residents 

Individuals not resident in the United Kingdoni are not ahowed 
any of the reliefs enumerated in the previous pages unless they con 
within any one of the following categories— 

(1) British subjects; , _ 

(2) Persons in past or present Government employn , 

(3) Persons serving under a British 1 rotectorate, 

(4) Missionaries; , . n , 

5 Residents in the Channel Islands or Isle ol Man, 

1 SsIfeSK 

their lamily resident with them. 

The allowance to be made in such cases, however may not senre 
to reduce the tax payable below a certain amount, which is deter 
mined in the following way: Compute the total income hom all 
sources (British and foreign) and calculate the tax thereon in the 

ordinary way, as shown in previous examples. 

The Acts then require that the minimum tax to be borne by the 

non-resident must bear the same proportion to the tax thus com¬ 
muted the British income bears to the total income from all 

S ° Theworking of this provision will be made clear in the following 

eX< Example. X, a British subject, is resident mining engineer to 
a South African company at a salary of £600. He has investments 
in England producing £150 a year in taxed dividends (gross). He 
is married and wishes to claim relief from the tax sufleied on his 
English dividends. Assuming the total income "’ ere ‘(T e 
British tax, the amount payable for the year 194b-49 would be— 

/'r* — r\ 


1948-49 Total Income 

Earned Income Relief . 
Personal Allowance 


£120 

180 


Tax on £50 @ 3s. 
„ £200 @ 6s. 
„ £200 @ 9s, 

Total £450 






£750 


300 

£450 

£ d - 
7 10 - 

60 - - 

90 - - 


£157 10 - 
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statutory minimum, i.e. £36 (£67 10s. less £31 10s.). ^ ^ 

EXPENSES AND DEDUCTIONS ALLOWED— 

SCHEDULE E 

Travelling Expenses. These are allowable except the cos, of 
“** “ d f "“ >1" =-P'°ye«' s place ofb'uS ° 

el Expenses, etc. These are allowable to a commercial 

mult be re n du«d er bv^ P h°r-, S en S a S ed ’ but sucb expensed 

home V Vhat “ WOuld cost the employee to live at 

reSHrom ^ 3 DireCtor or an employee 

recedes horn his company or firm an allowance for expenses the 

Pumoses Ce and ^ *° ^ ° ther “nation for taxES 
& dmies. 11 CXPenSeS neCeSSari, y and -cfJvely - in perfomfog 
empfo a yec ntee Premiums ’ These are allowable if paid by the 

afire tine SchedTi^n ' / ^ bdst tb ' s ls normally looked upon as only 
fear fo? thn n D a 'r S f SSmcms > an employee who has to maintain 

ance m addkfonT^ 0 ^^ W ° rk may daim a wear and tear allow- 

addition to the ordinary running charges of the car. 

RESIDENCE 

income^nsmvTn 8 ,1” the Kin S dom are chargeable on all 

althmivh fo H , S , C ° Umry and a,] illC0me accruing from abroad 

the income iw iaUer case an adjustment can be claimed if 
me income is received from a Dominion or Eire. 

this coumrCT 8 S 3re char 8 eab|e on all income accruing in 
F „“, COU " try (except .merest on 3j per cent War Loan; 4 per cent 

War BondsTgU 47t ViC '° ry B ° nds; and 2 * P er cem National 
accruing abmaH A ); bu ' are "?* char ? eab 'e in respect of income 
standard rm? nl', V • ‘ f 01 " 6 char S eable will be assessed at the 

comes within one ^ lth ° Ut any allowances unless the recipient 
omes within one of the categories mentioned on page 1047. 
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(3 ) Foreign Visitors to this country « -dents, 

except in the following circumstances ( ) • .[ ^ ^ ^ jn this 

country for a temporary P ur P^ s residence • (c) if he does not 

stf: zzsz 

and not alternative. 

dominion income tax relief 

mr which is chargeable to both United K.ing- 

d.m ScoSe“ ,at Sl™»ion relied is gi«n iron, .he 

^“ r ir.rdonSi«’“c fc« exceed had .ha appropn... 

i&ssssrm **-«*, 

'“The "appropriate rare'' » .he sum ol .he appropria* income 

ran rare and the sur-tax rale (n any). dividing the tax 

payable^ — l^is aiioJed, by .be — 

(not “assessable ) income. dividin'* the sur-tax payable 

J,tV"em bTr^i^r sur-tax parses «, 

the previous year. . , r'A 000, and investment 

~ =, »■* » — - f ” 

1948 49 his appropriate rate will he ^ 

Total Income • . * t , 4n n 

Less Earned Income Relie! (max.) £40 

Personal Allowance . • 

Children’s Allowance . 


180 

120 


700 


l'axable Income 


£4,300 


Tax payable— 
£50 @ 3s.. 

£200 @ 6s.. 

£4,050 @ 9s. . 


£ 5 . d. 

* 7 10 - 
60 - - 
1,822 10 - 


Appropriate Income Tax Rate 

Sur-tax (assuming same income for 
previous year) 

Appropriate Rate 


£1,890 - - 

£ 1,890 

4,300 
£512 10s. 

5,000 


s. d. 

8 9 $ 


2 04 
10 10 
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EXEMPTION 

(nnl°clZr c “ mp ' frora for «— 

(2) Certain Buildings under Schedule A, such as public schools 

(3) Registered Friendly Societies and Trade Unions. 

(4J Trustee Savings Banks. 

(5) Colleges Universities, Scientific Institutions. 

mteresf and d d'T^ S ? far 33 their income from rents, 

.Si. putpEil ,nd profi ' from ,radin * “ » 

W * u " ds dcld b y insurance Committees, Approved Societies 

Asrs repayn " m ° r ,he >* 

chSt^'r^’ Tu disabi] i l >;pensions, and allowances lor 
ildrcn granted by the Ministry of Pensions to the widows ofex- 

The jntT CX r Pt ’ an , d c should not be included in the return, 
in™ , 0 " Nat i° nal Savin g s Certificates is exempt from 

income tax, so long as the owner does not hold in his (or her) own 

name more than the maximum authorized by the Treasury. 


SUR-TAX 

and ^ aX ^ urtax ‘ s regarded as additional income tax, 

Onlv one r er UP °” 1 ° statut 9 r y ‘ ncomR for the year of assessment. 

tax and sur tax n ° W f rec i u r ‘ red for the purposes of both income 
tax and sur-tax. The rates of sur-tax applicable to 1955-56 are— 


Part of Income 


I.e. Part between 


* st £2,000 of income 


£0 and £2,000 


1st £500 above 
2nd „ 

£1,000 
£1,000 
£1,000 
£2,000 
£2,000 
£2,000 
£3,000 
£5,000 


99 

99 

99 

99 

99 

99 

99 

99 


All above 




£2,000 
£2,000 
£3,000 
£4,000 
£5,000 
£6,000 
£8,000 
£10,000 
£12,000 
£15,000 
£20,000 


£2,001 
£2,501 
£3,001 
£4,001 
£5,001 
£6.001 
£8,001 
£10,001 
£12,001 
£15,001 
£20,001 and 


99 


99 


99 


99 

99 


99 


99 


99 

99 


99 


£2,500 

£3,000 

£4,000 

£5,000 

£6,000 

£8,000 

£10,000 

£12,000 

£15,000 

£20,000 

upwards 


Rate 


Nil 
s. d. 
2 - 
2 

3 

4 

5 

6 
7 


6 

6 

6 

6 

6 

6 


8 6 
9 0 


10 

10 



Tax for 1955-56 is payable on 1st January, 1957. 
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Mode of Assessment. Sur-tax is assessed and charged by the 
and recover) of du PP^^_ assessment for each year is based on 

individuals. A iqoo anf l 1Q97, made 

A ,A - •»*>* '»» "“‘ ved 

by A rss spsaw 

to the effect that 111 lh ^' r th| h failure to distribute a 

not be any avoidanc ‘ Unless they see reason to the 

comrary ^th^Comntissioners trill then take no further actio,, in 

of companies app Y on > P d which are not subsidiary com- 

of not more than five pe. son , substantially interested, 

pames or companiesm of any persons where 

A company is deemed hands of those persons 

»• s rSb 7S h A/£eT as- r i 

andt™ Lee'Mt? 

SCC AU Assessments made for income tax purposes are binding for 
M assessments Reductions in income tax assess- 

sur-tax (or the sam y Qverch losses (Section 34), voids 

(Schedule*' A) property maintenance (Schedule A), farm losses 
Schedule B) all operate to reduce the total income for sur-tax 

PT” 1 Tax returns io, 1947-48 and 

194?”'feting to A Merchant, the following particular, were 

extracted. 
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Busmcss Schedule D Assessment, 1947-48, as agreed . 

ou n U i? A Assessme 5 lt ’ 1947-48, of Leasehold Warehouse 
owned and occupied 

Ground Rent payable thereon (gross) 

Private Income: Own Freehold Residence, Schedule A 

Assessment, 1947-48 net. . . . 

urr i( ? C1 \ ds reccived > y ear to 5th April, 1948 

' Assessmc 0 nri : 947T8 h0ld H ° USe Pr ° Perty ' e ‘’ Schedule A 

Charges: Bank Interest year to 31st December, 1947 ! * 

Calculate the amount of Sur-tax payable. 


£ 

2,375 

125 


10 


Profits from Business 
Schedule D Assessment 
Schedule A Assessment 


Sur-tax, 1947-48 


Less Ground Rent 

• • • 

Schedule A 
Own Residence 
Wife’s House . 

• • • 

Investment Income (gross) 

Charges on Income 

Bank Interest year to 31st December. 1947 


Total Income from all 


sources 


Tax Payable 


Sur-tax payable on £3,182 - £2,000 

£500 2s.' 

£500 @ 2s. 6d. . 

£182 @ 3s. fid. . 


= £1,182. 

£ s. d. 
50 - - 
62 10 - 
31 17 - 


£144 7 - 


Payable on 1st January, 1949. 


80 

638 

52 


78 


£ £ 
2,375 

125 


2,500 

10 


2,490 


80 

52 


132 

638 


3,260 

78 

£3,182 


ADJUSTMENT OF ACCOUNTS FOR ASSESSMENT 

The adjustment of accounts for income tax purposes is governed 
by considerations which may be presented in the form of five rules. 
Commencing with the profit arrived at by the preparation of a 
Profit and Loss Account— 

(L ^ dd an y capital expenditure which has been charged against revenue 
and deduet any capital receipts for which credit has been taken. 

mi k a °k any personal expenses of the proprietor if any so charged. 

<3) Add any expenses not exclusively incurred in earning profits. 
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(4) Add back any payments, such as Royalties, trom which tax has been 

deducted at the time of payment. t . n , tc 

(5) Add back any items carried to a Reserve except a specific Bad Uebt- 

Reserve. 

The following summarizes expenditure which is allowed and that 
which is not allowed under all normal circumstances 


Expenditure NOT Allowed 


1. Private expenditure of any kind of the proprietor. . .. 

2. Portion of rent or assessed value of property if it comprises living quarters 

for the proprietor. 

3. Improvement ol premises. ' 

4. Any sum recoverable by insurance. 

5. Any payment from which tax has been deducted at the time ol paymen 
such as a royalty or sum paid tor the use of a patent. 

6. Income tax paid. 

7. Depreciation. 

8. Drawings by proprietor. 

9. Ground rent. 

10. Premiums on leases. 

11. Removal of business unless compulsory. 

12. Reserves of all types. 


Expenditure Allowed 


1. Loss of stock by fire. 

2. Rent or annual value of premises. 

3. Repairs to premises. 

4. Insurance for business purposes. . , , 

5. Legal expenses for recovery of debts, protection of patent rights, etc., but not 

connected with capital expenditure. . . 

6. Subscriptions and donations (a) where the institution receiving the pay 

ment has agreed with the Inland Revenue to pay tax on its profit; (6) where it 
is essentially for the benefit of the business: (c) where the staff obtain some 

benefit as a result of the payment. 

7. Air raid precautions expenditure ol a reasonable amount. 

8. Profits Tax. 


Two Methods in Use. There are two methods ol ascertaining 

the amount of profit assessable for income tax purposes— 

(1) To take the net profit shown by the Piofit and Loss Account, 
add back all those deductions which are not allowed by the Income 
Tax Authorities, and deduct such items as are not taxable or have 

already been taxed. , 

(2) To take the gross profit shown by the Trading Account and 

construct a new Profit and Loss Account, including only such profits 
as are taxable, and only those losses and expenses which are allowed 
by the Revenue Authorities to he deducted. If this procedure is 
adopted it must he borne in mind that the Trading Account itself 
may contain inadmissible items, e.g. royalties, and adjustments 

therefor must not be overlooked. 
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MethorW?? 0-1 ShOUl . d aCCUSt0m himself t0 both methods, although 

"'X 0P ' r,,,V ' in ™ 1* 

Rnhprt m R Ple X w ThC f0l l 0Wing 18 the Profit and Loss Account of 
obert Reynolds, manufacturer, for the year ending 31st Dec.— 


Dr. 


PROFIT AND LOSS ACCOUNT 


o Bank Interest and Charge? 
Subscriptions and Donations 
to Charities 
Trade Expenses . 

Income Tax, Sch. A @ 9, 
Income Tax, Sch. D 
Salaries 

Discounts Allowed 
Proprietor’s Salary 
Repairs 
Bad Debts 

Bad Debts Reserve £180 

Less Old Reserve 140 

Fire Insurance 
Office Expenses 
Loss by Cashier’s Embezzle¬ 
ment (not covered by insur¬ 
ance) 

Depreciation— 

Lease 

Goodwill 

Plant and Machinery 
Interest on Loan . 

Interest on Capital ] 

Ground Rent . \ 

Balance 'Net Profit) 


15 

128 

100 

74 

126 

120 

260 

32 

87 


B> Gross Profit as per Trading 

A/c. 

Discounts Received 
*> Profit on Sale of Investments. 
Dividends, lus tax . 


2,368 - 
85 - 
45 - 
24 - 


80 . 
35 - 
46 - 
24 * - 
120 - 
25 - 
775 - 

£ 2,522 - 


£ 2,522 - - 


------ l ■ — 

of^nf l f P ^ eCt0r u- greeS t0 ? n allowance of £25 for wear and tear 

suLrintln ^ aC ', nel T , u and . is P re P ared t0 admit as an expense £5 
ment P R 0n R ° f . ocal hospital at which employees receive treat- 

assessment ai « 1 u Por assurance premium. The net 

return r Under Sch r eduIe A » £200. Make up R. Reynolds’s 
return for assessment for the current vear 

First Method— 


Dr. 


PROFIT AND LOSS ADJUSTMENT ACCOUNT 


To Deduction of Items_ 

Annual Value ol 
Premises: 

Dividends (taxed) 

Profit on Sale of Investments 
Balance (Assessable Profit) . 


4 >• d. 

200 - - 
24 - - 
45 - - 
1.320 - - 


£ 1,589 - 


By Net Profit as per Profit and 
Loss Account . 

„ Deductions not allowed, added 
back— 

Subscriptions and Dona¬ 
tions . 

Income Tax 
Proprietor’s Salary . 

Bad Debts Reserve . 
Depreciation . , 

Interest on Ix>an , 
Interest on Capital . 
Ground Rent . 


£ 

775 - 


10 

174 

260 

40 

161 

24 
120 

25 
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Second Method— 

n, PROFIT AND LOSS ADJUSTMENT ACCOUNT 


To 


)» 
•» 
• • 

*! 

• I 
M 

• 


*• 


Bank Interest ami Charge.- 
Subscription to Hospital 
Trade Expense? 

Salaries 

Discounts Allowed 
Repairs 
Bad Debts 
Fire Insurance 
Office Expenses 
Cashier's Embezzlement 
Annual Value of Premises 
Balance (Assessable profit) 


Cf 


£ >. d. 

Li> Gio^ l^rofii tv pc trading 

£ s. d. 

20 - - 

'.308 - - 

5 - - 

Account . . • 

128 - - 
426 - - 

120 - - 
32 - - 

87 - - 
18 - - 
37 - - 
60 - - 
200 - 
1 .320 - - 

Discounts Received • 

85 - - 

£2.453 - - 


£2.453 


The profit lor current year’s assessment is— 

£1.320 

Deduct claim lor Wear and Tear 25 


£1,295 




Tax at the full standard rate of 8s. 6d. in the £ will be chargeable 
on £ 1,295. Tax at the full rate will be allowed in respect of two- 
ninths’ of £1,295 (earned income), of the personal allowances and 
life assurance relief (on £10); also at 6s. 3d. on £60 and 3s. 9d. 
on £150 and Is. 9d. on £150 of the income. 

Example 2. The trading results of the ABC Co., Ltd., for the 

preceding year, as shown by their books, are: Profit £6,842. Before 

arriving at these figures, the following items have been charged or 
credited in the accounts— 


Pension to late Secretary 
Directors’ Fees .... 

Rent of Trade Premises . 

Royalties paid .... 

Dividends received 

Depreciation of Plant and Machinery 

Amount written off Goodwill . 

Transfer to Reserve 

Debenture Interest 

Sinking Fund to repay Debentures . 

Income T ax, Schedule D 

Bank Interest .... 

Transfer Fees received . 


L 

180 

400 

360 

35 

133 

240 

260 

300 

420 

150 

270 

20 

45 


The inspector makes an allowance of £120 for wear and tear of 
plant and machinery. Make up the Company’s Return for 
Assessment. 










1056 


ADVANCED ACCOUNTS 

INCOME TAX RETURN 


Profits as per Profit and Loss A/c . 
Loss as per Profit and Loss A/c 
Add deductions not allowed— 

Royalties paid .... 
Depreciation of Plant and Machinery 
Amount written off Goodwill 
Transfer to Reserve . 

Debenture Interest 
Sinking Fund instalment . 

Income Tax, Sch. D 


Deduct Dividends (already taxed) 

Adjusted Profits 


Profit for cunent year’s assessment £8,384 
Deduct Claim for Wear and Tear = 120 


Assessment =£8,264 

« =.,i _ a 

at the standard rate, the concern being a limited company. 

Note. Bank interest is usually collected by the bank by means of a debit in 
the customer s account. Tax is not deducted and the amount may, therefore, 
be claimed as a deduction in the Profit and Loss Account. 

Example 3 . The assessable profits of Thomas Lupin for income 

tax purposes for the preceding year ending 30th April, 1948,. were 

£6,275, after adding back £100 Annual Interest on a loan. He 

occupies his own business premises assessed at £244 gross. He owns 

house property assessed under Schedule A at £410 net. He 

receives £250 per annum for directors’ fees. His wife has a 

private income of £715 p.a. free of tax from Investments. He 

and his wife are insured with a British and also with a New 

\ork Life Assurance Co. (London Branch), the annual premium 

being respectively £200 paid by him and £100 paid by his wife. 

Compute T. Lupin’s liability for tax and sur-tax for the current 
year. 

The business profit returnable for the current year must be the 
profit ol the preceding year ending either on 5th April or prior to 
5th April. It will, therefore, be £6,275 

As already stated, sur-tax is based on the statutory income for 
the year of assessment. But since the taxpayer is entitled to deduct 
from annual interest and other annual payments, tax at the standard 

rate only, the amount of such annual payments is allowed as a 
deduction for sur tax purposes. 


£ 

6,842 


35 

240 

260 

300 

420 

150 

270 


8.517 


133 


£8,384 
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TOTAL INCOME FOR INCOME TAX PURPOSES (1949-50) 


Business Profits . • • , ' * 

Annual Value ol Business Premises (£244 less £44 repairs 

allowance—see p. 1085) ••••** 

Rents ol House Property (Sch. A Assessment) 

Directors’ Fees . • • • • 

Wife’s Income from Investments (£715 + £585 tor tax at 

9s.) . 

£ s. d. 

6,275 - - 

200 - - 

410 - - 

250 - - 

1,300 - - 

Total Statutory Income 

£8,435 - 


_____ 


Of this amount, £1,710 has been taxed at source and tax on the 
balance (£6,725) will be charged on T. Lupin at the full standard 
rate, subject to the following deductions— 


Maximum Earned Income Reliel 
Personal Allowance 
Allowance at Reduced Rate 


Tax @ 9s. on £400 
Tax @ 9s. on £180 
Tax @ 6s. on £50 
and at 3s. on £200 


Insurance Premiums (it allowable). 


Tax @ 9s. on jj of £300 


TOTAL INCOME FOR SUR-TAX PURPOSES 

Total Statutory Income as above 
Less Charges 

Total Income lor Sur-tax . 


Interest on Loans and on Debentures. Where a trader has 
deducted tax at the standard rate on any Interest on Loans and is 
chargeable on his business profits at any lower rate, he must 
account to the Income Tax Authorities for the difference in tax on 
such interest; that is, he will not, in his capacity as collector for 
the Revenue Authorities, be allowed to make any gain therefrom. 
Again il in any year he makes a statutory loss, he must still account 
for tax deducted on any interest. Likewise, a joint stock company 
would be assessed on its debenture interest, even though lor the 
year ol assessment it had made a statutory loss. 

PARTNERSHIPS 

Partners and Income Tax The assessment is made on the 
firm. The allowances to which the partners may be individually 
entitled will be made on the firm’s assessment. 

The partners make separate Returns for the purpose of claiming 

allowances or earned income relief. 

Example i. Jones, Barron, and Kerry are in partnership sharing 


8,435 - - 

100 - - 


. £8,335 - - 
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/Tnn^ “? l° SSCS e ^ IJ y- J° nes rec «ves a salary cf /500 Barron 
are Jones £Smf Barron £4*000 Kerry^SOOO^ SdT'T 

deed each of the partners is ^nUtfedT to interest ^>n £ 

P a per cent per annum. The firm’s assessable profits for 
the previous year, as agreed with the inspector were/8 253 Thn 
partners have no other source of income. Draw up a’statem^t 

L Wha X t P d7ff ble by thC Sh ° Uld be all0Cated a-ong 

mcome tax was merely debited to the Rates afd ?.£ Account Z 
an ordinary business expense ? ' as 

The allocation as between the partners is_ 

STATEMENT ALLOCATING ASSESSABLE PROFIT BETWEEN 
_ PARTNERS 


interest on Capital . 

Partnership Salaries . 

Share of Assessable Profit divisible as 
1 rofits and Losses 


Total 


Jones 


Barron Kerry 


£ 

600 

1,200 


6,453 


£8,253 


£ 

250 

500 


2,151 


£2,901 


£ 

200 

400 


2,151 


£ 

150 

300 


2,151 


£2,751 


£2,601 


E W h he P n r the er tris ld na d f ’ a "™ an ™ to ^ch he is entitled, 
charge each partner’s share direct from the Cash Book to hS 

,r £ •“ i! d ' bi “ d ■» ■>« w. t AS 

the result ?n d° he Same rat, ° as g eneral Profits and losses, 

thusbearone-thirH^f^ 1 ^ T° uld be that each P artner "ould 
would bp n i tde , tax > J° n es would be undertaxed, Barron 

Ker v would b P e er h y ^ and Kerr V would be overtaxed (i.e. 

Examni . Sn'o'^ * f T tl0r J t ° f the tax °n Jones’s profits), 
and share nrofits ’ i ^ SSe ’ f nd Smith are partners in a business 

£6 000 Smith ?4iinl h ™ Cap,tas are: Scott £ 7 - 000 > Russe,] 
Scott T450 n o R 4,00 ?; r L h n P artn ers draw salaries as follows: 
„i cri ~, P* a *».^ us selJ £350 p.a., and Smith £200 p.a They are 

per “sT.T “ ,h ”' 

assessed und c u j , as , a P rivate income from house property 
asses ed under SchednJe A at £300 net. Russell has one child under 

life a snrone 1Cemen r t ,° f the y ear of assessment, and pays a 
of £200 ero^r-om 1 ^t™ ° per annum. His wife has an income 

ance pre^u L Sm j, th P*? an annual ^ assur- 

£30. The assessable business profits, as agreed 


* 
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with the inspector, were £4,469. Make up the firm’s Return for 
assessment, and show the allocation of the tax among the partners 

for the year 1949-50. 

The firm’s assessment will, therefore, be £4,469 less the allow¬ 
ances to be made to the partners individually. 


STATEMENT ALLOCATING ASSESSABLE PROFIT BETWEEN 

PARTNERS 


Interest on Partners’ Capita) 

Partnership Salaries . 

Share of Assessable Profit divisible in 
same ratio as profits and losses 


Total 

Scott 

1 

Russell 

Smith 

£ 

£ 

£ 

£ 

850 

350 

300 

200 

1,000 

450 

350 

200 

2,619 

1,164 

873 

582 

£4,469 

£1,964 

£1,523 

£982 


Scott’s total income is £1,964 plus £300 (already taxed), viz. 
£2,264. He will claim earned income relief of £393. and the 

personal allowance. 

Russell’s total income is £1,523 plus his wife’s income £200 
(already taxed), viz. £1.723 His allowances will be, earned income 
relief, £305; personal allowance, £180; allowance for child. £60; 
insurance premiums on his own life, viz. £55 

Smith’s total income is £982. Of this. £196 will be allowed as 
earned income relief. Smith will also claim the personal allowance, 
and the allowance for insurance premiums. 

The firm’s assessment will thus be— 


Less Allowances— 

Earned Income Relief: 


£4,469 


Scott 

• 

. £393 


Russell . 

• 

. 305 


Smith 

• 

. 196 

£894 

Personal Allowance: 

Scott (say) 

• 

. £no 


Russell . 

• 

180 


Smith (say) 

• 

. 110 

£400 

Child’s Allowance: 

Russell . 

• 

• 

£60 

Life .Assurance Relief: 

Russell 

• 

. 55 


Smith • 

• 

30 

£ X 85 

£34 


1,388 


£3,081 
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Tax would be chargeable at 9s. in the £ upon £4 469 Tax 

/°o U n d /T 50 °H 93 ' th / £ upon £l ’ m a nd ^’6s. in the 

£ on £150, and at 3s. in the £ on £600. 


frvi artnerS i and S " r : tax ; The followin g illustration, adapted 

iZiA C .' rC K 'Tn by tbe Glerk t0 the S P ecia l Commissioners, 
should also be carefully studied— 

A firm consisting of three members (A, B, and C) might have- 
Partnership profits as assessed for the year 1949-50 (say) . £20 000 

Partnership income receivable in the year from la) Divi- ** * 

dends upon Investments; (b) Interest; (c) Rents; (d) 

Annual \ alue of Premises; and {e) any other sources of 
taxed income (say) 

Dividends upon Investments . . r2 500 

Interest upon Loans . 2,500 

Kents • • • # . # # 2 500 

Annual Value ol Premises owned and* occupied by firm 
—i.e. the net Income Tax Assessment (Sch. A) . 2,500 

—- 10,000 


Total income for Income Tax purposes . 

11 the firm made any payments to third persons in respect 
of, for instance, (a) Ground Rents, (b) Annual Interest 
on Mortgage or other loans to the firm, (c) Annuities pay- 
able out of profits, these should be claimed as deductions 
lrom the above, as follows (say)— 

Ground Rents . 

Annual Interest . . t j 

Annuities payable out of Profits , 


30,000 


1,000 

1,000 

1,000 


3,000 


Leaving 


£27,000 


which represents the sum which for Sur-tax purposes is to be treated as divisible 
among the partners in the firm. 

Supposing, therefore, that for the year 1949-50, under the Deed of Partner- 
s ip, partner B is entitled to a salary of £1,000 as a first charge in the partner- 

non u’. tha , t , the ca P ital °f the firm, amounting for that year to (say) 
£bU,UU0, held equally by the partners, is next directed to be credited with 
interest at 5 per cent per annum, and that the balance of the profits is divisible 
in the proportion of: A, five-tenths; B, three-tenths; C, two-tenths; then the 
income from the partnership of each member of the firm for Sur-tax purposes 
for the year 1949-50 would be as follows— 

Partnership income for Sur-tax purposes, as shown above . £27,000 

Less — 

Managing Partner’s Salary .... £1,000 

Interest on Partner’s Capital (£60,000 at 5%) . . 3,000 

- 4,000 


Amount proportionally divisible among the partners 

A £ jj r 

Interest on ca pitaJ . 1,000 Interest on capital . 1,000 

Five-tenths profits *= 11.500 Three-tenths profit* =*6,900 

Sa!ar> . . . 1,000 


Interest on capital 
Two-tenths profits 


£23,000 

l 

1,000 

- 4,600 


12,500 


8,900 


5.600 




£27,000 
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These sums of £12,500, £8,900, and £5,600 represent the amounts such 
Dartners A B, and C respectively are lor Sur-tax purposes to be considered 
w have derived from this business, and should be entered by them in their several 

11 SPECIAL CLAIMS AND ALLOWANCES 

Setting off Losses of one Business against the Profits of 
Another? By Rule 13 of the Income Tax Act, it is provided that 
where a person carries on, either solely or in partnership, two or 
more distinct trades, manufactures, adventures, or concerns in 
the nature of trade, the profits of which are chargeable under the 
rules of Schedule D, he may deduct or set off against the piohts 
gained in one or more of the said concerns the excess of the loss 
sustained, in any other of the said concerns, over and above the 

Example. Ii. Humphrey is in partnership as a general hardware 
dealer, and his share of the statutory profits, as agreed with the 
surveyor, amounts to £'1,057. He is also engaged m business as a 
grain merchant; from this source he sustains a loss the statutory 
amount of which is agreed with the inspector at £740. In addition 
he has a private income from Investments of £110 net. Make up 
his claim for relief under the above-mentioned Act. 

return of total income from all sources 


l \ ^ A V/ — " “ — 

Business Profit as Hardware Merchant 

. £1,057 

740 

£ d - 

Less Business Loss as Grain Merchant 

317 - - 

Private Income from Investments, gross (say) 

• • • 

200 - - 

Total Statutory Income . 

• • 

£517 - - 


Business Loss in Year of Assessment. By Section 34 of the 
Income Tax Act, 1918, as amended, it is provided as follows— 

1 Where any person sustains a Loss in any Trade, Profession, Employment, 
o. Vocal ion carried on by him either solely or in partnership, or in the Occupa- 
• ion of Lands for the purpose of Husbandry only, or in the occupation of wood¬ 
lands in respect of which he has elected to be charged to tax under Schedule D, 
u may upon giving noiice in writing to the Surveyor of Taxes for the district 
within one year after the year of assessment, apply to the general commissioners 
or to the special commissioners for an adjustment of his liability by reference 
to the loss and to the aggregate amount of his income lor that year estimated 

aC 2° r -j'he commissioners shall, on prool to their satisfaction ol the amount ol 
the loss and of the payment of tax upon the aggregate amount ol income, give 
Oriificate authorizing repayment ol so much ol the sum paid for tax as would 
?enr"?nr.he mx upon income equal to the amount ofloss, and the certtficate 
ex tcnd to give exemption, abatement, or iehel, depending upon total 

Income from all sources. Upon the receipt of the Certificate the 

of Inland Revenue shall cause repayment to be made in conformity ‘h^wjth. 

3. If any person shall be guilty of any fraud or contrivance in making any 
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a • • . | ^ ^ or in obtaining any such adjustment or Certificate 

as aforesaid, he shall forfeit the sum of Fifty Pounds. 

4. Where repayment has been made to a person for any year under this sec¬ 
tion, he shall not be entitled, in computing the assessment for any subsequent 

year, to a deduction of any portion of the amount in respect of which such 
repayment has been obtained. 


For example, suppose the adjusted results lor four years were : 
(1) profit £1,800, (2) loss £1,000, (3) profit £800, (4) profit £1,200, 
the assessments would be— 


(a; Ij Claim u made 
and is allowed 



£ 

(2) £1,800-^1,000 . 

800 (2) 

(3) 

Nil (3) 

(4) 

800 (4) 

(5) 

1,200 (5) 


£2,800 


(b) If no Claim 
is made 

£ 

1,800 

(£1,000 loss carried forward) Nil 

£800-^800 (part of loss) Nil 

£1,200-^200 (balance of loss) 1,000 

£2,800 


It is assumed that tax has been 
£ 1 , 000 . 


paid on £1,800 and repaid on 


Repayment oi tax can be claimed only to the extent ol the 
income on which it has been paid. Thus, if the statutory loss 
amounts to £650, and tax has been paid only on £520, then tax 
can be recovered only on £520. The balance of £130 will be set 
against future assessments for the following five years. 

Carrying Forward Losses. Instead of claiming reliel by (i) 
netting off the loss against the profits of another business, or (ii) 
claiming repayment under Section 34 of the Income Tax Act, 1918, 
the taxpayer may (iii) elect to carry forward the loss as a set-off 
against the profits on which he is assessed for the six following years 
of assessment. 1 And where the loss is not fully covered by methods 
(i) and (ii) the balance may be carried forward under (iii). 

New Business. (First Year.) The first year’s assessment is 

based upon a proportion of the profits in the first year or accounting 
period. 


(Second Year.) Where the trade, profession, or vocation has 
been set up and commenced within the year preceding the year of 
assessment, the computation shall be made on the profits or gains 
for one year from the period of the first setting up of the same; 
but the person charged shall be entitled, on giving notice in writing 
to the surveyor, within twelve months after the end of the year of 
assessment, to be charged to income tax on the amount of the 
profits or gains of the year of assessment. 

(Third Year.) The assessment will now be normal, i.e. on the 

preceding year, but the taxpayer again has the option of being 
charged on “actual.” 


* Finance Act, 1926, Section 33. 
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The election to be so assessed must be made in respect of both the 
second and third years; and where this basts would be unfavour¬ 
able to the taxpayer he may revoke any not.ce previously given, 
whereupon the assessments will follow the normal method, ne. the 
second year’s assessment will be based upon the profits of the first 
twelve months as stated at (a) in the preceding paragraph, and he 
third year’s assessment will be based upon the profits of the 

P 'Example. Business commenced !st October, 19 —. Profits for 

the first three accounting periods ending 30th September, £800, 
£600, and £1,300 respectively. 


Years ol 

Assessment 

First 
Second 
Third . 


Normal Actual 

Assessment Profits 

. 400 (£800 X i ) 400 

. 800 (£800 x A -f £600 x i) 700 

. 800 (£600 x 1 + £1300 x i) 9c, ° 


The taxpayer may elect to have the assessment for the second 
year reduced to the actual profits, i.e. £700. In this case the assess¬ 
ment for the third year will also be on the actual profits, i.e. £9a0. 
If this basis proves on the whole unfavourable to the taxpayer he 
may within twelve months after the end of the third year revoke 
the notice previously given, when the normal assessments will apply. 
(The student is warned against assuming trom the above figures 
that the normal assessment will favour the taxpayer in this case; 
the whole of the circumstances including rates ol tax in force for 
the various years, other income, “allowances” available, and 

liability to sur-tax will have to be carefully reviewed ) 

Discontinuance of Business. The Finance Act, 1926, provide* 
that where in any year of assessment a trade, profession or vocation 
is permanently discontinued the assessment shall be adjusted to 
the actual profits of such year commencing 6th April. Any tax 
overpaid may be reclaimed, but an additional assessment may be 
made if the actual profits exceed the assessed profits of such period. 
If during the year of assessment preceding the year of discon¬ 
tinuance, the actual profits exceed the assessed profits of such period 
an additional assessment will be made, but no tax may be reclaimed 
if the assessed profits exceed the actual profits of such period. 

Example i. A business, whose trading year is 6th April to 5th 

April, is closed down at 30th September, 1947. 


Actual profits 

1944- 45—£700 

1945- 46—Nil 

1946- 47—£500 

1947- 48—£200 


Assessment 

£700 

Nil 

£500 


Adjusted 

Assessment 


£500 

£200 
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TTL5SL? (,h \r t 

reclaimed on £100 (£600-£500) 1 ld n0t be 

SESn 1 - 3 J5sr?s 

5? £p^fME35 

■- fcw 


^ ear ended 31st December, 1943 

1944 

1945 

,, . , " . » 1946 

Period ended 28th February, 1947 




M 


9 9 


99 


99 


£1,600 

1,100 

1,700 

840 

120 


On what profits will this business be assessed if it makes a claim 
or adjustment on account of discontinuance of business? 


1944- 45 

1945- 46 

1946- 47 


Ordinary Assessment 

Previous year’s profits, £1,600 
» „ 1,100 
*> „ 1,700 


Adjusted Assessment 

£1,485 

£750 


ta£nhre Ua f Pr ^ lS ,0r ' 9 f- 47 - the year in which discontinuance 
takes place are the profits from 6th April, 1946, to 28th February, 

£120, o a r£ e iL nme ' tW ° f £84 ° pIus £ ,20: that is * £630 + 

The actual profits for the year of assessment preceding the year 

° f Sr7^ arC th f profits for the fiscal year—6th April, 1945, 

to 8Kt A n ’ ? 46 ~,o?- C Up of the tradin g periods 6th April, 1945, 

5° th 3 A'n C Z b % “ 4 ° (ni , ne : months )> and 1st January, 1946, to 
,‘ h irP ;}Jthree months). The profits will, therefore, be nine- 

+ £210 0 f r £ i’ 485 P US threc ' twelfths of £840; that is, £1,275 

Consequently, the assessment for 1945-46 will, by means of an 
addn.onal assessment of £385, be raised to £1,485; but, on the 
other hand, the assessment for 1946 47 will be reduced to £750. 

f A fi’X /\ » » _ 1 • ^ Finance Acts, 1926 and 1930, 

j a c an ^ e . oc . curs in a partnership, by reason of retirement or 
ath 5 or dissolution of the partnership as to one or more of the 
partners, or the admission of a new partner, within the period of 
assessment the profits and gains are to be computed in the same 
anner as e ore, provided that any member of the new partnership 
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had a share in the business before the change took place. If, 
however, all the persons who had a share in the business before 
and after the change make application to the inspector of taxes 
within twelve months of the change, the business may be treated 
as a new one and the old partnership as a discontinued business. 
Where no member of the new partnership had a share in the old 

partnership, the business is treated as a new one. . 

When two or more businesses are amalgamated, the profits of 

the businesses will be added together, and will form the basis for 

ascertaining the new assessment. 

When a private firm is converted into a limited company, - 
profits of the latter will be computed and ascertained on the has. 

of a new business. 


REPAYMENT 

Statutory Provisions. The following is a brief summary of the 
cases in which income tax already paid can be recovered by means 

of a claim for repayment— 

(1) Where an individual is entitled to claim exemptions and the whole or 

“"^fwhere'eamed ''i^^“l’Srf“aSi“p^nal allowance have not been 

^pTwhere a pe.son is liable to pay tax a, a lower rate only and his income 

life assurance pre- 

mtl^y , entitled to an allowance lor 

WC (6)Tn thfcase ol charitable institutions, public schools, literary and scientific 

' n W U in^so^oubt ass™""-, where a person has paid tax twice to, 

ilu* same year on the same income. . m j 

(8) In the case of an additional allowance in respect of maintenance of lands 

an f 9 ) Wher?a'buslness has'been set up within two years, or during the year of 

“T^Twhere the business has been discontinued. 

(11) Where a loss ha ^een sustained. full without deduction of tax, 


questions 

* V 

What persons are liable to it. 

1. What is income tax. Wnat P „ at source ”? Give examples. 

2 3 En h ume S raTe e the ^hedX under which income tax ,s levied. What is the 

° ffi 4 Ci Wh e aTis° f t“e" n oi assessment under Schedule B? Give examples Has 
the taxpayer a choice of any other method. 
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. ^^ a * income is taxable under Schedule E? Is it earned or investment 

income? 

6. What is the mode ol assessment under Schedule E? 

. 7 - What taxable income is comprised under Schedule D? Is it earned or 
investment income? 

8. What is the mode of assessment under Schedule D ? What is meant by 
statutory income under this schedule? 

9. What is sur-tax ? On whom is it levied ? What are the limits of income 
and rates of tax respectively? 

10 What is the mode of assessment for sur-tax? By whom is the assessment 
made? 

11. How is income tax collected from the partners in a partnership? Can 
the partners claim to be separately assessed for the purpose of obtaining the 
abatements, allowances, and relief to which they may be individually entitled? 

12. How are the assessable profits adjusted in order to arrive at a partner’s 
income (a) for income tax, (b) for sur-tax? 

13. What is meant by Dominion Income Tax, and what allowance may be 
claimed r 

EXERCISE XXV 

1. Give an example of an Income Tax Return (providing your own figures) 

showing clearly: (a) Allowance of tax at standard rate, (b) allowance at reduced 
rate, and ( c) tax payable. 

2. Piepaic an Income lax Return for J from the following information— 

(1) J has an income of £800. (Earned income.) 

(2) He is married and has four children. 

(3) The children’s ages arc 5, 9, 17, and 18 respectively. 

(4) The eldest child—a boy—is at a college with a scholarship of £100. 

3. What tax will Miss Newall have to pay on her income, all earned, of £720. 
after taking into consideration the following facts: Miss Newall maintains a 
widowed mother who serves in the capacity of helper to three brothers who are 
all below 16 years of age and maintained by Miss Newall? 

4. It has been the custom of a company, whose employment you enter, to 
charge income tax against the profits of the year in which it was paid. The 

* J w year ends on 30th September, and, for example, income tax 

P “, lstJanuai 'y’ lor 1948^19 is charged against the profits of the year 

Do you consider this method correct? If so, give your reasons, but if you do 
not approve, suggest an alternative method which you think would be more 


5. The followi 
company— 


ng items appear in the Profit and Loss Account of a limited 


(i) Income tax. 

.(!!| on sa l e of a motor car. 

(in) Debenture Interest. 

(iv) Depreciation of Plant. 

(v) Directors’ Fees. 

(vi) Donation to the building fund of a hospital. 

(vn Premium on Loss of Profits Policy. 

(VIII) Defalcation by cashier. 

Would these items be allowed as deductions for income tax purposes? 

Give your reasons for allowance or disallowance. ( R.SJ .) 
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6. The following items appear as expenses in the Profit and Loss Account of 

d limited company— £ 

r.- > r . 1,000 

Directors Fees . 


Commissions 

Rent 

Interest on Debentures 
Discount . 

Depreciation ot Plant 
Goodwill written off . 

Bad Debts written off 
Bad EVbts Provision . 
Subscriptions and Donations 


675 
1,500 
800 
371 
419 
500 
288 
250 
37 


principle underlying the disallowance 

i f 

Fie is married with two children. 

n , a q / a i, earned). He is married and nas 

9. When a leader make! ha return ee "pe'nfd by'me 'nepeanr! 

-—-- 

items. 

10. B, J, and K are m partnership ^£3,000. Each partner 

£ a salary ”one-ientffof capitllteM, also 5 per cent interest ts credtted 

annually to each partner's capital- ^ a s(alement showing how ,he 

for income tax 

in li e as an'example, the case of a company 

the accounts of which show 

Tear ended 3 1st December , 1948— 

Pr Groind-r C e h nt r Fo S 0 (gross), and Debenture Interest, 

£500 (gross) • 

S£ ’s^aFcharges . - - 1.000 

If you think it ^respect 1^(^1948' profits, amounting to 

wls paid,\u d ;^t n^ d\dde P nd payment is contemplated in respect 

of s n:.!.«; 3 rMssr'nS 

“£ SSS.' It ,SSSt income ,a, purp«e.. W *e 
your view. 
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Has 


nn!w L a W > S has bee r n surchar S ed b y the Inspector of Taxes with the 

under-mentioned items in reference to his assessment under Schedule D— 

? ^o d eprec«ation only instead of the 10% claimed, has been allowed; 

{b) Interest on loan from J. Smithers disallowed; 

(c) Cost of removing offices to new buildings disallowed; 

(d) Subscription to local hospital disallowed. 

Robert Laws any right of appeal against these surcharges? It so, what 

hems > ,S ° PCn t0 h,m ’ and Whaf chancc of success has he in respect of the above 

(R.S.A.) 

13. Hie undermentioned items appeared in the annual accounts of a Limited 
Company. State briefly how they should be treated when preparing the Com¬ 
pany s return under Schedule D for income tax purposes— 

Debts ^ reSerVC ° n ,0ta ‘ Sundr y Debtors as a provision for Bad and Doubtful 

Street I EC CSt ° n de P osit account with the Dresner Bank. Old Broad 

( ( ) Premiums received on an issue of new shares. 

(d) Loss by embezzlement by one of the Company's travellers. (R.S.A.) 

14. 1 he undermentioned items appeared in the accounts of the Pleasure 
Steamers Co., Ltd. How should you deal with them when preparing the Com¬ 
pany s return under Schedule D, for Income Tax purposes? 

{a ) I rofit of £1,500 realized by the sale of stock, which formed part of the 
Reserve fund investments. 

(b) £150 written off during the year, representing one-fifth 0 / the Pre¬ 
liminary Expenses Account. 

( f ), Depreciation, at the rate of 6%, written off the cost price of the Com¬ 
pany s steamers. 

fu,ly ‘P aid shares °J £1 each, received as part purchase price from 
a subsidiary company and distributed, by way of bonus, to the Pleasure 
oteamers Co. shareholders. (R.S.A.) 

15. M,N & P carry on business in partnership, shar.ng profits and losses in 
the following proportions— 

M, seven-fifteenths; N, five-fifteenths; P, three-fifteenths. 

I heir Profit and Loss Account for the past year was as follows— 


Salaries 

Trade Expenses . 

Bad Debts . 

Interest on Loan . 

on Capital M 
on Capital N 
P’s salary . 

Goodwill written off 
Charitable Subscriptions 
Net Profit . . 






l 

304 

80 

26 

25 

50 

30 

350 

50 

28 

977 


£1,920 


Gross Profits 


L 

1,920 


£1,920 


Prepare return for Income Tax for the year ending 5th April next, showing 
on what amount the firm would be assessed. 
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16. c. »... irr •>' V,fdX^ro‘f.£S.'“ "SJiK 

interest from which Income Tax is ma i nta ins his widowed mother, and 

pays'a'hfe^assurance 1 premium of £20. What tax will he pay for the current year 
of assessment ? 

ES m-z iSs.» .wstfs. « rsws 

all deductions due to each partner. p 

.18. The following Profit and Loss Accoum ts submUted ^ H'rber, Po^ ^ 

the Iaspector of Taxes, who proceeds ^J^Xe amount of the statutory 
the account. You are require £ brietly the reasons for the 

^UrnTyou make" Mention any point on which you would retire further 
'"pROFIt' AND LOSS ACCOUNT non the V EAR «.„«> *hn June, .»■. 


To Salaries . • • 

Income Tax thereon . ^ 


It 


II 

II 




II 


Commission 
Ground Rent (net) . 

Rates and Insurance . 
Income Tax on Business 

Premises 

Travelling Expenses— 

Staff . • • £34 

Proprietor . • 

General Expenses 
Bank Interest 
Life Assurance Premium 
Interest on Capital 
Net Profit 


693 

217 

75 

84 

55 


By Gross Proln 
„ Dividends (net) 


£ 
2,06U 

60 



£2,120 


£ 2 , 120 - 


„ ^ . . p Ppnslev and R. Rubble draw on one another at three 

2 \ r T 250 a for’their mutual accommodation. They discount each other s 
biUs a, S ij r p £ er cem and, at maturity each meets his own acceptance. Record 

theabove transaction in the Ledgers of both parties. 

i nit : headings of a Day Book suitable ior a City lrader, 

21. Prepare, and fill in the he f, urchasean d Sales Journal; and prepare 

which will a " s c" h l Boo P k U which you would advise being used so as to save clerk's 
also a form of Gash kook wmc y lLondon Chambe of Commerce.) 

time and labour m posting. 

■22. You are mstructe. whal ™ ltS 
would V you lay down fo. the guidance of the staff and to ensure that the hooks are 
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number'memL^haTdurio you would^loMo^h.' C ' CrkS “* three in 

{London Chamber of Commerce.) 

W Fixcd 2 Asscts^° U (cJ 1 D prefimfr!ary^ Exoen ll0Win§ H 1 ^ ( * } Floatin S Assets; 

‘—‘o w sscs&sw aS4r " -*■ M m: 

v;» MfftSfeKxi oK/ c Th ' , A “ c p°v L,d - “ 

° r 0 -h. * r«. ss ssffij^ss; jsrsar 

°f ‘ e * ••"■iKlory ruling lor Hr Coil Shoo, 

of account the necessary information fnr \^ ^ ^ a J ni ! ,ar * State ^ rom what books 
be obtained. V ,n,ormat,on for the completion of the Cost Sheet would 

(R.S.A.) 

tionf benveen $ a' Balance"^Theet T’ V*" ,n resu,t or in method ofprepara- 
Commerce. ) ° Shee ' and a Statement of Affair,? (London Chamber of 

27. The Birchets Mineral Water C'c* r tr \ i 
to chemists in various Darts of thi» ™ **» sen< ^ s oul cases oi aeratcd water 
is at once debited in the Comoanv’s h °u *u C ° T return> ” Each chemist 

he is to obtain for it vvhen solH ? !t ^ n the , water supplied at the price 
when accounting for his sales fh^n t0 dcduct 10% from this value 

are included in the Ledger "haI P crsona ^ accounts of all chemists so supplied 

deal with thes^accoums^udien^Ir 0065, at ? c * nd ° f the V ear * How would you 
and Balance Sheet ? Preparing the Company’s Profit and Loss Account 

(London Chamber of Commerce .) 

(c) Reserve Accoimf 1 ^ 0111 ^ 0 between; ^ Sinking Fund; (b) Reserve Fund; 

‘ ( U.L.C.I.) 

of a concern. nC Difcu« wha^^^na^ p, Statement ot thc financial position 

should they be attempting L l Si P°? ,t,on means to the following 

an inspection of its Bafanc? Sheet—** ^ financia,M P osition of a concern by 

(b) A sttuH W A debenture holder. 

[b) A shar cholder. («/) An auditor . 

fi rm _ ° lowin S is the Trial Balance of the Chicago Branch of a London 


TRIAL BALANCE 

u . Dece mder, 19- 

Head Office A/c-lst Jan. . 

Remittance A/c 
Stock, 1st Jan. 

Fixtures and Fittings .* 
Purchases . 

Sales 

• 0 

Debtors . 

Creditors . 

• 0 

General Expenses 
Discount (balance) . 

Cash at Bank . 
ty in hand 


Stock, 31st Dec., 19— = $5,025.00 


Dr. 

% c. 

14,000.00 

5,085.00 

2,736.00 

17,846.00 

17,710.00 

7,601.00 

5,450.00 

460.00 


Cr. 

$ c. 

32,602.00 


35,806.00 

2,062.00 

418.00 


70,888.00 70,888.00 
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The following information is given you— 

Rate last 31st December, and for Fixtures .... 

„ this 31st December ..-•••* c!i 92 
Average Rate for year . . • • • • * . 

In the Head Office books, the Branch Account balance at the beginning ol the 
vear was £6,502 14s. 6d. The Remittance Account stands at /,2,/bb. bs. lid. 
As Accountant to the firm, effect the necessary conversion into sterling and 
make the necessary entries in the Head Office books to incorporate the above 
figures. Show also the accounts in the Head Office and Branch Books 

respectively. 

31. F. Saunders files his petition. The following balances appear in his 

b00k cTh in hand, £40; Bank Overdraft, £200; Stock-in-Trade, £1,000' (ex¬ 
pected to produce £800); Machinery. £900 (expected to |produce £750); 
Trade Fixtures, £300 (expected to realize £100); Book Debts. Good, £300, 
Doubtful, £220 (expected to produce £100); Bad £120; Unsecured Cred 1 tors, 
T^ 500- Bills Payable, £1,000; Fully-secured Creditors, £-,o00 (who hold 
security value £3^500); Partly-secured Creditors, £3,000 (who hold:security 
value £1,000); Liabilities on Bills Discounted expected to rank, £-o0,. Grech 
tors for Half-year’s Rent, £120, and for Rates and Taxes (12 months), £20, 

Preferential Wages and Salaries, £50. - , 

Prepare Statement of Afl'airs. How much in the £ does the estate show 

approximately ? 

32. Phillips & Thomas, Ltd. 

BALANCES, 31st December 


Goodwill 
Trade Expenses . 
Freehold Estate (fac¬ 
tory) 1st Jan. . 
Models 

Rent received (House), 
half-year to 30th June 
last 

Coal and Coke . 
Salaries 

Additions to Plant dur 
ing year . 

Bank Interest . Ct 
Bad Debts . 

Legal Expenses . 

Petty Cash Book 
Loan on Mortgage, 4°/ 

Ct 

Dwelling-house . 

Sales Ledger Balances 
Purchases . 

Rates and Taxes 
14,000 £1 Ordinar 

Shares . 

Engine and Boiler 
Stock, 1st Jan. 
Travelling Expenses 
Repairs 

Returns Outwards • 


£ 

5,000 

246 

5,800 

150 


s. d. 


10 - 
768 4 
942 15 


240 

24 

189 

17 

120 


4,000 

400 

6,091 

37,960 

146 

14,000 

560 

8,215 

218 

158 


Discount allowed 
Preference Dividend to 
30th June 
Insurance . 

Bank: Current A/c 
Horses, Carts, & Flarness 
Subscriptions and Dona¬ 
tions 

8,000 £1 6% Preference 
Shares 

Extension to Premises 
(Factory) 

Bank Deposit Receipt, 
dated 30th June last 

al o /0 

Horse-keep and Cartage 
Machinery and Plant, 
1st Jan. . 

Mortgage Interest to 
30th June 
Discount received 
Cash 

Bought Ledger Balances 
Returns & Allowances Dr. 
Wages 

Bills Receivable . 

Bank Commission 
Sales . • • 


£ 

2,035 


s. d. 
4 2 


240 - 

76 9 
944 - 

229 10 


8,000 - - 
240 - - 


500 - - 
346 5 7 

2,164 - - 

80 - - 
842 5 4 
89 6 4 
2,481 10 3 
, 166 8 4 

5,878 2 7 
985 8 2 

52 5 7 
51,870 5 4 


85 14 
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payments— V CaSh ItCm * ^ 12 ° 6s ‘ 6d *’ “ pei Balan ces, represents the following 


Goods Bought 
Repairs 
Horse Keep 
Travelling 
Sundry Expenses 

and the Petty Cash -n hand 31st December is 


£ *• 
33 9 

27 18 

15 5 

24 15 

14 3 


d. 

2 

5 

7 

2 

7 


/. d, 


115 11 11 
4 14 7 


£120 6 6 


A. 31st December the Stock is: Good, £7,346 13s. 7d, Coal, £56 
Interest 5 oTWnT^ep'osh^Recei^t haTaccrued * b°! ^ 0USe ’ *}.°’ is d ^- The 

able in hand, £150 is known ?o H I a ^ tcd t0 be bad - A Bill Receiv- 
10° o on Engine and Boiler 5° on Marh' eprec,at j° n ls 1% on Freehold, 

to write of]’ one-fourth of the Extensions Arrn ^ PIam > and il “ decided 
as being worth £200 Sales I rrWr h i ^ cc . ou J lt > and 10 treat the Models 

are creditors incite Bought Ledf/r ^ £3 °° ^ BrOS > who 

figures. 5 g r £^ oW - Assume any other necessary 

IVovjde 5% Discount on the good debts. 

31s, P De e cember ng ACC ° Um - ^ 3nd L “ s Account, and Balance Sheet as a. 

( West Riding of Yorkshire.) 

Publishing Co°Tld., b ^C. e 3h, C De«X‘r d Th™ ^ °‘ ‘ hc Stambrld S' 
P a ny consists ol 10,000 Ordinary Sh-.rT, f rV n L om,nal capital of the Com- 
Shares ol £5 each.’ In addinon fo The n £ l . each ', and 4 >°°° «% Preference 
has a “Supply Department “ for the T p “. bl shl "g department, the Company 
publications P '° r ,hc salc ol ,be various goods advertised in its 

supply Mock at £4,500. k ’ ** ° n 3,S ' December - 4va> valued at £700, and the 

cnalters!ii toTonskferatfon—'^ atCOUnU ’ " is nccessa, T *° lake the following 

havmg'Teen Tade'bi' the pas, and D0Ub,ful ° ebtS is to be mad ^' provision 

// \ f | f • ft - ** ^ 

£1,600 ^ % deprecia!ion on furniture, etc., which cost originally 

commission 8 ' ° n lbe net profits ol ,b e business as Managing Director's 

W wTte toT o'nTSTd d oIThT G ^ ‘TTh^ C3Ch dc P arImc "‘- 

forward the balance. General Advertising Expenses and carry 

year ended 31st* December P f>ut to* dlvlc ! cnd ° r n thc Ordinary Shares lor the 
£2,000 to Reserve. This latter transfer^haTToTbee'n mlde^ a " d ‘° 

Account, a Suppiy% r ldinTanT Profit U and h T g and f>rofit and ^ 

and Loss Account for the year ended 31 , n Loss , Accoum , and a general Profit 
that date. yCar Cnded 3Isl December and a Balance Sheet as on 
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Copyrights Account 
Directors’ Fees • 

Calls in Arrear (being IBs 
per share on 20 Oi dinary 

Shares) • • ‘ 

General Office Salaries . 
Engraving Blocks . 

Rent, Rates, and raxes 
Stationery (General Office) 
Literary Contributions . 
Insurance . 

Goodwill . • * 

Supply Department Sales 
General Advertising Expenses 
Designs lor Publications 
General Expenses 
Publishing Sales . • • 

Managing Director s and 
Secretary’s Salaries . 
Dividend paid on 1 reference 

Shares \ 

Furniture, Fixtures, and 

Fittings • 

Publishing Department- 
Carriage . • 

Postage and Telegrams • 
Publishing Department- 
Advertising Expenses 

Trade Expenses • ■ 

Discount Account (debit 
balance) 


l 

18,000 

400 


10 

300 
150 
400 
80 
400 
30 
4,000 
17,000 
6,000 
1,000 
350 

5.500 

1.500 
1,130 

940 


140 

30 

150 

110 

10 


Cash at Bank 
Profit and Loss Account 
(Credit balance, 1st Jan.) 
Bank Charges 
Paper and Printing 

Subscribers (amounts 
ceived) 

Bad Debts 

Advertisements received 

Wages and Salaries 
Reserve Account . • 

Cash in hand 
Supply Department- 
Purchases 
Carriage . 

Trade Expenses 
Wages and Salaries 
Discount Account 
balance) 

Postage and Telegrams 

Travelling Expenses . 

Ordinary Share Capital 
Preference Share Capital 
Bills Payable 
Sundry Debtors . 

Stock, 1st Jan.- 

Publishing Department 
Supply Department . 
Sundry Creditors . 

Bills Receivable 


re 


(debit 


L 

1.760 

4,120 

10 

4,250 

40 

20 

4.100 

500 

3,000 

90 

9,OOP 
1,200 
150 
1,500 

30 

90 

60 

4,790 

20,000 

2,200 

3,220 

800 

4,000 

1,250 

190 


(London Chamber o/ Commerce.) 


uaiaui»w . i 

• i tA w ts registered with a Nominal 

34. The Pernet ManulacUirmg Co 000 ' Ordinary Shares oi £1 each and 

Capital of £200,000, divided into 1 3 Qf lhis Capital, 63,000 Ordinary 
10,000 6 % Preference Sharesof £> w the pub l ic and 20s per share 

Slic'd up^ The' w^eTf the Preference Shares had been issued and lolly called 

On 1st January, 1948 ^ the Company took OTer^the^a^e^ Sundry Debtors, 

K'. Sundry Credito^S’ Stock. £H.850; Machinery and Plant, 
10*890; Cash, £1,986. ^ ^ ^ satlsfied by the ,ssue 

A P 0O^' C ^ W Per net Co. Issued to the Lamia Co. as fully 

P o. I., 

sis .f .i* »- »■« »«-»•' 

. 32,765 

Machinery and Plant ^ * during 194 8 . . . ^56 

Leasehold Works 
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Manufacturing Wages ..... 
Profit and Loss Account (debit balance 31/12/47) 
Sinking Fund for Leasehold Redemption 
Sundry Debtors ..... 

,, Creditors ..... 

Stock (31/12/47). 

Factory Power and Light .... 
General Expense . . . , 

Purchases ...... 

Uncompleted Contracts (31/12/47) 

Unpaid Calls (Ordinary Shares). 

Returns Inwards ..... 

,, Outwards ..... 

Loose Tools ...... 

Machinery and Plant sold during 1948 
Management Salaries .... 

Machinery Repairs ..... 

Office Salaries ...... 

Directors’ Fees. . 

Office Furniture . . . . . 

Discount Account (debit balance) 

Provision for Bad Debts (31/12/47) 

Travellers’ Salaries and Commission . 

Carriage on Purchases ..... 

,, on Sales ..... 

Transfer Fees ...... 

Sales ....... 

Cash at Bank ...... 

,, in hand ...... 

Loan from Bank ..... 

Patents . 


£ 

86,968 

7,862 

8,850 

12,460 

35,503 

32.641 
3,642 
4,785 

76,495 

13,844 

500 

864 

3,241 

2,864 

5.641 
3,522 
1,267 
3,842 

750 

684 

174 

500 

6,894 

3.641 
4,846 

146 

169,159 

3,246 

1,187 

15,000 

20,000 


You are requested to prepare Manufacturing and Profit and Loss Accounts for 
the year ended 31st December, 1948, and a Balance Sheet as on that date. 

When preparing these accounts, the following matters must be taken into 
consideration— 

(a) No provision has been made for the Debenture Interest due on 31st 
December, 1948. 

(b) As on 31st December, 1948, the following items were due but not recorded 
m the books: Wages, £996; Office Salaries, £226; and Directors’ Fees, £750. 

(c) Manufacturing Wages, £541, were paid to workmen employed in making 
Loose Tools for the Company’s use, but the required transfer had not been made. 

(d) The Manufacturing Account is to be charged with two-thirds of General 
Expenses and Management Salaries. 

(e) Provide £500 for fine under an uncompleted contract now subject to 
litigation. 

(/) The following valuations were made as on 31st December, 1948; 
Machinery and Plant, £32,640; Loose Tools, £2,951; Office Furniture, £600; 
Stock, £28,740; and Uncompleted Contracts, £9,641. 

(g) Provide per cent for Travellers* Commission outstanding on December 
Sales, which were £13,960. 

( h) The Bad Debt Provision is to be made equal to 5 per cent on the Sundry 

ebtors. (London Chamber of Commerce — adapted.) 
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35. The following is the Profit and Loss Account of Roberts & Co., Ltd., tor 
the year ended 31st March, 1949 


PROFIT AND LOSS ACCOUNT 

£ 


To 


i y 

y y 
* * 

* y 

y y 
y y 
y y 
' y 


> y 
y y 
y y 
i y 


Advertising 

Bank Interest and Charges . 

Office Expenses 
Income Tax under Schedule 

A on Cottages 
Income I ax under Schedule 

D • 

Discounts Allowed 
Repairs to Cottages . 

Bad Debts written ofl 
Loss by Cashier’s Embezzle¬ 
ment 

Depreciations on— 

L case • • 

Plant and Machinery 
Interest on Loan 
Subscription to Local Hospital 

Ground Rent 
Net Profit 


1,276 
146 
51 


30 

1,830 

360 

16 

60 

200 

200 

200 

50 

5 

20 

4,444 


By Gross Profit 

Commission Receivable 
Profit on Sale of War Stock 
Rent Receivable on Cottages 


y y 
y > 


£ 

7,896 

842 

70 

80 


£ 8,888 


£8,888 


Prepare Income Fax Schedule D computation for 1949-50. It was agreed 
that £160 should be allowed for wear and tear ot plant and machinery. 


35 —(B. 1405 ) 



SPECIMEN EXAMINATION PAPERS 

» -i tn worked by students 

a 

TEST 1 _ , 

, , r , 0 000 6 per cent Debentures as Collateral 

1 A Limned Company has_issued/; , ? 

Security for a Bank Loan of £16, • Company's annual Accounts . 

LcX * ot ,at,on ; 

T During the yefr ended 31* JZ advance had been passed 

S r .ol C e d %£* £200, and 

SS.fi - 3 - «* lor as interest on caiis 

ln ffyoudo not approve ot the above loo'ooo’shares 

( 3 /, ThC cr P The°!vhofe k T.h^C; P ital was subscribed by the public and tu y 

Erectors ot the Company instruct you to tnittai ah the Share Certificates 

be \VhatAcuments^or othSrmatton, should you require be.ore passtng these 
Share Certificates as correct ? Locker Cards, as employed in the 

s ,i„ D D^,:'-'T, is:™ ~ 

~tstx w. 

consisting ot 100’(MX) “ A ’' Spleen, £ , C eXand 100,000 Ordinary Shares 

“t B ri 7 ea P c e h The whole of the “A’ o^^^Xhar^ were"’subscribed and fully 
ference Shares, -^90,000^ the per ^ Debentur es ot £100 

each,'lSO of which were ^ks cr |b^^and^fu^P^v^ as on 1st January^ 1948 a 

Jon^cToXher was carried^— ; 15, each 

a 3Ssss as 

of the amount 1 ’'(£15 986) being earned to a Reserve Account particulars , h 
fol L n wf d f LTan^tm “XteXoXhe books of the Company as on 31st 
December, 1948— * 


^ — — — 

Dividend on "A” Preterence Shares (to 30th June, 1948) 
Leasehold Factory Fund ' 

5 per cent War Loan . 

Sundry Investments . 

c♦»-»/'ir in 1-12-1947) . 


£ 
2,250 

119,517 

6,650 

6,650 

4,000 

Ol QHO 
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Machinery and Plant (31/12/1947) (cost £58,744) 

>> >> purchased during the year 

Directors’ Fees . 

Sundry Debtors 
Sundry Creditors 
Bad Debts Provision (31/12/1947) 

,, ,, written off 

Office Salaries and Expenses 
Travellers’ Salaries and Expenses 
Discount Account (Debit Balance) 

Factory Wages ..... 

Interest Account and General Expenses 
Office £) 

Cash in hand 
Cash at Bank 
Purchases . 

Purchases Returns 
Sales 

Sales Returns . 

Apprentices’ Premiums 
Motor Lorries . 

Loose Tools 

Insurance (Factory- £, Office £) 

Machinery Repair- 
Patents 


(Factory £ 


£ 

36,440 

3,870 

1,200 

21,480 

9,872 

700 

827 

6,391 

5,446 

475 

22,868 

3,978 

1,274 

8,786 

67,854 

927 

131,740 

321 

600 

6,382 

1,587 

870 

387 

20,500 


t Y ° U a arc rcc iuired to prepare the Company’s Manufacturing and Profit and 

Loss Accounts for the year ended 31st December, 1948, and a Balance Sheet 
as on that date. 

When preparing these accounts, the following matters are to be taken into 
consideration— 

(a) The Bad Debts Provision is to be made up to £1,000. 

(b) Machinery and Plant is to be depreciated as follows: Old Balance, 15 per 
cent; the additions are valued at £3,500. 

• ^ta Investments” are to be revalued at their present market value, 

viz. £4,800. r ' 

,, W The T St0C . k on fiand as on 31st December, 1948, was valued at £21,741, 
the Motor Lorries at £5,000, and Loose Tools at £972. 

• ; ' , actory Wages Account” has been debited with £58 advanced to an 

setUemenTof theclatm. the rCqUeSt ° f ** lnsurance Com P*ny. pending the 

°fr the ^Apprentices’ Premiums” covers the years 1949 and 1950. 
\s) A, ot the Insurance” item covers a portion of the year 1949. 

TEST II 

P resented accounts to their shareholders lor the year 

SfanJ hr D l C T ber l 9 ’*’ showin 8 a profit for the year of £19.784. and a 
b tl b oughl from the previous year of £3,745. * 

Account /20 nnm d . ?l\ t0 carry Z’ 5,000 to thc Reserve Accouni (making that 

PrpO>r/>n^ r • »* , ^ half-year’s dividend due on the 7 per cent 

. , e n a R! ta (i 50 >000); and (c) to pay a dividend of 10 per cent, less 

, n ie r inarv Capital (£100.000): and ( d ) to carry forward the balance 
to next year. ' 

° n j St i Fcb ^ ar ?» f 19 / *» tilc warrants representing the above dividends had 
rf”,* exception of those in respect oi holdings of 500 and 

100 Ordinary Shares, which remained unpresented. 

You are required to make the entries necessary to record die above particulars 
as on 1st February. 19... 
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, „ , r _u 1SSUC of Ordinary Shares at 
2. Submit the entries necessary to ieco your own details, 

a premium by an old-estabhshed company• Se > y ou find that £?■<>«> 

«^WS£tfSSS SS. ,« r » - » *— 

at a rate not exceeding a pci tent P' i a ““ u ^ u thal no cn tries regarding interest 

“ thC C ° mPanY ' laS made a l0SS ‘° r yCar ' 

ft ilEKnb' d^n^nr^"-n,s, what is mean, by 

into 50,000 5 per cent ‘ A 1 reierencc Shaics, - ^ ^ 3()th June , 1948, all 

Shares, and 20 U ,000 Ordmary Shares^ a £, shares, and 150,000 

the “A” Preference Shares, 100,OOU oi tne paic j with the exception 

of the Ordinary Shares had been »^utd < 1 15s ' ? Y shar e had been called 

of 60,000 of the Ordinary Shaics n Ac > c0unl After paying the dividends, 

% '^n^arX^in^ General Meeting held in September. 1948, 

was’ £17,343. . r . ,, . 5s Dcr sharc on the partly-paid Ordinary 

The directors made the “ ca ' ^ 94S> and the call was duly paid In 

Shares, the due date being 31st dividends were declared in respect of the 

January, 1949, the loMowmg mienm d'vtden^ daMi of Preference Shares 

half-year ended 31 ? t , D ? cem ^ ’ respectively entitled, and (A) on the Ordinary 

Shares "aMth^rate'of io^percentpL annum, calculated on the amounts from 

time to time paid up on the rcs P^|‘^ c r '^die entries recording the above, the 

“P-V’s books as on 30th June, 1949- 


Leasehold Premises • • ■ 9 .g 

seKS’ au »,»« 

Premium on above policy (paid 31 3 1. O 
Directors’ Fees . • ' 

Plantand^ Machinery, 30/6,1948 (cost, £61,000) . 

Sundry Debtors • 

Sundry Creditors • * ' 

Bad Debts “off, to be: charged against Provision 
mcorneTax Reserve. ' ' 

Salaries and Commission 
Discount (Dr. Balance) 

Office and 1 rade Expenses 

Gross Trading Profit . 

Cash at Bank and in hand 

Goodwill 


£ 

40,00U 
13,200 
13,200 
1,200 
1,500 
103,523 
38,000 
84,560 
23,552 
750 
372 

8.290 
3,342 

7.291 
1,175 
2,368 

47,537 

27,391 

75,000 


UOOUwm • 

(A) The Bad Debts Provision is to be made up to £o0U. 
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( c ) The Policy Account lor redemption of the Lease is to be debited with 
interest at 3 per cent per annum on the balance from time to time standing 
on the account. 


TEST III 


I. A and B are in partnership sharing profits and losses as to two-thirds and 
one-third respectively. No complete system of book-keeping is in operation, but 
the following statement is presented to you as representing the position of the firm 
as on 31st December. 1947— 

Assets 


Freehold Property 
Furniture, Fixtures, etc. 
Plant and Machinery 
Stock . 

Debtors 
Cash . 

Bills Receivable 


Liabilities 

Creditors. 

Loan on Mortgage on Freehold Property . 


£ 

£ 

5,200 


500 


3,950 


4,750 


4,550 


530 


120 

19,600 


3,760 


3,000 


6,760 


Surplus 


£12,840 


Your examination of the firm’s records discloses the following— 

{a) That A’s share of the surplus was £9,200 and B’s £3,040, the balance 
representing a loan from Mrs. A which was repaid on 30th September, 1948, 
with interest to date amounting to £24. 

(b) That during the year ended 31st December, 1948, A had drawn on account 

of profits £1,000 and B £750. and that A had withdrawn, on 30th June, £500 of 
his capital. 

That on 31st December, 1948, Debtors amounted to £5,760, Stock to 
^, Credit ° rS to £ 2 »980, Cash to £590. and Bills Payable to £500. 

W i^ at * oan on Mortgage had been reduced during the year by £1,000. 

( e ) That there was a minute signed by the partners agreeing to charge 5 per 
cent per annum on partners’ capitals (but not on drawings) and to write off 

per cent from the value of the Furniture and Fixtures and Plant and Machinery. 

You are required— 

i QAti to prepare a statement showing the amount of profit made in the year 
o, and its division between the partners; and 

9 o out a balance Sheet as on 31st December, 1948. 

^ a ^r- St December, 1937, an English trader had debtors in France who 
WC l ot 1^2,320, of which the sterling equivalent was £990. During the 
Q . st December, 1938, he sold goods to debtors in France to the value of 
res. J88,J10 (of which the sterling equivalent was £5,713) and received from them 
res. i,u/b,280 converted on receipt into £6,257 The rate of exchange on 31st 
December, 1938, was Fes. 175 to the £. 

Prepare a Total Debtors’ Account in sterling and in francs from the above 
information, and explain each entry in it. 

lain terms of an issue of Debentures oi £20,000 made on 1st January, 

, at a discount of 5 per cent, a sinking fund was to be created by setting aside 
out of profits an equal sum on 31st December in each year to be invested at 
compound interest. 

Taking the annual amount to be set aside to be £1,600 and the rate of interest 
to be received upon the investment to be 3£ per cent per annum — 

(a) Give the Sinking Fund Account and the Investment Account for the three 
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years to 31,t December, .948, and show 

^=:^r.Lted when repayment of the 

debentures takes place. (Inu>mc 1 ax tfJ >c anc j paid cost oi erection 

4. A company purchased a machine I ^ that the machine would last 

£100- Al lhe d . a * °‘ J^dded to create a Depreciation Fund to be invested in 
fifteen years, and it was . replacement oi the machine. . 

gilt-edged securities to prm dc ioi tl 1 .^ ^ ^ dccidcd lo stra p the machine 

Before the expiration of the - design The cost of scrapping the 

and to replace it with one o! m d erection of the new machine 

machine was £20 and the cost oi P" r ™™*f^ r £ worth £50, were retained 
was £2,300 Parts oi the old machine, o * ^ of scrap ping the old machine, 
and the balance sold as scrap or_£ • * ^ 350 an d was represented by gilt- 

ftStSSr 3S.T3 « Tto. — — 

for £1,560. d accounts concerned. 

<* Balance Shee, o. a bank- 

<a) Liability ol Customers lor Acceptances Endorse- 
ments. and other Engagements as per Contra . 

th\ Money at Call or Short Notice . • • . | 

\ b c ) Current Deposit and other Accounts, including 

provision for Contingencies . 

Explain the meaning of each of the abov £ 

6 . Explain what is meant by the expressions 
(a) “An appropriation of prom. 

T.,2 ZSZ2&Z&*' wly! 

(i) Directors fees. 

(ii) Debenture Interest. 

(iii) Bad Debts Provision. 

(iv) General Reserve. 

(v) Di\ tdends pat Stoc k on 31st March, 1937, 

7. James Coll.n ^ A u> 1937 , he sold £1,000 of 

at 106 per cent P lus Br ° k ^ kj| half-vcar’s interest (without any deduction of 
the Stock for £1.000 net. A lull al. year in, ^ thc Lcdger 

tSS&jSSSSi ZS&Sl-Li. Balance ,„e — - « 
30th September 1937, Collin '"" un “*J on forfeiture ol shares through 

TEST IV 

l A and B are partners m business, keeping their books on a “single entry 
system. Profits arc P shared equally and a Balance Shee. was drawn up as on 

31st December. 1947, as follows 


17,814,155 

25,386,114 

290,146,317 


Creditors . 

Capital Accounts— 

A . 

B . 


£ 

918 


£8,233 

5,996 


14,229 

15,147 


Motor V ans 

Fixtures and Fittings 

Stock 

Debtors 

Cash. 


£ 

2,300 

660 

7,240 

4,119 

828 

n.S 147 
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As on 31st December, 1948, the floating assets, etc., were valued as follow 

Stock .... £7,312 
Debtors . . .4,361 

Cash .... 932 

Creditors . . . 1,104 

. rr^ S n dUr ^- 19 , 48 a , m ? Unt f? £' 2 . fi62 anJ sales to £1 7,108. Examination 
i h D' ,aS n-a disclosed that A s drawings during the year amounted to £900 
and 13 s to £7M), and a new Motor Van had been bought for £550 

at f2 S 4nf» reed l ‘, h |f' r- 0,1 31S ' t ^'™. bcr > 1948 - the Motor Vans are to be valued 
at £2, 4 °0 and the Fixtures and F.ttings at £620. Ascertain (a) the gross proht, 

(A) the expenses (other than depreciation), (c) the net profit for the year, and 
(d) the partners Capital Accounts at the close. 7 

2. A trading concern divides its Sales Ledger into two sections, Town and 
Country, each being self-balancing.” The following were the material figures 

of Aprif /9° m —* ,C b °° kS m conncxion with the monthly balancing at the end 


Ledger Balances— 
31st March 
31st March 
30th April 
30th April 
Sales lor Month 
Returns 
Cash received 
Discount allowed 
Bad Debts written off 
Bills Receivable . 


Dr 

Cr 

Dr 

Cr 


Town 
£ s. d. 
3,175 9 8 
22 3 6 
3,370 10 11 


Country 


19 

1,933 
48 
1.508 
32 


5 

16 

3 


9 

9 

6 

2 

7 


£ 

1,942 

5 

1,873 

5 

1,408 

53 

1,391 

21 


s. 

1 

9 

19 

9 

16 

3 

7 

2 


150 - 


6 18 


d. 

6 

3 

9 

3 

3 

2 

10 

6 


Draw up the respective Adjustment Accounts and suggest any inferences which 
you consider may be drawn from the result. 

3. The necessity to provide for depreciation of a fixed asset may arise from— 

(a) Wear and Tear; 

(b) Lapse of time; or 

( c) Obsolescence. 

of examp^e^ dlstlnguish between each ol these, illustrating your reply by means 

4. Name, and explain the uses of, six statistical books or registers commonly 

*ept by limited companies. Mention in each case whether the use of the book 

in question is compulsory by statute or not. (At least three of the examples you 

select should be statutory Rulings are not required, but it should be clearly stated 
what information should appear.) 

5. Z Ltd., whose head office is in London, has a factory in Paris. All sales, 
however, take place in England. 

As on 31st March, 1939, the following Trial Balances were extracted from 
the books— 

Trial Balance—Paris 


Stocks, 31st March, 1938 
Purchases 

Wages and Salaries 
Manufacturing Expenses 
Creditors . 

Head Office Current Account 
Remittances from Head Office (£26,700) 
Cash at Bank and in hand . 


francs 

francs 

1,164,870 

3,499,632 

1,146,825 


188,820 

1,110,006 

181,638 

4,773,186 

64,683 


6,064,830 

6,064,830 
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Trial Balance 


—London 
£ d. 


Share Capital, 50,000 shares ol £\ 
Profit and Loss Account— 31.3/D3N . 

Stocks, 31st March, 1938 

Sales •••■*' 
Sundry Debtors • • \ n ’ 

Shipping Charges, Insurance and Dut> 

Dividend paid • 

Freehold Buildings . 

Plant and Machinery 
Fixtures and Fittings • 

Office and Showroom Salaries and 

Wages 

Sundry Trade Expenses . 

Paris Current Account . 
Remittances to Paris 
Cash at Bank and in hand 
Diicctors’ Fees 
Sundry Creditors • 


13,‘271 - 

14,376 5 

5.471 10 

2,500 - 

15,000 - 

8,100 - 
1,220 - 

2,365 - 

1,736 17 
1,009 2 
26,400 - 

4 160 12 
300 


£95,910 6 - 


L *• 

50,000 - - 

3.172 8 - 

42,318 10 - 


419 8 - 
£95,910 6 - 


e S MaS"® ' S an-Il"an«'Sh«fi-n thaTda.e'ha^ng regard to 
the following information and , 80 , rancs to lhe £1 

8 ~~ 

: /fan*- 

Th , „„d IUM »> to te fcprrf.rf .. 10 P«r ...» ,.d lk» 

Fixtures and Fittings at 5 per cent. t tnnce » Accounts represents a Bill 

o. £300 a hS 0 - So-don. discounted by the Paris Branch 

but not yet matured. 

(*) Ignore income tax. 
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EXERCISE 1 

(1) (b) Profit on Exchange £5. (2) To find the gross amounts, add on ( J. 

1 V and * respectively (31 Discount = £4 6s. 8d„ Commission = £4 10s. 
i, jfr, io ana S 1 u ■ r4>n - ,r c = H a/uc 3 Cheaues not cleared, 


"r’s charges and cash! To H Smith; Sundry assets. To H Ham- (.3) Total of 
TB £1,542 18s. 6d. (14) Total ol T.B. £25,062. (la) lotal of T.B. £l,ha0. 
(18) B.S. total £21,970. 

EXERCISE 11 

cross ProfU W ™ 

(1) £19.484 £5,419 2s. £2 /,3/- dk;ii;«c /fi 954 11s 


(2) £10,310 

(3) £5,873 0s. 10d. 

(4) £5,750 18s. 4d. 

(5) £18.592 


Trial Balance, £211,240 n ,, 7 , 

£.850 14s. £60.891 4s. 

£1,3.8 Us. 10d. £36.986 Is. 10d. R* ? f».279 ... 3d, 


Capital Accounts 
Brown £7,215 9s.; 
Phillips £6,954 1 Is 


£954 16s. 4d. £21,431 

£11.057 14s. £34,841 


(6) £1 946 7s. 5d. £500 (loss) 


(7) '£7,042 

(8) £15,890 

(9) £5,860 

(10) K 4 - 650 


£1,214 5s. 9d. 
£3,753 9s. 
£1,JT29 4s. 
£8.710 
£688 


. Baxter £9,937 0s. 7d. 

£21 431 18s. 4d. Lewis £6,919 11s. 6d.; 
L Smithers £5,o58 6s^ lOd. 

£34 841 Rocklyn £16,110 17s.; 

Farmley £15.650 3s. 

£11.566 11s. 7d. W. Price £5.334 |6s. 6d. 

E.Ackworth £3,2 /1 15s 

1 26.972 16s 9d. Perry £9,672 11 s. 6d.; 

Ruston £7,781 14s. 3d. 

1 44 391 Kingsley £22,990 6s. 

Larke £11.523 3s. 

£31 639 4s. Ramsden £12.379 12s.; 

Brookes £7,267 12s. 

£27 160 A £12,984; B £12,984 

* ’ C £192 

£25 692 £8,994 each partner 


. rttoo ns 692 £8,994 each parinei 

<U) £ ' ' Trial^Balance, £61,784; Capital, £9,000 each. . 

(12) £9,010 5s. 3d. £4.311 10s. 7d £40,316 7s. Id. Oakley £ W/726 Us. M., 

,13, £8.089 .7, £5.979 18s. 2d. £12,7.0 5, 10d. |^ep W,7TO 19, .^. 

(Interest on Drawings; Shepherd £10, Elkington £8 2s. 6d.) 

i ml ka* #>« t 

Cr. £192 16s 2d (20) Bad Debts Provision balance £950 11s. 


Gross Profit 

(21) £3,100 

(22) £6,425 
(24) £4,734 


Net Profit Total of BIS 

£1,087 18s. 4d. £9,045 

£3,650 £30,670 

£1.849 2s. £20.410 12s. 


Capital Account > 

£5,815 

Black£6,525 , White£3,575 
Slander £9,748 11s.; 
Backbite £7,512 1 Is. 
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n5 P 3?l ?GP !°’ 0 r 4 8 mfi It & 8> ,5 a n ? 0Wing £4 ° 8s - ,ld - < 29 ) finance £3,190. (30) 
Capital £count £ ' " S ' (35 ' 950 Us ' 6d ' B/S tdtal 6d! 

EXERCISE IB 

(^) (a) P. & L. Cr. £57 12s. 2d., and Dr. £23 I9s. 4d. lb) P. & L Cr £33 12s 10ri 

net profit^926° (5) B ^ nce S,ieet totals £7, 903. * (6) Adjusted 
ir\ J?Ai)\oAn, !,?; L d - (8) Remaining difference 10s. (9) la) 334% (M 50°/ 

( ) and (d) 20 /? (1 1 ) See pp. 292-3 of textbook. (12) Gross Profit £737 l*0s shrink- 

sKeT Wio^^)40 tO 5 n s S - 3 i 13, n GrOSS ^ Net Profit£1,177 I^’eUSS* 

C8 /^ g t^ 

eontnrv iv\ r, , a 'y» divisible equally in absence of agreement to the 
contrary. (2) Consignment A/c balance treated as a loss) " ' ' 

Profit /On J e - sllI i’/ 2 ; )3 2s - 4d - ,n °re profit. (19) Gross Profit £3,824 5s. 10d., Net 
7 < \Ur\ IO °rl ShPCt £ 10 ’ 685 8s - 5d.: Capital A/cs: Pearson 

0/1 ?4 800 'Vi m S /n g ° r £?’ ° 4 lls / - 10d - ( 20 ) (a) £3,500, ( b ) £2,760, (c) £3,500, 

f 9 200 ^ Current A/ R g r .l, 21 ) Balance £829. (24) Z. Cobb Capital A/c 

- r ' u [ r . nt , ( c £ 183 , R. Cobb Capital A/c £o,000. Current A/c £614 Dr 

/240 Storey c’altital^v/n oiw' r ,2S) Re a der ’Capital A/c £3,000. Current A/c 
/.i 0l oiorcy, capital A/c £3,000. Current A/c, £40 Dr (27) Totals £34 14s 8d 

{,f , Rcve^e Pre[ ;;'// l £rp 9 ita | Pr0fit “ d ^ A/ ‘ ^ ™ <*> ^ (^R™. 


EXERCISE IV 

1947^^6- P TM 8 £ ‘n , 5 n 7 q ; T l f ? r ° fit £ 8 ’ 220 . Batence sheet total £267,205. (2) 
/■l 429 16s '¥;• CS f , fe S? ow J . n 8 £ 135 = £902. (3) Net profit, Frost 

£618 |f ’Profi A ' m'! r r ’ Frost £ 1 (J J 86 16s., Snow £3,923 4s. (4) Profit 
total /I 656 r °/inPp°L 16) Gross profit £613, net profit £268. Balance sheet 
13s4d’^2) CriJ r ° L a rr ,V,? SS Dr • £ 2 ° 4 10s - (H) Profit and Loss Dr. £192 

Capital A/cV'/7 G |78 of J ^* 62 1 9 ‘ Bal . ance Sheet total £17,741. 

as all thr> ')rHii'ctmn S £ 6d ‘ and £ d, °0- 17s. bd. Both Provisions treated as new ones 
* a . » adjustments appear to have been made. (13) £6 183 2s (14) Differ- 

total £4 9 ° 7 kS ^ 9s ‘ 9d (15) Gross P rofit £ 2 . 5 °0. net profit £700. Balance Sheet 

EXERCISE V 

of/* vo^rlv^- 0 /ais ° fo Ch S“- /c ! 2 l Bate 25 % P-a. (approx.). (4) Amount to write 
12s 9d ^ 7 ) if n, j 2s ' 9d : depreciation Fund annual instalment = £245 

as to their ip-it dec f ease ls merely temporary, make a note on the Balance Sheet 

a Reserve to rovlr^f^^^ 10 ^- If f “ likel y to be Permanent, write off, or make 
appreciation <r\ tk‘ R° credit should be taken in the Profit and Loss A/c for 

manner to StorL 8 ^® 7° S / t ,°o Cks , should be entered in the Trading A/c in a similar 
and Loss - £2 60ft m t Balance of old Machinery A/c to write off to Profit 
A/c- 1st methnH /, N ew M^hinery A/c Dr. £8,850. (15) Balance of Machinery 

cost- 9-71 V o h f? h;1;’ 74 1° S ‘’ 2nd rnethod £1.590 10s. 4d. (22) 8 % off original 

original cost of Mr h nisklr {5 annua ! balance. (24) Write off ( 1 ) £90 a year from 
value of each machine 2 ff 2 ?’ 5 ^t (approx :> annualI y from diminishing 

each year. (29) Cost of cinsols = £C275" ° Uase each V** J write off^of Patents 

EXERCISE VI • * • 

ix Inte^csf^^^i/^i^V T^ iH Stam P 8s - i vi Interest £3 10s., Bill Stamp 4s.; 

1 Is 6d mrl'uitu ( , 3) {a) I 4 l f oun t £1 Is. lid.; (b) Discount £1 7s.; (c) Discount 
St imn 2 ? Dario we & Walsh’s account £114 Is. 7d. (5) (a) Bill 

de 4 b AP nl - ( 6 ) 30th June: Cash £112 10s., Bad Debts £337 10s. 

Hills I^rfivn?r S 1 R n °L f ion 0 / , (8) Debit bala nce of A’s account £3,552 10s. (9) Total of 
n e n ? i , B o°° k ,rf? 74 o^- ld - total of Bills Payable Book £1,033 14s. IOd. 

9 nl ,1 1 * n- 95 ‘ i°?i’ - B,U Stam P 2s -5 ( & ) Interest £3 2s. 10d., Bill Stamp 3s. 
(12) Bankers Discount £1 os. Od. (Tenor of bill taken at 3 months.) ( 13 ) Total of 
I rial Balance £839 3s lid.; Discount on J. Moulton’s Account = £1 2s. 6 d. (14) 

A h if r?ft C | P fii 7 s ; 8d ‘ 5 total of Journal entry £47,286 9s. 2d. (16) Net 

V 8 ® d -_( I 8 ) J«) Amount of Invoice £478; ( 6 ) Dr. balance £28; (d) 3s. 

(19) Interest £9 15s. (20) Balances £7 2s. 4d, £71 6 s. 6 d. (23) Petty Cash items 
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P20 /3 5s.,£l 17s. 6d., £2 14s. 9d., and £1 17s. 6d. (25) Total of invoice £57 ; Ibbetson 
& Co~ Dr. £d 7 ; Coal A/c Cr. £52 10s., Wagon Hire A/c O. £4 10s.; (a) Commission 
<1 2s. 9d., Interest 14s. 3d., New Bill £58 17s.; ( b ) Commission las. 6d., Interest 
6s. 6d., New Bill £39 19s. (26) Gross Profit, Factory £3,725, Shop £3,000; Net Profit 
£3,966, Balance Sheet total £15,073; Capital A/c: Walters £7,942, Smith £4,391. 
I'll) Gross Profit, £9,537; Net Profit £6,276 Pis. 6d.; Balance Sheet total £2a,423; 
Capital—Wilson, £9,929 11s. 3d., Bookman, £7,530 8s. 9d. (28) Total of Invoice 
/512 10s., Ricksmith, Pigg & Co. Dr. £512 10s.; Screening A/c Dr. £25; Coal A/c 
Cr. £375; Wagon Hire A/c Cr. £37 10s.; Carriage A/c Cr. £125. (30) No; because 
of the very unequal charge against profits in respect of the same asset, viz. £90 p.a. 
in the earlier years and £220 p.a. in the later years. As £90 p.a. with interest is 
sufficient to raise the capital sum, Profit and Lo>s should not be debited with any more ; 
the payments to the Insurance Co. should be posted to the debit of a Policy A/c to 
be treated as explained in the textbook. 1 he £2,400 should be utilized to provide 
£80 a year for 30 years towards the £220. 


EXERCISE VII 

(1) Net Profit £149. 2) A/c Sales £1,729 8s. 6d.; Net Profit £710 9s._6d. t 3) Net 

Profit £88. (4) Profit on Venture £268 1 Is. 6d.; Amount due to Tohm £579 4s. lOd.; 

Amount due to Fricdley £387 11s. 3d.; Cash balance £966 16s. Id. (5) Net Profit 
£162 Pis. 4d. (6) Profit on Venture £1,960. (7) Net profit £15,406 13s. 4d. Divi¬ 
dend of £240 14s. 7d. per share. (8) Net profit £3,248 4s. 4d. (9) Net profit £8,697 
10s. lOd.; Dividend £142 18s. 1 Id. per share. (10) Profit £530 11s. 2d. (11) Rev¬ 

enue A/c Cr. balance £26,217 7s. 9d.; Net Revenue A/c Cr. balance £23,661 3s. I0d.; 
Balance Sheet £198,167 8s. lid. (12) Hansard Estate A/c Dr. side (8 items) £4,139 
0s. lOd.; Cr. side (2 items; £1,355 18s. 3d.; Shirley’s A/c Dr. £950 15s. (13) Net 

Profit £500; Total of Balance Sheet £26,500; Capital A/cs: James £2,050, Edwards 
£4,100,"Morrison £8,200, Peters £6,150. (14) Profit on consignment £125 15s. (15) 

Profit on Consignment £39 15s. 5d. (16) Net Profit £134 3s. 4d. (17) Loss on Joint 

A/c £10 7s. 3d. (18) Cash Balance £480. (19) Profit on Consignment £365; L.R 

owes J. M. £615. (20) Duty £212 16s. 2d., commission £44 0s. 6d. sight draft £325 
16s. 5d. (22) Profit on Exports £1,190, on Wool £3,850; Loss on Consignments 
£1,050. Interest on Loans to be debited to the Wool and Consignment A/cs; Net 
Profit £1,190; Total of Balance Sheet £11,396 14s. 10d.; Capital A/c £1,896 
14s. lOd. (23) 2s. a load. (24) (a) Discount £1 14s., Commission £1 14s.; (6) New 
bill £173 7s. 4d., Discount £1 17s. Id., Commission £1 17s. Id. (25) Net proceeds 
£1,076 17s. 6d. (26) New bill £578 17s. 2d. (27) Total of Account Sales £254 17s. Id. 

(28) Sight draft £738 11s. 5d. (29) Net profit £155 Pis. 5d. (30) Profit on venture 

£143 9s. 6d., Day owes Robson £748 19s. 4d. 


EXERCISE VTII 

(1) Baiance oi Interest Cr. 16s. 8d.; by days 15s. 7d.; Balance of A/c Cr. 16s. 8d. 
or 15s. 7d. (2) Balance of Interest Dr. £11 10s. 6d., Balance of A/c Dr. £361 10s. 6d. 

(3) by Months, Balance of Interest Dr. £1 5s., Balance of A/c Dr. £21 5s.; by Days, 
Balance of Interest Dr. £1 4s. 4d., Balance of A/c Dr. £21 4s. 4d. (4) Balance of 

Interest Dr. 13s. 2d.; Balance of A/c Dr. £22 13s. 5d. (5) Balance of Interest Cr. 

2s. lid., Balance of A/c Dr. £95 10s. lid. (6) Balance of Interest Cr. £3 4s. 2d., 
Balance of A/c Cr. £178 0s. 4d. (7) Balance of Interest Dr. 15s., Cheque in settlement 

Dr. £255 19s. 9d. (8) Balance of Interest Dr. £1 3s. 8d., Balance of A/c Cr £93 

0s. 4d. (9) Balance of Interest Dr. £3 Pis. Id., Balance of A/c Dr. £146 14s. (10) 

Balance of Interest Dr. 13s. 5d., Balance of A/c Cr. £172 4s. lid. (11) Interest Dr. 
£9 13s. 7d., Total of A/c Dr. £399 13s. 7d. (12) Balance of Interest Dr. £1 6s. 4d., 

Balance of A/c Dr. £36 5s. lOd. (13) Balance of Interest Cr. £8 14s. lid., Balance 
of A/c Dr. £188 13s. lid. (14) 27th July. (15) 11th July. (16) 20th Sept. (17) 22nd 
Oct. (18) Interest Dr. £7 0s. 7d., Total of A/c Dr. £304 0s. 7d. (19) Elliott must 
pay Pine £150 12s. lid. on 1st Nov. (20) Balance of Interest Cr. £61 12s. 8d., Final 
Payment Dr. £1,811 12s. 8d. (21) Profit on Consignment £131 9s. 4d.; Bailey & Co.’s 

A/c Dr. £545 12s. 8d. (22) Net Loss £124 4s. (23) Proceeds of Consignment in our 

books = £812 18s. 2d. (£750 2s. 9d. + £62 15s. 5d). (24) A/c Sales total R,. 5,680 

= £437 16s. 8d. (12 pies = 1 anna, 16 annas = 1 rupee); Net Profit = £48 4s. 2d. 
(25) Consignment A/c (total) Dr. to each of the items mentioned. (26) In Johnson’s 
books, Loss on Consignment = £5 8s. 1 Id. (27) Net Loss on Consignment £53 2s. Id. 
(28) Profit £68 5s., C’s share £22 15s.; D’s share £45 10s (29) Profit on Joint A/c 
£586. (30) Net Profit on Joint A/c £27 2s. 3d. 
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TnVR £ r 63 10$ - ; Capita A/cs: Graham ?4 129 15 vvT 46 7s ‘ 6d ‘> Glance 

Tna, Balance totals: Bought Ledger £1 552 1 s'- c VV, r nd <: r £ 4 ,129 15s. (14) 
General Ledger £7 804 19s «h m si -r • . i? . d *» Sales Ledger £1 269 18s M • 

10s. 4d., Sales L?dger /83i i3s lirL"" ,^ a,ance tota,s - BSugfit Udger /614 

Sti es r Led L «er73§6 35 , 5 2 4 %h T -'^fn« 

lbs. ( 17 ) Profit/1H4 l«c f JZb 12s. 4d.: General 

J f20) T ? a . I , A/c ba,ance £300. (19) Balanw o?Sales LC a S 5 A/c baJance £12,820; 

mkliln n £ 3 c’J 00 - f 23 > Amount ol Invoice £3 J? l of?*?* ■ Ad J ustr ? 0 en 0 l A/c £2 582. 

i l‘s> Si fC 6 '”“ s* 

<«.U4«.26, 

12) Sn EXERCISE X 

(Cash in hand £315 °1 oT°; Capita* A/c^l^sf 2 ^ if aJa , nce fheet total £1,315 10s. 

dure £ 30. (4) Surplus of Revenue A/c h '14 \ p Ur , p us °* ^come over Expend- 
Capital A/c £650 7s 6d (5) Surnh.c /? r 5s; Ba,ance Sheet total £1 717 15s • 

?6 247 0t n C9 i\’° 89 7s - 7d G Capital A/c £ 88°573 L ^nditure A/c £545 12s. 9d.';' 
£b ’, 247 1 ,s - 4d - I Net Revenue Cr. £3 397^1 Is 4 H ^ A/c Cf * ba,ance 

fi 1 d A E ) X /f ndU , Ure A/c Deficit £43 13s 6 d B/S /7 { 5/23 J 7s - 6d * < 7 j Inc °me 

/■4 72« d 7 ^ Mn rge to Bad Debts A/c £110fs (' 3s. ; Capital A/c £6,437 3s. 

ll; # (I0) Sur Plus £230 18s 7d q 'n'fr £j> 74 ,2s * 6d *J B /S 

J4s. (11) (a) Heading should be Income mH i ,963 i 7s ' 4( ,; Capital A/c £1,488 

ixpenchture on wrong sides; (c) Furniture shonpf D end,t HJ' e A /c: ( b ) Income and 
ar S ec as expenditure; (d) Stocks o S Lntv t b capitalized, only depreciation 
should be deducted ; (e) Sundry profit^and ^Tnte y r , e^ r 0 K ,S, ?i 1 l C,ot bing, etc!on hand 

be Boss . shou,d he last item on ^credit side !) Fvf h ° U ! be more ful| y explained; 

If T ^ pre f d over 3 to 5 years; (h) Account wo.Ort 3< . )rd,nary expenditure should 
" Band Expenses includes rJt ;„°* Unl vou,d ln *atter case show a surplus* (*) 

5s Se sA { ]V Surp,us £210 9s 5d (13) S Ralanri S nf U r '? tter shou,d he treated as an 
12th d A ( 4) Ba,ance £221 0s. 4d. (15) n n“ ?! hand and at Bank £ 273 
15s ^ 19 ) Amount of Invoice £61 I'k £1 • r 7 ° S * ™ ust be drawn payable 

£19 h 16 Uri 8 discount'£1 ^8s 1 2d al ?tobe 0 t orn (22/£2, 685 'on 

® ic s,f sjasaiwst a *»««a 

^ ,0d - : ^ - A^un^t r /^f 0 2 s. fr (30) « 

maii 7 P ? fit: 1 1 6 ’?.? r' 4d V Carpet Depi. £3,368 6 s. 7d.; 

malizod, proportions of expenses are ft 08 ? 1 ^ ept * £ l4 43 5s. 3d.; if deci- 

, ln £ s. d. shows at once hot d 8 ~ 8 and B or § and inspection 

S' 9 t -/. rd | and one-third of the total s!le! er ’ tha ! departmental turnovers are 

® 6 , 6s ; ld - Net £7,436 3s 3d • Scdes n res P e ctiveIy. U) A Dept.: Gross Profit 

6,48o 19s Id.; Percentages of Gross IVnfif P V Gr0SS Profit £ n - 819 Id., Net 

2319; Percentages of Net Profit on T^rn! Turnover: A Dept. 22-52, B f)ept. 

Departmental Profits: No. 1 £151 111 IT o RVZ'a 9 ' 17 ’ B De Pt- *3-82. (5> 

No. 4 £221 8s. 5d., No. 5 £256 19 s 1M ' 3s * ,d *> No * 3 £ 195 4s * 7d *» 

12s 6d.; Capital A/cs £2,124 3 S kmI K Ne Lt Pr A ofit ^ 902 2s * 8d l B/S £6,399 

3 s. lid., Net £10,931 9s. 8d. • B Dent ^ ^ Dept ‘ : Gross Profit £26,080 

9s. 6d. (7) Hair Cream: Gross Profi/'/A ^ r i°?o Profit £ 15 * 660 I2 s. 2d., Net £5,561 

Powder: Gross Profit £9,730 4s. 3d f Ne£ 4, /-9 2 Lo 8 o 6d ’’ Net £ 3 ’ 582 Ils * 9d *»* Tooth 

Cars £3,225, Accessories £858 6s 7d Rpna 2,b9 /oa S iJ° d A ^ Gross Profits: Motor 

4000 os. /d.. Repairs £89 !6s. 2d., Hire Cars £144 3s. 4d.J 
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Net Profit £3,324 Is. 40. (9) No 1 Dept : Cross ProfiU.44 ,S'^5s.^ et^ 15,7M 

1 Is. 8 d.; No. 2 Dept.: GrossProfi*£--.831 5s. j <»•.* £55 534 4s> 8d ., 

Profit £17,983 12s. 6 d., £ 710 12s lOd (10) Departmental Profits: 

Brown £41,202 17s. Johnson ,^ 3 ?;' Win O />53* 11s ,0d. E £268 5s. 4d.; Net 
A £258 3s. 8 d., B £3o9 6 s., C £y - *• Capital A/cs £3,745 15s. 10d each. 

Profit £1,316 1 Is. 8 d.; B/S £ 10,888 Is. 2d.. ^5.025 / s. ; Y Dept.: Gross Profit 

£33,495 Us Pt 6 d., nS?£7,378 9s 2d. Fish paste: Gross ,6* Us. 8 *. 

Hire Cars £100 6 s. 2d.; Net Profit £4 3*, 9s s 10d . ; Net Profit 

£626 ^Os.'3d!> *«*•. CaPj|al A/c £7,627 6 s. 5^ <15, Gross Profits: 

Engine Dept. £2,529 12s. 5d„ ReP»“*DffrHs l 0 d Net £2,849 14s. 3d.; Retail 
(16) Works Dept.: Gross.Trading P^t £4.663 Hs 10 ^. Ne ^ profit £7 451 

Dept.: Gross 1 radmg Profit £( , 8 .._ • » fi ^ , )7 2 0s. Id.; Profit before charging 

3s. 7d. (22) Net Profi £lo9. 23 ) Gross PrO p ht^£4,074^ ^ ^ Merr lher . s 

Interest on Capital £\,nb jds. 3d. /- 2 1.746 6 s. 7d.; Capital A/cs: Mildred 

Bonus £213 6 s. Id., ° • /fi025 13s 2d (24) Materials Consumed 56-37%; 

£9,083 4s. 4d Merryweather £6 02o 1^ ^ Net Pro ht 6-33%; 

Wages 23-72% ; Gross Profit 2|;3 f fcj™ bill £101 5s.; due date 

2i e s\ ApiT^ Ba^nce £30 ‘l 7 s 128, £4of 17s. 6 d„ £413 10s. (29) £2,630 12s. 
Difference £10. 

EXERCISE XII 

(2) Balance 01 Drawings A/c^ansterred to credu ol Capua. A/c^l7y nyd. 
(3) Total of Balance Sheet £8,020 Capital A,cs t g Profit 

Mp-ft t£S Cajital A/cs: Black 

£6,525; WUte£ 3 , 57 S ( 6 ) Gross Profit £1 > .306; Net^^Jt'^'tS^Ne^ Profit 

Capital A/cs: Lion £55,310, yn.corn £26 640 P)Gn* 4 ™ Jones £2 112 12s. 8d. 
£1,023 5s.; B/S £6 217; Capital A/cs. James^ £3 25b. /s. 40., J.^ ^ mct shares 

— » P 1 . I » ^/ CS , a/ r with Interest on Capital £220 and credit 

tment 
Sheet 
£300. 

£17,534 16s lOd (10) ^Yc°U419- 'capTtal aVcsT Dear^VerGibson £5>6 
(12) Total °| glance Shec £ ,» ^ Pri £ e = £4,46U; after adjustments = £4,868 

ril 6 ?+ 200 + 200 + 8 ! total ot Balance Sheet £31 218, (14) Balance due to 

P. Crew's representatives f 7 - 9531 ??. ^ £i 295; Capital A/cs: Rostron £2,281 
(16) Final payment £701 '*• N ( ^ 7, P rofi t ^758 15s.; Capital A/cs: Austin £7,316 5s 

R 0S ii’Z e K77^()s l Cooper /4 877 10s.; (6) Peters must bring in £2,438 las. lor one-eighth 
Bell £4,87/ 10s., C l £ » . r„ 50u p pays a separately the amount for Goodwill. 

share. ( 19 ) A and B each pay in £ , • 1 j (21) A w 11 receive £1.260, 

,20) Capital Ate: Mason £2,430 to £5,96 10s ( , ^ u| ^ 

B £7 ° 8 Ki 5 ^£S^W. 7s. 7d„ 4th £562 16s 6d 5th £238 

, 24 , Cox will receive £800, Mason £600, Holding £360. (2oi By the Partnership 
3s. 8d. (24) Cox win recei c t, , Capital before ascertainment of profits 

Act, partners are not entitled ^n ercst on Advances; they are also equa partners 

but are entitled to 5 per c ^t lntercstjn i ntere st on Loan (10 months) 

if there is no agreement to the contrary . partner. (26, Net Proht 

= £41 13s. 4d; Net Pro it £2,71| fe e^efi, ^ ^ ^ £2()47 

£1662; Capual A/cs. H £ > . Debit Bartlc -1 = ^359 8s.; Debit West 

l 35 ’ /239 12s ^28) BrowiF Capital £2,000, eldest son's Capital £4,000 lour children 
S ^?nnn Canital (29) (a) Credit M and N with equal shares of Goodwill and 
alio/ sav 5 %r cent per annum on the Partners' capital. (30, Total o, Balance 
itet £ 9 . 000 y Calais : A P £3.000 B £2,000 C £1 000. 

EXERCISE XIII 

r. i- r'lTi- Riark M 236 10s . White £1,146 10s. (2) Loss on 

(1) Profit £ receives S‘lt White £825. (3) White receives £5 625; 

Realization £750 Blac Goodwill A/c Dr. £1,800. (4) (a) Robinson £3,120, 

Larkin £ 2 ^ 60 ^parrow £2^50 W Robtosoi £3,195 £ , Larkin £2.820, Sparrow £2,195 ; 
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(c) Robinson £2.079 6s. 8d Larkin r\ 7 iu « qa c- 

on Realization £3,020; Ha\vker £1 284 ? Haigh^isl 1 bh? *V? 9 6s \ 8 ?' ^ Loss 
on Realization £635; Rogers £8 119 HawifS Loan A / c - ( 6 ) Loss 

£650 Linton £3,860, Pricf £3,088 Water by £\ w^?/ 6 ’ 230 ’ Loan 

£3,326, Batty £2,384. (9) Capital A/cs P.rtrlw r ( r! oo<?°t £4 ’ 768 ’ Harrison 
(10) Creditors £4,520, Loan £\ 500 Finchlev /^TW^vv-n 2,380, r^o 1 " 55011 Dr ' £ 36 <>- 

v. Murray ruling must be applied.’ Solvent partners w/lV* S i f 30, ( l }) Gar ™* 
ciency in proportion to their last a?n- P H i ^ wdl bear ba,ance of Z’s defi- 

£330 Profit Realization £520 St 0(4 °!^ Y " ° f 

t;on £l,U0: X and Y bearZ’s deficiency£450 a ani *’ ' ( V f) Loss on Realiza- 

£5,760 and Y £3,840. (13) Profit on Realization*£? 500*. r< ; S P ect,vel yi X receives 
insolvent partner’s default, £250 is borne a lln L< g s °J ca sioned by the 
2s. 3d., B receives £4,388 17s 9d 14? H J L and •* hyB; A receives £5,611 
the whole of the loss caused bv Tpmnii’J^ rece, '' es £M00, and thus bears 

the Gan*, v. A/^afrulIngl extremTcases ^5 '/.i T h h Ch shoWS the «<* 
and Hawkins will receive £1 500 - ih\ u* ^ ' 5 ) («) 1 hey must pav their deficits, 

sums he can obtain fnomVemplar J3 £'° 0 °>> d whatev« 

hear the whole of the loss caused hv tti ^ i * Hawkms vvl11 receive £1,000, and 

Realizat.on £900; loss caused bv Rnhin' P artners default. (16) Lo^s on 

less Cash £216 13s. 4d.) k bor n ° b "son s default, £433 6s 8d. ,£500 + £150 

£2,500 and £279 3s. 4d., and Jones receives /i°'son an ^ iL by J on , es; Brown receives 
a dividend of 15s. 4d. in the £ on £12 000 ^nsi v'&f 37 5 s ' Creditors receive 
receives £6,288, Dawson receives £4 288 ' / 19 i t° n R . ea,,zl ti on £576; Wyatt 
with his proper interest, and debit theVanitni a / C P artn er’s Capital A/c 

proportion as they share profits. (20^X 4 Y W1 7 tb ^ hc t ° tal 1 (£1,200) in the same 

net profit £597 2s. lid.; B/S total £13 648 Ific n^ Z $ / 2I ) Gross P rofit £3,521; 
15s. 3d., Right £3 887 6s 8d p£ r ’ t 8 6 < U± L Ga P ,ta A /«: Farmer £4,788 
net 6-45. (22) Gross profit £12 368 ul ° t probt ? n turnover : Gross 38-07, 

£47,172 8s.; Capital : P Smith £17 189 ivt * 3 ’" 6 2s ‘ ,ld - B / S 

Loss on realization £2 374 • Div dend ill nil’’- Th ° m P* on 04,228 12s. lid. (23) 

(gain), C £150 (loss) 4 (25) Expenses £1 869 £ * |? 4 J 0 n £ 5 ’ 250 < gain h 3 £ 30( > 
Net profit £1,080 I s. 3d Capital - X £230 > Y £74 ' ( 26 ) 

Dr. £251 17s. 6d. (27) Net profit £ 314 -^ r ^ 9d S Grc en £3,851 8s. 9d., Gray 

£6,740 10s. (28) Ap in u Charies ^ pJt ’ L Gowan 6 6 > 879 10s, Bennett, 

C.B. Dr. £1,800. ’ 2 *' ar,CS *’ Paton *• (29) C. B. Dr. £ 1,800, Cr. £240. (30) 

2 EXERCISE XIV 

7s. 8 d. C (4) Gross^Profif £2 037 ^-704 15s. 2d.; Net Profit £1,066 

Gross P^fi, £2,402 6s 6 d N " P L° i 7 Pr «° fit a 7s. 5d. (5) Branch A: 

£2,518 5s. lid., Net Profit £1 727 4 ^ 7 ^ 7 ?7 , 8s ' 3 , d ~ ; Branch B: Gross Profit 

pool Branch: Gross Profit £11 550 i 3 « d 'inH ) V m U ? ?! S , tock £ 2 ’ 687 15s - ( 7 ) Liver- 
Branch: Gross Profit £9 456 10 * 8 h 0 C m’ ^r» l Frofit £3,423 Is. 3d.; Reading 
Net Profit £3,381 13s lOd Tot,, ®K , Net Pr ? fit £ 2 ’ 302 4 s. Id.; Total of 

of Balance Sheet £15,474 14^ n d ,q\ 3a,anc ^ Sbe et £51,413 0s. 9d. ( 8 ) Total 
£766 18s. lOd.; Total of Balance^ ihlt 1 , Pro ? 1 £l ’ 496 16s - 10d *i Net Profit 
£13,576 3s. 4d., Edinburgh £8 586^9? ° d /o Gross Profits: London 

London £9,132 2s. 11 d Edinb,Lh /<;^o D t ublin £ 8 .°S4 10s. Id.; Net Profits: 
Total Net Profit £19 746 5s ^ d . gh p ^ 5 ‘'! 3 L \°*- 2d > DubJin £ 5 . 4 81 12s. 10d.; 
Roberts £4,632 7 S 4 4d. Total of‘L^3 198 ^ 8s * 8d x Green £5,915 9s. 1 Id. 
£1.804, Net Profit £1,033 Deb S ?, c ?,/ /6 ' 143 3s> 4d ‘ ( ,! ) Gross Profit 
A £5,600, B £5,600, C £6 100 D ?4 900 t {‘ft I2 > Total Net Profit £22,200; 
Profit £366. (16) Net Profits’ of Balance Sheet £80,200. (13) Net 

Office £32,974 13s. 11 dVBranch i 436 ' ^ Gross Profits: Head 
Profits: Head Office £26 739 l£ 43 i?* 5d *' Branch 3 £ 6 . 583 I 4 s. 7d.; Net 

£3,261 4s. Id.. Approp A/c £28 784 %? nch - r A £ 1 L 609 2s. 9d.; Branch B 
17s. 5d. (18) Factory A/c- Mannflt* 5 ^ 8 d V ; TotaJ of Balance Sheet £131,120 
18s. 5d.; Gross Profits: Branch ^ ^ 37 « ,s - 8d - Net Loss £3#S4 

Net Profits: Branch A flSSW 5 , Jh « 9 9 u 7d '- Branch B £10,052 2s. 2d.; 

Sheet £148,703 1 7s. 8 d. (19) Gross Prnfif^w B , ^ 3 ' 6 ?, 4 3s -1 Total ot Balance 
Southern Branch £2,646 12s 6d Net^Pr' fi Nort ^ ern Branch £3,943 15s. 10d.; 
Southern Branch £1,299 Is. 2d The 2 Nor ' he ™ Branch £>.” 5 I3s -1 
chases and Sales respectively Total Mj/ c t. A i 0w . ance has been taken o£f the Pur " 

Sheet £26,893 3s. Td20 )Balan^o^£. rOfit /‘' 324 Us - 3d -- Total °‘ Balan “ 

Profit £1,000. ' ' of Tactory Current A/c Dr. £13.000. (22) Net 
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EXERCISE XV (A) 

B are on Statistical Books, and should fol.ow the models shown m 

the text. 



(1) Balance Sheet total ^ B/S M 

£200,000. (5) B/S £225 000 6) (10) B/S £100.037 

(9) Cash received on all ° t .^ ne J- ( / 0U( J including £25,000 Premium; Allotment A/c 
ino (11) Application A,c t » „ . / ^iu in Arrcar £.3,800 = £10,-00, P*S. 
/75 000. (12) O.S. Capital £-0, fi znt) ~ £18 500; Cash balance £34,700. (13) 
Capital £22,000 less Calls in A rve %.&£}\ el p T oht £2,956; Approp. A/c £1,956; 

B/| ^a?dTr S U P nclaini £ ed Dividends are a liability and appear on Balance 

ih!et onfy-not in Profit and Loss A/c or Approp. A/c 


(16) 

(17) 

(18) 
(19) 


( 20 ) 

( 21 ) 

( 22 ) 


Ate Profi: 

£ s - d 
3,012 - - 

18,261 10 - 
1,928 11 10 
872 


Approp. A/c Balanc• 
£ 5. d 


Bal. Shea total 


14,685 

2.115 


7 

19 


£ 

7,800 

136,261 

12,060 

85,631 


Gross Profit 

£ s. d. 

5,171 - - 

36,150 - - 

3,344 3 3 

7 ' 9 ( Cost'o< "issue oi Debentures shown on Assets s.de o, Baiance Sheet, 

11,582 - - ;?,843 - - 4007 - - 61,240 

11,366 - - j'lio 10 - 715 ' ‘ 43,321 

5.850 9 - 1.210 10 


s. 

10 

4 


d. 


1 


10 


(24) Amount ol Bill £354 Ms. 6d Interest £4 7s 6d ; Bill 1 Stamp discount 

OW** ”“■£ S' — «— £ ' 


EXERCISE XV (C) . 

!S f s# | '*» 

B/ S rg^fs/ 3s ? ’4d°on Capital A/c^otal £’ . 562 l0 \ 0 ^ A Na Profit fifill’ 15s.; 
Total 'ol BalanctTsheet £27,5.6 18s. 3d. 
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(1) 

( 2 ) 


Gross Profit 
£ s. d. 

18.188 - - 

_ £117,214 19s. 9d 
16,515 - 8 
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EXERCISE XV (D) 

N f Pr ° fit , 4 A lc B a lanes 

7,328 * C * * 


/Tn,’- ~ 3,048 18 6 

(Three months' Pref. Div. due = ioi(\ 500 = ™ l 79,319 1 

,3 32J years tAun^te offi' Patento haVe 12 

7.163 - 73,507 - 

6,450 - ,T - reat Bad Deb '? J0 A/c O. as balance ol Old Provision.) ‘ 7 ’ 668 2 

d r«r B # **« ■ — tS*« 

Dermis f ha f ! 0 ™ ake good in order t0 payVn 652 Jot ,0 ^ n ^, ,s ^ 342 10s - in debit, 
per his Capital A/c. (13) Gross Profit £12 388 Ai’ m °m ' glance due to him as 

pnation A/c £582 4s. 7d. ; Balance Sheet/sH^b 1 ^ P fpfit £1,330 8 s.; Appro- 

fnr /q l r?n A r e l ar ' ^’ 250; Forfeited Shares A/c i2 00a n^\ i l? 1 ' S totaJ 

for £500, balance of £500 must be midp aLJ\ * 9 J £l>000 of Capital issued 

method: Premium on Re-issue of Shares £ 250 d S J hares A/c l 0ther 

of Issue of Debentures” Account and will ani» 6 ^ 75 ° Wl be debited to a “Cost 
side of the Balance Sheet. (17) Balance carried frf S 3 ??? r 2 le item on tbe Assets 
Cr. £1,250. (19) G.P. £4,341 • N P /1 653 IS d ^' 900; Income Tax A/c 
Income over Expenditure £184 • B/S total /2 A«? /S /o t ?f i oi 11 » 568 8s - ( 20 > Excess of 
nf ^ 7 ’ 334 : Birmingham profit £4 218 ^23) /i 7 Qn J°f a ^ 227 » 530 1 London 

° f Ad J ust u ment A/cs £20,100 12s. lid (26) Cpiwi?,? II th -J 11116 - (25) BaJance 
8 ™ tb s : bonus £70 13s. 6d.; BIS total £Ml2fiS 2 <? 6 olf’ 5d A ; N - p - £3,878 7s. 2d.; 

1 5% 19d *i Simpson £7,920 ls lOd 27) if 8d ‘ J K Capital: Sykes £9,828 
£2 5s. 8d.; Balance of A/c Dr. £72 5 S 8d <h\ rJ»P 3 ??' balance of Interest Dr. 
Balance of A/c £72 5s. 6d. (28) £ B /S tota 1 £ 8 ,^ 9 ® Is 9d ^ IntereSt ^ 5s ‘ 6d * ; 


1.000 9 8 


Bat. Shut total 

.£ s. d. 

89,133 - . 

79,319 10 5 


s 

(5) 


1 


m.Mi c „ av (E) 

Debentures A/c^r^Rems £1 \ c 9° unt balance £5,447 10s. (6) 

| 08 ^r to ^ P r 

&a U c ^ 

tax £25 on to Debenture Interest, ?’ (? 6 ^ ‘ £12 '°°° : Net Profit ^' 600 < addin * 

Balance Sheet —Liabilities Side 
Authorized Debenture Stock £100.000 

Debenture Stock issued 

BanTTan 0 DebentUre StOCk , 

1191 12 m p <SeCUred ^ °‘ £20fi0 ° Debenture Stock., • 

(19) (20) Exercises on Statist,cal Books-see models in textbook 


£80,000 

1,000 

15,000 


EXERCISE XV (F) 

vailing when^cashed/’ (if Ex^pi^ CW i? 1US * be converted at the actual rate pre- 
( 8 ) Munday’s share £1 740; Jones’fsharpT/FSS Equalization Reserve Account. 

A £1^250, andt? owes^A £ f» 

XfiT'i oi 130 ’ 060 iis 7d ,,6 » ^ 
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EXERCISE XV (G) 


B/S i°tal £341 250, ^gpg. a Q Ce £4 400 . ( 20 ) Four months or i of the profit vu 
balance £ 11,200 A £ y.C , U' l*- carncd prior to incorporation; onlv £3,800 


balance £10,518 14, 5d.; is as^usor pro.,, of £11,950, which 

New Company takes over the Cred , sl|rpUls P can be user! to make good any 

should be put to a Capital K< • available for dividend purposes. (34) 

depreciation of the assets taken ° v er b ut is not avatla tet £ „ 1S0; about | 

B/S total £66,899. (35) l OS s, and the other J left as a reserve 

of these amounts shou d be taken to Promt , £19,246; Net Profit 


(39) New Co., U S. totals £98 .00 (40) « ^ ™ — " Realization £33 377; 
Goodwill £63,140; B.S. totals £115 ■ ( Cash n48 l 8 s., shares £10,000 

Each shareholder recewes ln '“ t,ne , ^ 5 ^ 4 . (42) B.S. totals £205,000. (43) 

Iff shares oU> eachSortaci. &V share.' B.S. totals £392,750. 


EXERCISE XVI 

, c . a f±i x m 19c 4d Cost of Prodcution £53,093 

(1) Prime Cost oJ^Goods manufactured £ ,413^1 ^ on Trading A/c £12,070 

6s 2d., Profit on Production £o,378 b ?Al con 17s ud • Gross Profit £68,035 
16s. 8d. (2) Cost of Pig ron prod^ced £*^^*1*1 Dr . £4 0.702 12s. lid ; 

8s. 8d. (3) iSpinnmg A/c Dr. £ ^^oss Profit*£2,178 Is. 3d. (5) Turnover £23,895 
Gross Profit £65,114 4s. 4d (4) Gr, 237 14s. 10d., 47-03%; Carnage In, 

10s. 9d. 100%; Prime Cost of Goods !> ol n 9 7d 30-19%; Salaries 2-04% ; 

7-78%; Wages 15-00 /o Gross , P ?o 7 o/ .’ Discounts ’ 1-60% ; Rent, Rates, and 
Commission 1-37%; Ad ^ rt ^ iri K • Trade Expenses 1-57%; Bad Debts 


15*13% ( 6 ) Working Profit ^ profit £30l 5s . lOd (10) Working 

( 8 ) Working Profit £14,341 18s. na. /469 001 5s. 3d. (12) Working Profit 

Profit £5,189 15s. 4d. 0 ) *i ater f a i s use d £11,800; (b) Value of Output £41,500; 
£9,761 4s. 6 d. (13) (a) lC turnover 20*71%. (14) Profit on the £2,000 contract 

(c) Percentage o gro P ratlo o1 * Wages paid on the £2,000 contract 

t 254. (The otfice 1 st year £29,000 = 100 % ; 2 nd 

Cost Of Materials Used: 1st year £18^00; 2nd year 


Items 


Materials used 
Wages 
Expenses 
Profit 


Is* year 

2nd year 

A verage of 
2 years 

% 

% 

% 

63-80 

60 

62-24 

25 -86 

24 

25-11 

6-89 

6 

6-53 

3-45 

10 

6-12 
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(16) Cost of Pig Iron i _ 0*7 t .. 

£11,431.(17)— ' ~ s - i d P er ton; Gross Profit £21,530; Net Profit 

V /»A. I I ^ n 


Materials used 
Wages . 

Rent and Power 
Carriage 

Travelling Expenses 


Kmr 1 

Of 

/o 

61-39 

20-55 

4-55 

1-40 

0-83 


Year 2 


% 

09-09 


20-89 

4-56 

1-36 

0-85 


Gas and Water 
Travellers 
Repairs 
Insurance 
Depreciation . 


Year 1 Year 2 


0 / 

/O 

0-60 


2-00 

1-16 

0-21 

1*64 


% 

0-66 


2-10 

1-55 

0-21 

1-60 


/1 oi ,,, , . ^ 92-87 

Net Profit'£l,426; l £?ance Sheet totSpo® ^f 39 - 409 ! CrosTTrofit £^32; 


Cost of Material . 
Wages 
Discount . 
Expenses . 

Profit 


Current Year 


% 

50 


30 

5 

15 


£5,000 

3,000 

500 

1,500 


Sales 


Following Year 

48 £5,760 

29 3,480 

3 360 

15 1,800 

5 600 


100 £10,000 100 


£ 12,000 


till 2p0 ^ ^ ,% - 

15-750/ wfli ,,./ # ' etCi ». Gross Profit 2-50®/ an w 4'oi/ . Co ?* 


7 fi-« 7 o/ J v'®» depreciation z-50% • \v f 1Xdies * -taxes, etc., 1%. 

15 -750/ I /26i 7 |VT () ^% etc * ; Gross Pr ofit 2-50°/ and 7°6ro/^ JT rin J e C ° St °* Goods 

/2 2nn ■ (26) Manufacturing Cost £3 800 • c:^ nd 1 Net Loss 32-83% and 

2 0; Net Profit £740 or 19 47®/ on Mon S ? ,e ! 4 6 ’ 000 «’ Manufacturing Profit 

Profit a /74n S Cr o d l t / cd t0 Manufacturing^ A/“ °? t: 0r U Disc ° u °* on 

4 s 9d ^=t 2 °°<? on Manufacturing”Cost' m J rSJ ur,n * will be £3,770, Net 
r ■, ( 3 2) Net Profit £345 m* vH c, ' i 3 .' balance due from Vendor £3 274 

Bin - £ £212° s ; J £ nes ' s t ° tal Profit £2 120 °?34)TnteniTn® /.t,’ 000 ’ Smith's^ total 
^ IdH /? 111 If' ' ^Net Profit*£2 029^Vd^^r‘‘ A ? * U 0s ‘ IOd T 

bahnrf'rooA 2 ’ 374 6s - 5d -; F£l,399 0s 6H Capital A/cs: D £3,626 

what thi 2 n L°. : exercise does not state whether R°f- ° n R ? alizati °n £390; Cash 
/ 44 94'i M J ‘i b n 0rS r rea,ize : it cannot therefor sr . Roblnso , n « solvent or not, or 
£44,943, Net Profit £19,291; Approp A/c£U 775 H3 > Gross Pro6t 

f a/c n i,// 5, Total of Balance Sheet £73,516. 

___ 


q &A.LRCISE XVII 

Nef P^ofiJlHl' / O ’« fi ' 2 (30Mrec°%e a s e £4?00 B £2 foo° m, G (29) A “ un ‘ S * 

® I:.a Ha ifS 


, 5) s k exercise xvm 

(8) Net Lo£ Aim R^d ^O^Ni/ca^B N h '' rof ‘‘ f 2 - 156 1 Approp. A/c £2,435. 
^‘Profit £522 9s.; Approp ’ A/cm\ B “ d F oad £ 774 - ( 9 > Grok Profit £2,852; 
£24,073. N.P. £8,324. B/S total /ga'347 H 1> Sheet £22,862 9s. (10) G.P. 

NP rhn 4 ( 10 ' 57 %). £60 <0 25%f ^12) 1131 i G ' f P ' £’°°? < 30 ; 02 %>« £5,304 (22-1 %); 

shares £165, £110, £110. B/S total 


EXERCISE XIX 

(4) Fund Sl £2,"77,83^ (6) ^un^/£77 (£Aq^*°’ 4 r 2 . ; Balance Sheet total £1,651,632. 
0..6W26. „ F-d 


V 
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^ 8s. 6d.', £202 

Is. 3d., £189 10s. 3d. (26) Balance £343. 

/> EXERCISE XX 

^J/Deticieiicy £3,245 2 0 Ue ^ 5 ) C ^etic[encfy* O^OO^ ( 6 *^Deficiency £2,675. (7) 
in£. (4) Deficiency £1,930. (p) 1 1 • eflcieIlcv £5,020. (10) Deficiency 

Deficiency £9,820. ( 8 ) Surplus £162 o eft c, e nc y £3 ^ £2,370. < 14 > 

£3,769. (11) Deficiency £74,178. ( 1 2) Deficiency ^ l5s< ( i 7 , Deficiency 

Deficiency £19,600. (15) Deficiency £ 9 ( D ^ d £650. (20) Deficiency £21,047 

£1,837. (I®) Deficiency £3,084 7s. 2d. .loj Deficiency^£2,046 13s. 4d. (23) Deficiency 
10s. (21) Deficiency £21,/b0 13*. 4d. M) Dencie > t > of Benjamin £881; 

£18,700. (24) Deficiency of firm 1 £4 ; '-3 ■ ^^3 29 ? 12s 3d. (26) Balance due to 

Charles’ Statement balances. (2i>)^ ,1C ., 8) y F f“t’ and Final Dividend of 6s. 4-05d. 

A £69 5s (27) Balance • »0d. (32 ) Net Profit: Soap Dept. 

(30) (b) Smith’s A/c Cash £2/2 Bad Deb^ £ l Realization £8,000; Brown 

£5,871 16s.; Scent Dept. £2,968 19s ; ' 4 iff Balance Sheet / 84,900. (37) Net 

receives £9,000; Robinson £8,000. (36) Iotal ot oai t 435 

“£3^239 5 total ol " l*» 

Net Profit £11,lw, Approp. A/c £10 g™, tot . ^ prop A'c £4,640 10s. 6d.; 
Gross Profit £13,501 8s.; net Profit £6,369 los. Id., Approp. a e t , 

total of Balance Sheet £71,210 19s. 4d. 


PTF.PfTTSE XXI 



EXERCISE XXll 

\ /vs fix n 10s 4d. per cent per annum. (3) £3 13s 5d. (4) 3-4 
I S 161 / 6 *6s 9d (7) £14 7s. 6 d. ( 8 ) £3 16s. 6 d. (11) Inco 


EXERCISE XXII 

I 3-419% or £3 8s. 5d. 
Income £225 12s. 5d., 

Profit on sale £141 4s. 7d. (12) *7d n/)"A°B's S profit*£ 103'1st 

(13) Income £141 10s. Jd. on Safe £195 14s.'(17) Snowflake's profit £283 15s. 

(16) Income £546 3s. ., deficiency £816 13s. 4d. to be borne (Garner 

(25) Loss on realization £1.700, Cs V £1 9S9 Us 8d>> B receives cash 

v. Murray) 2 a /40 A and L> 40 B A rewi e ^ y R toUl £2 05,000; calls 

in atrear’l'17^500 f caTb^nce £62, 5 00. J) Balance Sheet £324,000 ; Cash balance 

£274,000. 


EXERCISE X5 


411 


(2) B/s,i 2 , 2 ’! 40 st Dr £11 Tod. C , r B £ alance of ^/c Dr.^SoT9s.‘4d^ (^'interest 

Dr'. ("l D Bal £ anc 9 e 
17s. 4d. and Cr. £>1 7s., glance * ^ £137550 . Balance Sheet £10,919,000. 

fl7) < B/S^total £16^687 l^feited shares £62 10s. 

EXERCISE XXIV 

( 1 ) Estate Duty and Interest paid 

Corrective Affidavit, £ , - 3 9d • capital. (3) Property Account, £5,000; 

£33 14s. 7d. is ‘". a ? 3 d o? 0 IncomeTax A^count\£4 iOs!credit; Bank Account 

Mortgage Loan Account, £3, , Interest Account, £150. (4) £110 to income and 

£» *® s ’ Jd^'oHnmrfm^di’vidend^^roincapitai fo income. > Bank balances: 

transfer £9 3b 4d of mte { ^ - d total> £ 387 8s. (6) Estate Duty payable 

^ncome^£!6 16s. 7^, | 164 5s . 2 d. (7) Balances eventually payable to issue; 
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{Si ™ rvi y in ? S011 , £5,3 7 5 : (6) each daughter, £9,875; each grandchild /791 13c 4 H 

i 8 Lur d QH d Capital value balance, £291 5s. (9) C/f L—£3 6s. Id. 

I 4s * 9< T, 3. Nil. (10) Dr. £38 11s. 6d., £9, £1 4s. 6d Cr £3 16c /in 

(11) N.P. £55 16s. Id Draft £648 Is. 4d. (12) Balance £2,630 12s. (14) Totsdof 
Dehcjency Account £28,062. (15) Balance Sheet total £4,257,000. (16) £83 6s 8d 

£23 11s S *9d ’ L ’ 1 ^ 8d ” 13S * 4d - (17) Int ^ st & £30 iSId.*; 


EXERCISE XXV 

(Answers to Income Tax questions depend on allowances, rate of tax etc which 

nf c”! i tlme a! tl F ne r } n acc °rdance with the annual Finance Acts.) ’ (10)’Shares 

/3 t0 Pa [- ne i rS ? re each ' The Partners will pay on £3,150, 

£3 ( 00 and £2,8oO respectively less their allowances. (13) (a) disallowed lb) no 

fhP lL n f 6SSary ' (c L, CXcIu S e this in arrivin ^ at the taxable Profite, (d) allowed 

the loss is recoverable under insurance. (14) (a) and (d) do not Effect the account 

SerfSv 1 W0 ^ ld K be add ed back'; (*) is aUowUVs%“on 

prime cost only (15) The firm wiU be assessed on £1,510 subject to the usual 

nw? ? n , d r A el,efs - (,6) Fax on less Life Assurance relief. 17 Tax on 
£ , 8 less Life Assurance relief. (18) Taxable profit £783, assuming Travelling 

"aaauar interest 3*“1 Inte T‘ being on a teln P°rary overdfa/t and not 
annual interest, and Income Tax on business premises £55 being calculated at 9s 

/ n i] h n wh ‘ ch cas £ th . e “rent” of premises would be £122. (30) Profit on Exchange 

£6291 S ' 19s*’3d Gr m) P Defici^ 3,6 °% 2 ^n 3d ‘Sn Net -i )r ° fit ^ 2 ’ 163 3s ‘ 8d ‘» Balance Sheft 

Is’ l id NeTprofit nmuZ & 8 ,°^ ?V d ’ “ th , e ^ < 32 ) Gross Profit £6,337 

Deot /5 030* M. Prlfit n c«« 3d \ (33) Pro , fi , ts: , Publishing Dept. £3,280; Supply 

(34^ Gross Loss^17 968^* A t c / 3 ’ 511 7s -; Balance Sheet £36,806; 

Oross Loss £17,968, Net Loss £39,629; Balance Sheet Total £199,683. 


EXAMINATION PAPERS 

BaHnreR^ anU R a r Urin !v Profi i.^ 30 .- 723 = Net Profit £15,104 ; Appropriation A/c 
Balance £12,8o4 Balance Sheet Total £244,312. Test II, 5: Net Profit £28 181; 

share^'orofit^/3 94313 R 4 ^~ 3 r’/u 4 q* 7 anCe Shect Total £ 377 * 079 - Test III, 1: A’s 
Fund°Accounf^4^5Q 3 1 Q 4d 9 P^ L ^ s ’ 8d ‘ 2: Debtors at Jan. 1 £482. 3: Sinking 
Test IV 1 r p 4 r 9 A 9 |i 9S M 2 D r, 7 L Balance £ 35 Interest, £3,172 18s. 4d. Capital. 
£4 6'6d nrn'hih£ 4 i? 8; F; P * £ ! . 942 ; Capital, A £8,304, B £6,217. 2: D ff-rence of 

13s. Bala’iice°Siieet ^ ^ P ° Sted in reVerse ’ S: N ' R ^°’ 775 



INDEX 


Acceptance— , 7 o 

(or honour supra protest, 172 

general, 165 

5f bills of exchange, 164 

A c corn mod a t ion bil.s, 159, 174 

"^ 219,249 
definition of, 2 
deposit, 958 

sales, 218 ,, ,q 7 

- Account payee only, 19' 

Accounting systems, 5 

current, calculation of days in, 

departmental, 84b 
group, 715 

investment, 950 

manufacturing, 51, 
nominal, 3 

°pinn“- Partnership Accounts 

P pr r ofit n and 3 Loss,31,37,632 

real, 3 . 
realization, ¥ ooo 

receipts and payments, 328 

remittance, 43Z 
revenue, 328 

sub-manufacturing, 

suspense, 99 
Trading,31 
voyage, 230 
working, 

Actuarial reports, 848 

Adjustment accounts, 

Adjustment°of accounts lor income tax 
assessments, 103z 
Adjustments, 4‘2 

in Trading Account, 80 
Administration 
expense, 805 

letters of, 97; 

Administrators, 9/b 
Advances— 

by partners, 582 
on consignment, 217, 2-5 
Advertising, 40 

Age relief'^income tax), ^ 9 

Allocation of expenses, 348 
Allonge, 166 
Allotment— 

letter of, 504, *519 
of debentures, 557 
of shares, 504 


Allotments, return of, 506 t 

Allowances in income tax assessmen , 

1033 • £Q7 

Amalgamation of companies, 

Analysis of books, 280, 54b 
Annual general meeting, 307 
Annual return, 330 

Annuity method, 152 

Al and Allotment Book, 516, 524 
for debentures, 53/ 
for shares, 516 

Apportionment 326, 
equitable, 98b 

jtgSSK m 

dend, 614 

Articles of Association, 50- 
Assessable income, 102b 
Assessment— 

income tax, 1023 
of husband and wife, 1040 

sur-tax, 1051 

Assessors of income tax, 1025 

Assets— 

definition of, 2 
depreciation of, 4b, 

fictitious, 2 
fixed, 2, 631 

floating, 2 
liquid, 2 

revaluation of, 148 
wasting, 2 
writing down, 693 
Assignment of life policy, 849 
Assurance, see Insurance. 

Audit of company accounts, 3iz 
Authorized capital, 513 
Average due date, uol 


Bad and doubtful debts provision, 48 

Bad debts, 41, 49 
not written off, 81 
Balance Sheet, 65 
adjustments, 83 
bank,970 

company’s, 629 

holding company s 715 
limited company, 63b etseq. 
statement of items in, 6/ 

Bank— ___ 

Balance Sheet, 970 
book-keeping, 9 d 2 
Cash Book, 12 
charges, 40, 957 
drafts, 193, 473 
notes, 192 


10Q7 
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Bank ( contd .)— 

Pass Book, 958 
Profit and Loss Account, 970 
reconciliation statement, 14 
statutory statement, 971 
Bankers’ Clearing House, 960 
Bankruptcy, 863 
Administration Order, 867 
creditors’ meetings, 864 
Deficiency Account, 868, 883 
discharge, 865 

Estate Account, 888 
partnership, 885 
petitions, 863 
preferential creditors, 878 
public examination, 865 
small, 867 

Statement of Affairs in, 864, 867 

Trustee in, see Trustee in Bankruptcy 
Bills of exchange, 159 F y 

acceptance of, 164 
qualified, 161 
accommodation, 159, 174 
alteration of, 172 
books, 16 
date of, 162 
days of grace, 162 
definition of, 159 
delivery of, 166 

dif 185 CnCe betwecn inland and foreign, 

discharge of, 173 
Discounted Ledger, 955 
Discounted, Register of, 955 
dishonour, 165, 168, 177 
documentary, 181, 186 218 
domicile of, 164 

drawn against consignments, 217 

due date, 162 

endorsement of, 166 
foreign, 180 
forged, 173 

holder in due course, 171 
inland, 159 
liability— 
of acceptor, 161 
of drawer, 161 

of endorser, 161 
long, 161 
lost, 173 

negotiation of, 166 
noting, 169, 185 
parties to, 160 
payable, 12 

payment for honour supra protest 172 
presentation for payment, 168 ’ 

protesting, 169 
receivable, 12 
received— 
for collection, 955 
for discount, 955 
referee in case of need, 164 
Register of, 955 
short, 161 "7 

stamp duties, 160 
transactions, 174 


Bin card, 784 
Blank transfer, 528 
Bonus— 
schemes— 

Halsey, 781 
Priestman, 782 
Rowan, 781 
shares, 667, 680 
Book-keeping— 
definition of, 1 
objects of, 1 
tabular, 940 
Books— 

of account, 5, 515 
statutory, 515 
Bought Book, 7 
Branch— 
accounts, 435 
books, 451 
Supplies Book, 437 
Branches— 
and head office— 

incorporation of final accounts, 
4ol et seq. 

treatment of accounts between. 440 
foreign, 475 

difference in exchange, 476 
retail, 438 
wholesale, 448 

Break-even point, 777 
Brokerage, c>01 
Budgetary control, 805 
Building societies, 851 
loans, 852 

Business Purchase Account, 685 
Call— 

accounts, 573 et seq. 

Book, 535 

Called-up capital, 513 
Calls, 535 
in advance, 580 
in arrear, 580 
interest on, 535, 585 
Capital, 1, 325, 513, 567 
alteration of, 508 
and revenue— 
apportionment between, 326 
distinction between, 325 
authorized, 513 
called-up, 513 
expenditure, 325 
fixed, 1 
floating, 1 
high-geared, 500 
interest on, 42, 81, 382, 617 
issued, 513 
low-geared, 500 
negative, 1 
nominal, 513, 580 
of company, 513 
paid-up, 513 
positive, 1 

Redemption Reserve Fund, 667 
reduction of, 508, 692 
registered, 513 


INDEX 
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Capital (contd .)— 

reorganization ot, 711 
reserve, 513 
share, 513 
subscribed, 513 
trading, 1_ 
uncalled, 513 
Card system, 18 
Carriage, 34 

Cartage, 34 . 

Case of need, reference in, 164 

Cash— 

Book, 11 
Bank, 961 
Shareholders’, 5‘-J 
with bank columns, U 
discount, 11 
sales, 11 
systems, 13 
Certificate— 

fractional, 683, 699 
of Incorporation, 503 
share, 5u6 

Certification of transfers, 

Charges— 

and mortgages, a 16 

defered, 805 
dock, 33, 37 
fixed, 650_ 
lloating, 511, 650 
noting, 169 
Register of, 516 
Cheques, 194 

alterations on, I da 
bearer, 195 
crossing of, 196, 198 
dishonoured, 203 
endorsement of, 199 
forged, 202 
lost, 203 

not legal tender, 202 
open, 195- 
order, 195 
post-dated, 19a 
stale, 195 

treatment of, 11 . . ^ 

Children, allowance for in income tax, 

1035 

Closing entries, 64 
Collateral security, 593, 66U 

Commission, 39 . . „ 

and discount in share issues, a00 

manager’s, 362 
over-riding, 501 

Commissioners, income tax, 10-4 
Committee of Inspection, 86a 

Companies— 

accounts ot, 629 et scq. 

Art 1948 495, 629 
amalgamation of, 697 698, 706, 710 
and partnerships, difference between, 
377, 498 

Balance Sheet, 629 
books of, 515 


Companies (contd.) — 

holding, see Holding Companies 
kinds of, 495 
limited— 

by guarantee, 496 
by shares, 495 
meetings, 507 
one-man, 496 
private, 496 

profits of, prior to incorporation, 614 
public, 496 

reconstruction ot, 710 
reduction of capital ot, 692 
reorganization, 711 
subsidiary, 714 
unlimited, 496 
Composition scheme of, 865 
Compulsory liquidation, 912 
Consideration for bill of exchange, 168 
Consignment accounts— 
inwards, 223 
outwards, 216 

Consolidated accounts, 716, 717 
Contango, 931 
Contingent liability, 203 
Contra— 

accounts, 305 
adjustment accounts, 280 
balances in Ledger, 310 
Contract cost accounts, 776 
Contributories, 915 
Control accounts, 280 
Conversion— 
cost, 805 

of currency into sterling, 4/0 
of sterling into currency, 472 
Correction of errors, 96 
Cost— 


exempt private. 497 
formation of, 499 


conversion, 805 
flat, 778 
marginal, 777_ 
prime, 743^ 753, 777 
standard, 794 
Cost accounts, 775 
contract, 776 
departmental, 776 
interest in, 794 
job, 806 
objects of, 776 
control accounts, 805 
experimental cost sheet, 793 
Ledger, 791 
multiple, 776 
of production, 743 
operating, 776 
output, 776 
process, 776 
single, 776 
terminal, 776 
working, 776 

Costing and financial records— 
labour in a system of, 778 
reconciliation of, 806 
Costs of issuing shares and debentures 
593 
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Credit— 
balances, 4 
notes, 10 

Creditors, provision for discount on, 57 
Crossing of cheques, 196, 198 
Cumulative preference shares, 514 
arrears of dividend on, 614, 984 
Currency, 468 

conversion of, 470 
metallic, 468 
paper, 468, 478 
transactions in, 473 
Current Account, bank, 957 

Damages on dishonour of bill of exchange, 
171, 185 
Day Book, 8 
Days of grace, 162, 184 
Debenture— 

Application and Allotment Book, 537 
holders, rights of, 511 
interest, 587 
unclaimed, 588 
stock, 651 

Debentures, 573, 567, 650 
as collateral security, 593 
at a discount, 571, 576, 590 
at a premium, 569, 575 
bearer, 651 
conversion of, 659 
costs of issuing, 593 
exchanged for shares, 659, 713 
instalments on, 573 
irredeemable, 651 
issue of, 567, 660 
naked, 650 
perpetual, 511 
premiums on, 589 
redeemable, 650 
redemption of, 511. 652 
reissue of, 511 
Debit balances, 4 

Debtors, provision for discount on, 57 
Decimalization of money, 354 
Deed— 

of arrangement, 865 
of partnership, 391 
Deferred— 
charges, 805 
ordinary shares, 514 
shares, 514 

Deficiency Account. 868, 883, 918 
Del credere commission, 218 
Departmental— 
accounts, 346 
cost accounts, 776 

Dependant relatives, income tax allow¬ 
ance for, 1037 ' 

Deposit— 

Account, 958 
receipt, 958 

Depreciation, 41, 46, 82. 124, 476, 807, 
815 

allowance for in income tax, 1043 
annuity method, 132 
diminishing balance method, 128 


Depreciation ( contd .)— 
fixed instalment method, 126 
foreign branches and, 476 
fund principle, 134 
insurance policy method, 141, 657 
of additions, 130 
on diminishing values, 128 
rates, 144 
revaluation, 143 
sinking fund, 135, 145 
tables, 133 

Direct departmental expenses, 806 
Directors— 

emoluments ot, 633 
Register of, 546 

Share holdings, Register of, 516 
Discharge of bankrupt, 865 
Discount, 38 
cash, 11,38 

on creditors, provision for, 57 
on debentures, 571, 576, 590 
on debtors, provision for, 57 
on shares, 571, 576 
trade, 7, 8 
Dishonour— 

of bills and entries therefor, 165, 168 
177 

of cheques, 203 

Dishonoured bills of exchange, 165, 168 
Dissolution of partnership, 408 
Distribution— 
expenses, 806 
of partnership assets, 409 
Dividends, 608 
and income tax, 610 
Book, 546 
free of tax, 611 
interim, 608 
preference, 611 
script, 611 

treatment of, in accounts, 609 
unclaimed, 611 
Dock charges, 33, 37 
Documentary bills, 181, 186,218 
Domicile of bills, 164 
Dominion— 
income tax relief, 1049 
Register, 534 

Do)iationes mortis causa , 979 
Double entry— 
advantages of, 4 
theory of, 3 

Drawer of bills, liability of, 161 
Drawings, partners,’ 384 
Duty, 34, 37 

Earned income, 1026 
relief, 1034 

Endorsement, 166, 199 
facultative, 167 
restrictive, 167 
Equation of payments, 262 
Equitable apportionments, 986 
Errors, 96 
Estate duty, 978 
account, 981 
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Exchange— 
foreign, 468 
rate of, 468, 475 
Executors, 976 
accounts of, 997 
duties of, 977 

Executorship accounts, 9/b 
Exemption from income tax, 1033, iuau 


Expenses— 
accrued, 43 
allocation of, 348 


capital, 325 

direct departmental, 80b 
distribution, 806 
indirect, 348 
manufacturing, 35 
preliminary, 503 
revenue, 325, 849 
trade, 41 

Experimental cost sheet. 793 


Factory— 
overhead, 743 
rent, 35, 37 

Facultative endorsement, 167 
Fictitious payee, 196 
Fixed— 

Assets, 2, 631 
capital, 1 
charge, 650 

instalment method of depreciation. 


Flat- 
cost, 788 
piece rate, 781 
Floating— 
assets, 2 
capital, 1 
charge, 511, 650 
Foreign— 
bills, 180 
clean, 181 
documentary, 181 
forms of, 181, 182 
set of, 181 
stamp duty on, 183 
branches, 475 
exchange, 468 
remittances, 473 
Forfeited shares, 581 
re-issue of, 584 


Forged— 
bill, 173 
cheque, 202 
transfer, 528 

Fractional certificates, 683, 699 
Free-of-tax dividends, 611 
Freight. 34, 37 
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Garner v . Murray, 410 
General— 

acceptance, 165 
crossing, 198 
Ledger, 17 
overhead, 743 
Gifts inter vivos, 979 


Goodwill, 385, 685 

account, raising of, in partnerships, 
385, 391 
Gross— 
loss, 30 

profit, 30 . 

profit or loss on production, /43 

Ground rent, 37 
Group accounts, 715 

Halsey bonus scheme, 781 
Head Office Account, 451 
High-geared capital, 500 
Hire purchase, 814 
Day Book, 818 

difference between instalment-payment 
and, 824 

in buyers’ books, 815 
in sellers’ books, 818 
Ledger, 816 

memoranda accounts^ 819 
Holder in due course, 171 
Holding companies, 706, 714 
advantages of, 714 
and the Companies Act, 1948, 715 
Balance Sheet of, 715 
disadvantages of, 715 
revenue from subsidiary companies 

and,717 

Hospital accounts, 328 
Hotel accounts, 940 
Hypothecation, letter of, 18b. 18/ 

Impersonal— 
accounts, 3 
Ledger, 17 

Imprest system of petty cash, lb 

Income— 
accrued, 43 

and Expenditure Accounts, 328 
investment, 140 
Income tax, 1024 

adjustment of accounts, 1052 
age relief, 1039 
allowances, 1033, 1048, 1061 
dependent, relatives 1037 
depreciation, 1043 
for children, 1035 
for life assurance premiums, 1037 
personal, 1034 
special, 1061 
wear and tear, 1043 
assessable income, 1026 
assessments, 1025 

of husband and wife, 1040 
children’s allowance, 1035 
Commissioners, 1024 
dependent relatives, 1037 
depreciation allowance, 1043 
dividends and, 610 
Dominion income tax relief, 1049 
earned income, 1026 
relief, 1034 

exemption, 1033, 1050 
husband and wife, separate assessment 
of, 1040 
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Income- tax ( contd .)— 
interest on loans and debentures, 589 
investment income, 140 
life assurance premiums, 1036 
marginal relief, 1038 
married women and, 1040 
non-residents, 1047 
partnerships and, 1057 
“pay as you earn,” 1030 
personal allowance, 1034 
persons liable to, 1024 
rates of, 1026 
relief, Dominion, 1049 
repayment of, 1065 
residence, 1048 
return of employees, 1030 
Schedule— 

A, 1027 

B, 1029 

C, 1024 
I), 1030 

E, 1029, 1048 

special claims and allowances, 1061 
sur-tax, 1050 

wear and tear allowance, 1043 
Indexing Ledger accounts, 16 
Indirect expenses, 348, 777 
Indorsement, see Endorsement. 

Inland bill of exchange, 159 
Instalment-payment— 
hire-purchase and, 824 
purchases, 824 
Insurable interest, 839 
Insurance, 39, 838 
accounts, 838 
companies— 

accounts and Balance Sheet of, 841 
actuarial report of, 848 
mutual, 838 
national, 46 
proprietary, 838 
winding up of, 848 
marine, fund, 152 
policies, 838 

policy method of depreciation, 141,657 
Inter-branch transactions, 458 
Inter-departmental transactions, 347 
Interest, 39 

calculation of, 251 

debenture, 587 

in cost accounts, 794 

insurable, 839 

on calls, 535, 585 

on capital, 42, 81, 382, 617 

on debentures, 589 

on loans, 81, 589 

red ink, 255 

tables, 253 

Interim dividends, 608 
Intestacies, 993 
Investment— 
accounts, 935 
income, 140 

Investments, purchase and sale of, 936 
Invoice— 

Book, 7 


Invoice [contd .)— 
pro fortna, 216 

Inward consignments, 223 • 

IOU, 193 

Irredeemable debentures, 651 
Issued capital, 513 

Job— 

card, 783, 806 
costing, 806 
Joint— 

and several note, 191 
promissory note, 191 
stock companies, see Companies, 
ventures, 228 
Journal, 6 
narrations, 7, 569 

Labour— 
direct, 778 
indirect, 778 
measurement of, 778 
Ledger, 16 

accounts, indexing, 16 
balances, 4 
card, 18 
general, 18 
loose-leaf, 18 
private, 17, 312 
purchases, 32 
sales, 17 

self-balancing, 274 
share, 530 
slip, 22 

subdivision of, 17 
visitors’, 940 
Legacies, 991 

Legal liability of parties to a bill, 161 
Letters— 

of administration, 977 
of allotment, 504, 519 
of hypothecation, 186, 187 
of regret, 505, 520 
of renunciation, 521 
Liabilities— 
of partners, 379 
outstanding, 42, 83 

Life assurance premiums and income 
tax, 1037 
Limited— 

companies, see Companies, 
partner, 378, 379 
partnership, 397 
Liquidation, 911 
Loans— 

interest on, 81, 589 
to officers, 634 
Long bills, 161 
Loose tools, 83, 143 
Loose-leaf Ledgers, 18 
Loss— 

gross and net, 30 
prior to incorporation, 616 
Lost— 

bill of exchange, 173 
cheque, 203 
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Low-geared capital, 500 

Manager’s commission, 362 
Manufacturing— 
accounts, 31, 743 
forms of, 744 et seq. 
expenses, 35 
Marginal cost, 777 
Marine insurance fund, 152 
Married women and'income tax, 1040 
Materials— 
abstract, 789 
consumed, 33 
control of, 783 
packing, 36 

Meetings, company, 507 
Members, Register of, 530, 540 
Memorandum of Association, 501 
registration of, 502 
Metallic currency, 468 
Mineral royalty, 829 
Mint par of exchange, 468 
Minute Hook, 548 
Moratorium, 173 
Mortgages and charges, 510 
register of, 510, 516 
Multiple cost accounts, 776 
Mutual insurance companies, 838 

Naked debenture, 650 
Narrations in Journal, 7, 569 
National insurance, 46 
Negotiable instruments, 166 
Negotiation of bills of exchange, 166 
Net— 
loss, 30 
profit, 30 
Nominal— 
accounts, 3 
capital, 513, 580 
“Not negotiable,” 197 
Notary Public, 169 
Noting— 

bills of exchange, 169, 185 
charges, 169 

Obsolescence, 124 
Oncost, see Overhead. 

One-man company, 496 
Open cheque, 195 
Operating cost accounts, 776 
Order cheque, 195 
Ordinary shares— 
deferred, 514 
preferred, 514 
Output cost accounts, 776 
Outstanding liabilities, 42, 83 
Outwards consignment, 216 
Overhead, 743, 777, 791 
Over-riding commission, 501 

Packing materials, 36 
Paid-up capital, 513 
Paper currency, 468 
Partners— 
acting, 378 
advances by, 382 


Partners ( contd .)— 
classes of, 378 
drawings of, 384 
expulsion of, 380 
income tax, 1057 
liabilities of, 379 
limited, 378, 379 
quasi, 378 

rights and duties of, 379 
salaries of, 382 
sleeping, 378 
sur-tax, 1060 
Partnership— 
accounts, 382 

and income tax, 1057 • 

assets, distribution of, 409 
bankruptcy, 885 
deed, 391 
dissolution ot, 408 

distribution of assets on dissolution of, 
409 

goodwill in, 385, 391 
law, 377 
limited, 397 
profits of, 1057 
property, 379 
realization accounts, 412 
when a loss, 413 
when a profit, 412 
Pass Book, 958 
P.A.Y.E., 1030 
Payee, fictitious, 196 
Paying Cashier’s Counter Cash Book, 

' 953 

Payment tor honour supra protest, 172 
Percentages, 30, 362, 439 
on return, 439, 793 
Personal— 
accounts, 3 

allowance in income tax, 1034 
Petition in Bankruptcy, 863 
Petty Cash Book, 15 

imprest system of keeping, 16 
Piece rate, flat, 781 
Policies— 
of insurance, 838 
of survivorship assurance, 391 
Post-dated cheques, 195 
Preference— 
dividend less tax, 611 
shares, 514 

redeemable, 514, 667 
Preferred ordinary shares, 514 
Preliminary expenses, 503, 592 
Premiums on shares and debentures, 569, 
574, 575, 589, 590 
Priestman plan (wages), 782 
Prime cost, 743, 753, 777 
basis in Manufacturing Account, 744 
Private— 
company, 496 
exempt, 497 
Ledger, 17, 312 
Probates, 549, 977 
Process cost accounts, 77b 
Production, overhead, 777 
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